For  Reference 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit 
erature,  art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 


Traditional  model:  An  investment  firm's  headquarters  tells  its  financial  consultants  what  they 
should  sell  to  their  clients. 

A.G.  Edwards'  model:  Our  Home  Office  is  the  support  staff,  not  the  master.  Its  sole  purpose  is  to 
provide  a  vast  array  of  resources  to  help  our  financial  consultants  help  you  — from  research 
reports  to  leading  technologies  to  unparalleled  training  to  whatever  else  it  takes. 

Our  belief:  Financial  consultants  should  serve  their  clients'  interests  and  nothing  else. 

That  means: 


That's  different. 


Bottom  line:  It's  all  about  our  clients.  There's  no  close  second. 


Find  out  for  yourself  what  it  means  to  be  one  of  our  clients  by  reading  "TELLING  IT  LIKE 


IT  IS:  A  CLIENT'S  PERSPECTIVE'.'  It's  a  collection  of  stories  told  by  our  clients,  illustrating 


five  unique  truths  about  A.G.  Edwards.  Our  clients  know  what  sets  us  apart,  and  you  should 


too.  Get  your  free  copy  at  www.agedwards.com/clients  or  call  (866)  864-6508. 


Domestic  Violence  affects 
1  in  every  4  women. 

It  costs  American  businesses 
over  $3  billion  each  year. 

And  your  company  can  be 
part  of  the  solution. 


Domestic  violence  is  the  leading  cause  of  injury 
to  women  in  our  country,  and  its  impact  extends 
from  the  home  to  the  workplace.  The  result? 
Shattered  lives  and  billions  of  dollars  in  business 
losses  annually  due  to  absenteeism,  turnover, 
medical  expenses  and  lower  productivity. 

That's  why  helping  victims  of  domestic  violence 
is  your  business.  Your  company  can  change  lives 
by  building  awareness  of  the  issue  and  providing 
a  link  to  information  about  resources  in  your  community. 

Let  your  employees  know  their  safety  is  important. 
A  few  steps  can  make  all  the  difference  to 
your  business  —  and  to  someone  like  Doreen. 


wouldn't  you  protect  them? 


To  learn  how  to  implement  a 


domestic  violence  workplace  policy 


in  your  company,  please  visit: 
www.safeatworkcoalition.org 


If  you  or  one  of  your  employees 


Supported  by 


needs  help,  contact  the 


National  Domestic  Violence  Hotline: 


Altria 


(800)  799-SAFE 


Kraft  Foods 

Philip  Morris  International 
Philip  Morris  USA 


www.altria.com 


I  he  Suite  Lire 


GUARANTEED.  AT  HOMEWOOD  SUITES  BY  HILTON 


HOMEWOOD  SUITES  OFFERS 
SPACIOUS  GUEST  SUITES, 
COMPLIMENTARY  HIGH-SPEED 
INTERNET  ACCESS  AT  ALL  U.S. 
LOCATIONS,  A  SPREAD  OF  SPECIAL  SER- 
VICES AND  HOME-LIKE  AMENITIES.  IT 
ALSO  ENSURES  A  GREAT  STAY  AND  OUR 
BEST  RATES.  GUARANTEED. 

The  more  time  business  travelers  spend  on  the  road,  the 
more  they  expect  from  their  lodgings.  Homewood  Suites 
by  Hilton  offers  travelers  the  suite  life.  Guaranteed. 

At  all  of  its  more  than  130  locations  throughout  the  U.S.  and 
Canada,  Homewood  Suites  offers  more  space,  more  comfort, 
more  just-like-home  conveniences,  more  thoughtful  amenities 
and  more  of  the  things  you  need  to  get  your  work  done.  And 
you  get  a  comfortable  stay  and  Our  Best  Rates.  Guaranteed. 

Unlike  a  standard  hotel-room  environment,  guest  accom- 
modations at  Homewood  Suites  by  Hilton  are  spacious  studio, 
one-  and/or  two-bedroom  suites.  Each  suite  offers  a  fully 
equipped  kitchen  with  a  microwave  oven,  full-size  refrigerator, 
dishwasher,  twin-burner  stove,  coffeemaker  and  place  set- 
tings. There  are  two  telephones  with  voice  mail,  a  remote-con- 
trolled television  with  premium  cable  channels  and  a  video- 
cassette  player  or  on-demand  movies.  Each  suite  has  an 
in-room  dining  area  that  doubles  as  workspace  and  an  iron 
and  ironing  board.  And  now  all  Homewood  Suites  locations  in 
the  U.S.  offer  complimentary  high-speed  Internet  access. 


The  home-like  atmosphere  at  a  Homewood  Suites  hotel 
is  supported  by  the  brand's  signature  feature,  the  Lodge,  a 
central  area  off  the  mam  lobby  where  guests  can  eat  and 
reiax.  The  Lodge  offers  a  dining  room,  comfortable  living 
room,  private  meeting  room  and  a  24-hour  business  center 
at  most  locations.  Most  Homewood  Suites  locations  also 
offer  a  swimming  pool,  sports  court,  exercise  room,  on-site 
laundry  facilities  and  a  24-hour  on-site  Suite  Shop 
convenience  store. 

Yet  Homewood  Suites  by  Hilton  has  even  more.  Each 
morning,  Homewood  Suites  guests  receive  a  complimentary 

TM 

Suite  Start  hot  breakfast.  In  the  evenings,  guests  are 
offered  a  Welcome  Home®  reception  (subject  to  state  and 
local  laws)  that  features  a  complimentary  light  meal  and  bev 
erages  Monday  through  Thursday. 

And  Homewood  Suites  by 
Hilton  doesn't  forget  that 
business  travelers  can  use  a 
little  assistance  on  the  road 
Most  locations  offer  a  24-hour 
business  center  equipped 
with  a  laser  printer,  photo 
copier  and  access  to  a  fax 
machine.  Every  hotel  offers 
meeting  facilities  that  can 
accommodate  up  to  25 
people.  And  every  Home- 
wood  Suites  hotel  now 
offers  wireless  high-speed 
Internet  access  in  promi- 
nent guest-dining  areas,  the 
business  center  and  the 
Lodge,  a  common  area  off 
the  main  lobby. 


The  little  perks  at  Homewood  Suites  by  Hilton  never  seem  to 
id.  Guests  can  participate  in  the  Hilton  HHonors®  hotel  guest 

ward  program,  which  offers  both  HHonors  Points  &  Miles® 
>r  most  hotel  stays  and  offers  generous  travel  rewards.  In 
Edition,  Homewood  Suites  by  Hilton  hotels  even  offer  a  com- 

imentary  grocery-shopping  service  and  have  a  copy  of  USA 
pday  delivered  to  each  suite  every  weekday  morning. 

With  much  more  to  offer  than  a  traditional  hotel,  Homewood 
Mites  is  especially  attractive  to  travelers  on  the  road  for  a  few 
ights  or  longer,  including  relocating  executives,  employees 
ttending  training  sessions,  managers  traveling  to  arrange 
^tail  and  restaurant  openings,  individuals  on  long-term 
rojects  and  traveling  government  and  medical  professionals. 
1  fact,  most  Homewood  Suites  hotels  offer  discounts  for 
tays  of  five  consecutive  nights  or  longer. 

All  discounted  rates  based  on  a  guest's  length  of  stay  can  be 
ooked  on  the  convenient  homewoodsuites.com  Web  site, 
nd  Homewood  Suites  guarantees  that  you'll  get  the  best  rate 
y  booking  through  homewoodsuites.com,  the  hotel  directly  or 
-800-CALL-HOME®.  If  you  do  find  a  lower  rate  via  another 
ooking  channel,  we'll  match  that  rate  and  give  you  a  $50 
American  Express  Gift  Cheque. 

Homewood  Suites  by  Hilton  is  so  confident  that  guests  will 

TM 

njoy  their  stay  that  it  offers  a  Suite  Assurance  Guarantee  of 
igh-quality  accommodations,  friendly,  efficient  service  and 
lean,  comfortable  surroundings.  If  you  are  not  completely 


satisfied,  Homewood  Suites  will  make  it 
right  or  your  night's  stay  is  free. 

Discover  Homewood  Suites  by  Hilton. 
Where  business  travelers  are  guaranteed 
to  get  the  best  rate  and  a  comfortable, 
home-like  stay.  ■ 


To  make  a  reservation  at  any  Homewood  Suites  by  Hilton  hotel, 
visit  homewoodsuites.com  or  dial  1-800-CALL-HOME  . 

'Guest  pays  for  groceries.  Other  restrictions  apply. 

'  'Restrictions  apply.  Lower  rate  must  be  found  on  a  non-Hilton  Family  booking  channel. 

Claim  must  be  submitted  within  24  hours  of  booking.  See  homewoodsuites.com  for 

eligible  booking  channels  and  full  terms  and  conditions. 

®  ® 
Hilton  HHonors    membership,  earning  of  Points  &  Miles  ,  and  the  redemption  of 

points  are  subject  to  HHonors  Terms  and  Conditions.  ©2004  Hilton  HHonors  Worldwide. 


rning  coffee-rocket  fuel  for  a  new  day. 

My  unwavering  optimism. 


My  Homewood. 


A  living  room,  separate  bedroom* 
fully  equipped  kitchen  and 
complimentary  high-speed  Internet 
access  at  all  U.S.  locations. 
A  complimentary  hot  breakfast 
every  morning  and  a 
Manager's  Reception*  every 
weeknight.  So  you  can  feel 
at  home  even  when  you're  not. 
All  for  less  than  you  might  think. 
Visit  homewoodsuites.com, 
or  dial  1-800-CALL-HOME. 


MAKE  YOURSELF  AT  HOME; 


Together,  We  Can 


Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


Asia-Pacific  Economic 
Cooperation 

The  members  of  the  U.S.  National 
Center  for  Asia-Pacific  Economic 
Cooperation  (APEC)  wanted  to 
demonstrate  how  companies  could 
improve  the  visibility  and  efficiency  of 
global  supply  chains  that  cross  the  ports 
and  borders  of  the  21  APEC  economies, 
and  still  meet  the  latest  trade  security 
standards.  BearingPoint  determined 
that  using  Radio  Frequency  Identification 
(RFID)  sensors  improved  cargo  security 
and  generated  dramatic  savings  for 
importers  ranging  up  to  US$2,000 
per  container.  These  are  the  kinds  of 
results  that  make  the  difference. 


GLOBAL  TRADE  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


2004  BearingPoint.  Inc.  Ali  fights  reserved 
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MetLife 


Future 


AGF 


After  a  decade  of  rapid  growth,  MetLife 
needed  to  transform  its  financial  analytic 
and  reporting  operation.  BearingPoint 
teamed  with  MetLife  to  evaluate,  design  and 
deploy  a  world-class  solution  that  would 
support  MetLife s  growth  and  its  vision: 
consistent,  timely  and  accurate  reporting. 
The  refined  controls  and  processes  help 
MetLife  to  effectively  respond  to  changing 
regulations  and  to  keep  its  reputation  for 
reliable  service.  These  are  the  kinds  of 
results  that  make  the  difference. 


FINANCE  TRANSFORMATION. 
EMPOWERED  BY  BEARINGPOINT. 


When  AGF  Funds  Inc.  faced  a  maturing 
financial  services  industry,  they  needed 
innovative  ways  to  better  connect  with, 
and  service  the  needs  of  financial 
advisors.  The  financial  services  firm 
engaged  BearingPoint  to  assist  in  the 
integration  of  an  industry-leading 
customer  relationship  management 
system  designed  to  successfully  integrate 
sales,  marketing,  call  center  service  and 
operational  processing.  These  are  the 
kinds  of  results  that  make  the  difference. 


CUSTOMER  RELATIONSHIP  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


CONSULTING    SYSTEMS  INTEGRATION     MANAGED  SERVICES 


BearingPoint 


EXPERIENCE  BEARINGPOINT.COM    Business  and  Systems  Aligned.  Business  Empowered. 


Redefine  treatment  standards.  Lower  healthcare  costs. 

Many  local  Blue  companies  are  teaming  up  with  physicians  and 
their  patients  to  find  new  ways  to  care  for  chronic  conditions  like 
diabetes  and  asthma — reducing  complications  and  unnecessary  costs. 

Harvard  Medical  School  has  recognized  this  as  showing 
promise  to  improve  quality  and  control  rising  costs.  And  we're 
controlling  our  own  costs  too.  Blue  companies  now  have 
among  the  lowest  administrative  costs  in  the  industry. 
For  more  information,  visit  www.bcbs.com. 


BlueCross  BlueShield 
Association 

An  Association  of  Independent 
Blue  Cross  and  Blue  Shield  Plans 


Healthcare.  Affordable.  Now. 
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orne— 
Entrepreneur  of  the  Year 

By  taking  extreme  risks,  Bill  Borne  has  saved 
his  home  health  care  company  from  destruc- 
tion— and  built  it  into  a  prosperous  provider. 

By  Luisa  Kroll 

I80  200  Best  Small  Companies 

These  little  giants  are  among  the  toughest 
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Mavericks:  Not-So-Simple  Simon 

Meet  a  26-year-old  with  plans  to  crush 
Lucent  and  Cisco.  By  Daniel  Lyons 

Get  Rich  in  Coal  and  Timber 

Follow  the  Conservation  Fund's  lead. 
By  Tpmas  Kellner 
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Developing  a  new  arsenal  of  weapons  to  fight 
^?rostate  cancer.  . 
By  Robert  Langreth 
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Oracle  Customer  Data  Hub 


All  Your  Customer  Data 

In  One  Place 


SAP  ^  PeopleSoft 

Legacy 

All  your  applications  can  share  high  quality 
consistent  customer  data  in  real  time. 


oracle.com/datahub 
or  call  1.800.633.0940 


Copyright  ©  2004,  Oracle.  All  rights  reserved.  Oracle  is  a  registered  trademark  ol  Oracle  Corporation  and/or  its  affiliates. 
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See  What's  Ahead  for  Nasdaq 


By  Tara  Murphy 


Nasdaq's  Robert  Greifeld  (right)  gives  Forbes.com  the  scoop. 

Nasdaq  President  and  Chief  Executive  Robert  Greifeld 
made  news  when  he  spoke  at  the  Forbes  Galleries 
recendy,  revealing  that  his  organization  plans  to  list  on  its 
own  National  Market  by  year's  end  and  that  a  secondary 
offering  of  stock  to  existing  shareholders  was  under 
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In  Praise  of  Job  Killers  Dick  Cheney 

would  love  our  200  growth  companies  (see  p.  180) — they're 
small  and  they  are  (most  of  them,  anyway)  adding  to  their  pay- 
rolls. The  other  day  Cheney 


was  singing  the  praises  of 
small  businesses  by  noting 
that  they  create  seven  of  ten 
jobs  in  this  country.  This  was 
by  way  of  justifying  tax  breaks 
for  the  sort  of  people  who 
own  small  businesses. 

Unstated  converse:  Com- 
panies that  are  big  and  shrink- 
ing their  payrolls  are  evil  and 
deserve  to  be  punished  in 
some  way,  or  at  least  not  to  get 
the  tax  breaks.  Cheney  repre- 
sents mainstream  thinking 
here,  of  course.  It  is  a  universal 
belief  among  politicians  that  the  economic  virtue  of  any  com- 
pany or  policy  is  determined  by  how  many  jobs  it  creates. 

The  politicians  have  this  wrong.  I  can  say  it  only  because  I 
am  not  running  for  public  office,  but  the  truth  is  that  jobs  are  a 
cost,  not  a  benefit.  The  Best  Small  Companies  would  be  even 
better  for  American  economic  health  if  they  could  produce  their 
rapidly  growing  output  while  shedding  employees. 

Is  Bill  Gates,  in  your  economic  theology,  a  saint  or  a  sinner? 
You  might  be  tempted  to  say  that  Microsoft  is  good  because  it 
has  created  57,000  jobs.  I  see  those  jobs  as  a  negative.  Gates' 
essential  goodness  is  in  having  eliminated  the  jobs  of  a  few  mil- 
lion secretaries  and  file  clerks.  He'd  be  a  bigger  hero  if  he  could 
have  somehow  written  all  the  software  himself. 

No  one  is  singing  the  praises  of  Norfolk  Southern  or 
Burlington  Northern  in  this  election,  so  let  me  put  in  a  good 
word  for  the  railroad  industry.  Since  World  War  II  this  sector  has 
shrunk  employment  sixfold  while  doubling  freight  hauling. 
(Passenger  traffic  is  down  but  was  not,  even  in  1947,  a  large  frac- 
tion of  the  output.)  Output  up,  jobs  down — that's  productivity. 
Productivity  means  prosperity.  Ideally  productivity  arrives  via 
attrition,  not  layoffs,  but  in  a  competitive  world  employers  do 
not  have  complete  control  of  their  payrolls. 

It's  too  much  to  expect  elected  officials  to  start  praising  job 
elimination.  But  it's  not  too  much  to  hope  that  they  stop 
demonizing  big  corporations  for  becoming  more  efficient.  And 
just  maybe  they  could  refrain  from  justifying  costly  undertak- 
ings— taxpayer-funded  baseball  stadiums,  highway  pork, 
ethanol  subsidies,  the  Small  Business  Administration  and  all 
manner  of  other  boondoggles — on  the  pretext  of  creating  jobs. 

IS  EDITOR 
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Announcing  the  end  of  the 


traditional  conference  room. 


And  the  beginning  of  a  whole  new  way 


tn  moot       anu  iaiqw  ami  ti mo  anwiAfhoro 
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The  communication  revolution  is  here.  And  there  is  no  turning  back.  Those  who  embrace  it  lay  claim  to  an  extraordinary 
and  unprecedented  competitive  advantage.  Polycom  is  leading  the  way  in  delivering  the  power  of  Unified  Collaborative 
Communications  -  with  solutions  that  connect  people,  ideas,  and  insights  via  integrated  video,  voice,  data,  and  Web. 
Just  as  naturally  as  being  there.  And  we  make  these  new  communications  intuitive,  manageable,  and  cost-effective 
with  elegant,  smart,  continuously  evolving  solutions.  Add  the  most  experience  in  the  industry,  and  it  becomes  clear  why 
Polycom  solutions  continue  to  be  chosen  by  more  organizations  than  any  other. 

So  start  working  the  way  you  want  to  work  with  Polycom  and  see  how  much  more  productive  life  can  be.  To  learn 
what  Polycom  technologies  can  do  to  make  your  day  and  to  find  out  about  our  exciting  promotions  visit 
www.polycom.com/lifeforbes 
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ducing  the  BlackBerry  7100t',"only  from  T-Mobile.  It's  the  first  phone  with  the  power  of  BlackBerry" 
il,  so  you  can  get  out  of  the  office  and  still  stay  connected.  Get  the  most  WHENEVER  Minutes™ 
unlimited  BlackBerry  e-mail,  instant  messaging  and  Web  browsing  from  just  $59.99  per  month, 
out  more  at  www.t-mobile.com  or  call  1-800-TMOBILE. 

eally  should  get  out  more.  ":  BlackBerry 
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Get  more  from  life 
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Crimestoppers: 
EarthLink's 
Les  Seagraves 
and  his  force  watch 
for  cyberf  raud. 


Phishtailing 


I  loved  "Cybercon"  (Oct.  4,  p.  88).  As  a  Webmaster  for  four  popular 
e-commerce  sites,  I  know  that  many  customers  don't  feel  like  typing  their 
information  into  a  secure  shopping  cart.  Many  prefer  to  phone  their 
orders  in  using  a  cell  phone.  This  is  also  a  way  to  lose  all  of  your  personal 
information.  There  are  phishers  everywhere  with  police  scanners  picking 
up  cell  phone  calls  that  begin  with  the  magic  words  "I  want  to  place  an 

order  "  Shoppers  tend  to  think  that  hackers  only  target  secure 

e-commerce  servers  and  download  databases,  but  that's  not  the  case. 

SHARON  FREEMAN 
Webmaster,  Village  Supplies 
Alsip,  III. 

Your  story  on  phishing  failed  to  mention  the  software  that  makes  most  of  its 
victims  susceptible  to  this  problem:  Microsoft's  Internet  Explorer.  Security 
gaps  in  Explorer  make  it  possible  to  forge  URLs  so  that  they  appear  to  be 
legitimate  in  the  address  bar.  Other  browsers  are  not  susceptible  to  this  tech- 
nique. With  this  sloppy  programming,  you  are  all  doomed  to  being  victims. 

TONY  TROUTMAN 
Houston,  Tex. 


DHL,  the  Un-Cola 

"Delivering  America"  (Oct.  4,  p.  78) 
might  have  mentioned  that  20  years  ago 
private  shareholders  weren't  willing  to 
invest  adequately  in  DHL's  U.S.  opera- 
tions. That  was  a  major  opportunity 
missed.  Today  UPS  and  FedEx  can't 
match  DHL's  flexible,  global  orientation 
because  both  have  "command  and  con- 
trol" structures  centralized  in  their  U.S. 
headquarters.  DHL  should  not  spend 
excessive  capital  trying  to  be  the  third 
"cola"  in  the  U.S.  but  keep  building  its 
position  in  the  rest  of  the  world. 

PAUL  A.  LOSCH 
Palo  Alto,  Calif. 


Penalty  Box 

As  a  former  marketing  executive  for 
Norvergence,  I  enjoyed  "The  Matrix 
Unraveled"  (Sept.  20,  p.  56).  We  believed 
in  the  product  and  thought  it  was 
trendsetting  technology.  Instead, 
Norvergence  decimated  small  and 
medium-size  companies  by  selling  them 
a  dream  to  save  "30%  to  60%  off  their 
regular  phone  bills."  It  was  too  good  to 
be  true.  I  want  the  federal  government 
to  give  Norvergence  founders  Tom  and 
Peter  Salzano  what  they  deserve:  life  in 
federal  prison. 

GEORGE  MONTOLIO 
New  York,  N.Y. 
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arpening  your  competitive  edge,  Accenture 
elp  your  business  become  a  high-performance 
ess.  See  how  at  accenture.com 


Iting  •  Technology  •  Outsourcing 


Readers  Say 

How's  That  for  Gratitude 

i  read  "First,  I  teal  Thyself'  {Oct,  4,  p.  72) 
and  thought  EDSChiei  Michael  Jordan's 
plans  i"i  change  were  fine  excepl  for  «>ik' 
glaring  omission:  management.  Having 
win  ked  !<>i  ii  iS  in  the  I LS.  and  abroad,  I 
can  say  ii  was  the  worst  professional  expe 
i  k  ih i '  ol  my  life,  Ai  the  time,  its  coi  porate 
culture  had  too  many  layers  ol  unaccounl 
able,  inulerqualilied,  overcompensated 
managers  who  inexpli<  ably  got  praise  and 
promotion  dollars  while  those  with  talenl 
got  laid  off.  I  understand  thai  this  culture 
is  si  ill  there,  El  >S  deserves  to  fail, 

Z,  si  i  in  HUR 
Arlington,  Va. 

Stay  Dumb,  Marry  a  Stranger 

Ybui  ston  on  Kuan  Mazumdai  Shaw, 
"Big  Shot  in  Bangalore"  (Oct,  18,  p  88), 
stated  thai  she  grew  up  in  a  "progressive" 
middle  class  family  that  encouraged  edu 
cation  instead  ol  an  arranged  marriage, 
So,  ii  you  are  an  Indian  and  for  some  rea 
son  not  educated  and  your  family 

arranges  your  marriage,  then  you  are  not 
"progressive"?  How  dare  i  okhi  s  judge 
oui  culture  with  youi  manifest  destiny 
tainted  perspe<  tive? 

SIB1  i  HOPPI1 
Dallas,  lex 

Legal  Bite 

The  crux  oi  "  The  class  Action  Industrial 
Complex"  (Sept  20,  p.  150)  is  the 
unfounded  claim  that  public  pension 
officials  are  uiuiulv  Influenced  b)  securi 
ties  c  lass  a<  don  counsel.  Nothing  could  be 
further  from  the  truth.  Securities  class 
actions  have  been  fundamental  in  securing 
the  confidence  ol  investors  in  oui  securi 
ties  market  since  the  1960s,  rhese  cases 
aren't  new,  nor  is  their  rationale.  What  is 

new  is  that  undei  the  provisions  oi  the 
1995  Reform  Act  public  pension  funds, 

large  and  small,  are  serving  as  lead  plain 
tiffs  in  dozens  ol  meritorious  cases  each 
year,  \nd  those  lawsuits  now  have  teeth! 

The  Reform  Act  is  working  and  producing 
highci  recoveries  tor  defrauded  investors 
and  lower  tees  tor  lawyers. 

MAX  \V.  HF'RGUR 
Senior  Partner 
Hcrnstcin  I  itowit:  Berber  c-  Lirossmann 
New  York,  N.Y. 
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MUkJL 

A  suportnnkor  soaks  tho  oncmy. 

Blaze  Busters 

"Splooosh!"  (Sept,  6,  /».  66)  mentioned 
the  Russian  made  II  7o,  the  world's 
largest  and  most  effective  air  tanker.  The 
II  ;<i  can  quickly  stop  a  raging  wildfire 
ovei  mountainous  terrain  and  windy 

conditions  in  less  than  \2  seconds!  It  has 
been  offered  to  the  U.S.  forest  Service 
and  the  California  Department  of 
Forestry  8<  Fire  Protection,  but  the  U.S. 
government  doesn't  allow  foreign  aircraft 
to  help  put  oui  American  fires.  Although 
747s  hold  some  promise  for  a  few  fire- 
lighting  applications,  they  are  not 
designed  to  quench  the  monstrous  fires 
thai  haw  destroyed  so  much  of  our  Wesl 
cm  forests.  Representative  Dana 
Rohrabacher  (R-Calif.)  is  trying  hard  to 
force  the  I  'SI  S  to  remove  its  "protection- 
ist'' hurdles  and  allow  all  tiielighting 
assets  to  help  stop  U.S.  fires. 

TOM  ROBINSON 
(  hief,  Global  Emergency  Response 
Richmond,  Va. 

Biohazard 

In  our  annual  Forbes  400  edition  we 

underreported  Oprah  Winfrey's  weekly 

television  audience  (Oct.  I  L  p.  165),  It's 
30  million  viewers.  Oprah  hosted  a 
morning  I'Y  show  m  Chicago,  not  a 
radio  program.  The  lull  name  of  her 
personal  charitable  outfit  is  the  Oprah 
Winfrey  Foundation.  Also,  our  bio  on 
Richard  Egan  (p.  122)  stated  that  he 
remains  on  KMC's  board.  In  fact,  Egan 
has  left  the  board. 


Forbes 

Send  e-mail  to  readers."  forbcs.com  or  visit 
www.forbcs.com/1ottors.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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(IQue  3600.  shown  actual  size) 


The  skinny  on  iQue' 
GPS-enabled  PDA. 

Packed  with  unique  organizer  features 
like  detailed  maps,  car  navigation  and 
route-to  appointments,  the  slender  iQue 
fits  today's  busy  business  profile. 


GflRMIN 
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Success  is  being  in  the  right  place, 
at  the  right  time. 

Palm  OS-based  PDA  meets  street-smart  GPS  navigator.  And  your  days  of  asking 
for  directions  are  history.  The  Garmin  iQue®3600  and  3200  can  remind  you  of  an 
appointment,  show  the  location  on  a  brilliant  color  map,  and  then  guide  you  there 
with  turn-by-turn  directions  and  voice  prompts.  You  can  even  look  up  street 
addresses,  restaurants,  ATMs  or  the  nearest  coffeehouse.  With  the  iQue  3600  you 
can  record  comments  from  your  client  meeting  or  just  kick  back  and  listen  to  tunes 
on  the  MP3  player.  All  this  in  a  sleek  mobile  device-simply  brilliant. 
iQue.  The  smart  way  to  navigate  your  day." 

Go  to  www.garmin.com  for  more  information. 
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A  "find"  feature 
lets  you  search 
for  and  drive  to 
areas  of  interest 


—■ffvll  The  iQue  3200 

^=tI  or  iQue  3600 
with  MP3  and 
voice  recorder 


lable  through: 


®  c9H9BMti   ®  RadioShack 
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HYBRID  POWER  TO  THE  PEOPLE. 

PUTTING  HYBRID  ENGINES  WHERE  THEY'LL  DO  THE  MOST  GOOD. 

Real  world  problems  need  real  world  solutions.  Because  fuel  economy  and  sustaining 
the  environment  are  important  topics  to  GM,  we  stepped  up  to  make  fuel-efficient 
hybrids  for  where  it  matters  most:  the  real  world. 

First,  there  were  the  Magic  Buses.  235  of  these  hybrid-powered  mass  transit  vehicles  were 
delivered  in  the  Seattle  area.  Not  only  will  this  single  fleet  of  buses  save  over  750,000 
gallons  of  gas  annually,  it  will  potentially  increase  fuel  efficiency  up  to  60  percent* 
The  next  stops  are  Philadelphia,  Houston,  Portland  and  Orange  County,  California. 

As  America's  truck  sales  leader,  we  introduced  hybrid  technology  to  the  full-size  pickup 
truck.  Our  Chevy  Silverado  Hybrid  and  GMC  Sierra  Hybrid**  are  leading  the  charge  in 
offering  hybrid  engines  as  an  option.  They  deliver  the  same  power.  In  fact,  more 
power,  with  accessory  power  outlets  that  offer  capabilities  such  as  running  power 
tools  or  doubling  as  a  generator. 

As  good  as  all  of  this  sounds,  at  GM  we're  only  getting  started.  These  hybrid  engines 
will  be  available  in  more  of  our  popular  cars  and  trucks  in  the  near  future.  In  2006,  we  will 
offer  a  hybrid  engine  in  the  Saturn  VUE.  After  that,  our  plan  is  to  offer  these  engines  in 
the  GMC  Yukon,  Chevy  Tahoe  and  Chevy  Malibu. 

So  whether  you're  hauling  a  trailer  or  hauling  the  kids  to  school,  the  world's  largest 
automaker  has  plans  for  a  hybrid  that  fits  your  life. 


gm.com 


CHEVROLET    PONTIAC     BUICK     CADILLAC     CMC     OLDSMOBILE     SATURN     HUMMER  SAAB 


'Claims  compared  to  a  conventional  diesel  bus  on  an  urban  schedule. 
"Offered  only  in  CA.  OR,  WA,  AK.  NV  and  FL.  Quantities  are  limited.  Two-wheel  drive  2004  EPA  estimated  fuel  economy  18  city/20  highway. 

©2004  GM  Corp.  All  rights  reserved.  The  marks  of  General  Motors  and  its  divisions  are  reg'Stered  trademarks  of  General  Motors  Corporation. 


Fact  and  Comment 

^By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


Bush  Is  Best 


GEORGE  W.  BUSH  IS  INFINITELY  BETTER  SUITED  FOR  THE  PRESI- 
dency  in  these  times  than  is  his  opponent,  John  Kerry.  The  President 
understands  that  the  U.S.  must  take  a  forceful  lead  in  combating 
Islamic  fanaticism,  and  his  economic  policies  will  make  our  econ- 
omy far  stronger  than  those  of  the  liberal  Massachusetts  senator. 

Mistakes  have  been  made  in  Iraq,  both  in  setting  forth 
the  reasons  for  going  to  war  and  in  the  subsequent  occupation. 
Last  April,  for  example,  we  should  have  con- 
tinued our  offensive  to  shatter  the  insurgency 
in  Fallujah  and  elsewhere  instead  of  pulling 
back  on  the  cusp  of  victory.  But  John  Kerry 
would  withdraw  altogether  from  Iraq — and 
as  quickly  as  possible — which,  along  with 
Iran's  coming  nuclearization,  would  be  an 
enormous  victory  for  global  terrorism. 

The  senator  from  Massachusetts  thinks 
that  diplomatic  meetings  will  disarm  our  foes 
or,  at  the  least,  get  France,  Germany,  Russia 
and  China  to  contribute  meaningful  numbers 
of  troops  and  amounts  of  money  to  help 
us  out.  This  is  a  Carteresque  formula  for 
appeasement,  retreat  and  defeat. 

Iran  has  already  rejected  Senator  Kerry's  formula  for  stopping 
the  mullahs  from  developing  the  bomb.  Similarly,  France  and 
Germany  have  made  it  clear  they  will  not  provide  ground  forces  in 
Iraq.  Kerry  says  we  should  deal  directly  with  North  Korea,  but  he 
doesn't  offer  much  detail  on  what  we  should  tell  its  officials  or  how 
we  would  force  them  to  stick  to  their  agreements.  Bill  Clinton  tried 
to  bribe  Pyongyang  to  stop  it  from  building  nukes;  North  Korea 
took  the  money  and  other  goodies  and  went  full-speed  ahead. 

The  Democratic  candidate  is  also  partial  to  his  party's 
empathy  for  violent,  leftist  Latin  American  guerrillas  and  lead- 
ers. Colombia's  president,  Alvaro  Uribe,  has  achieved  great  suc- 


cess in  combating  narco  guerrillas  and  is  reviving  Colombia's 
once-moribund  economy.  But  Venezuela's  Castroite  dictator 
Hugo  Chavez  has  Uribe  in  his  crosshairs.  Kerry  would  likely 
scale  back  our  military  and  economic  assistance  to  Colombia. 
And  Fidel  Castro  would  break  out  the  champagne. 

President  Bush's  May  2003  tax  cuts  got  the  U.S.  economy 
moving  again.  John  Kerry,  alas,  is  afflicted  with  the  curse  of 
Robert  Rubin,  who  was  Clinton's  economic 
eminence  grise.  Rubin  believes  raising  taxes  is 
the  elixir  we  need  right  now.  Kerry's  proposed 
increases  would  hit  hard  small-business  own- 
ers, who  create  most  of  the  new  jobs.  Kerry 
would  also  punish  risk-takers  by  increasing 
the  capital  gains  levy  and  would  reduce  the 
supply  of  capital  by  rescinding  President 
Bush's  dividend  tax  reductions. 

Regarding  global  trade,  George  Bush  has 
painfully  learned  that  protectionism  is  a  loser, 
both  economically  (his  steel  tariffs  cost  more 
jobs  among  steel  users  than  they  saved  in  the 
steel  industry)  and  politically  (those  tariffs 
ended  up  winning  him  no  favor  in  Ohio, 
Pennsylvania  or  West  Virginia).  John  Kerry  and  his  party,  how- 
ever, seem  more  in  tune  with  Herbert  Hoover  on  trade  than 
with  John  Kennedy  or  Bill  Clinton.  Increased  trade  barriers  will 
hurt  us  all  and  aid  global  terrorism. 

Maybe  we  should  ignore  John  Kerry's  rhetoric  and  record 
on  taxes,  terrorism  and  trade.  But  it's  all  we  have  to  go  on.  His  is 
a  new  isolationism  that  would  do  irreparable  harm  if  translated 
into  policy.  President  Bush  will  see  that  our  country  lives  up  to 
its  global  responsibilities.  And,  unlike  Kerry,  he  will  move  to  fix 
our  corruptly  complex  tax  code,  as  well  as  deal  fundamentally 
with  our  underfunded  Social  Security  and  Medicare  programs. 


Don't  Sink  China 


WITH  AN  EXQUISITE  SENSE  OF  BAD  TIMING  THE 
IMF — following  orders  from  our  Treasury 
Department — has  bluntly  told  the  Chinese  to 
float  their  currency.  The  U.S.  and  other  G-7 
nations  have  seconded  the  motion.  The  U.S. 
Treasury  Department,  moreover,  is  egging  on 
industries  to  file  antidumping  suits  against  Bei- 
jing, charging  that  they're  being  unfairly  hurt 
by  China's  alleged  manipulation  of  the  yuan. 

All  this  is  ridiculous:  Countries  don't 
improve  their  overall  competitiveness  by  rig- 


Treasury  boss  John  Snow's  advice 
would  ice  the  Chinese  economy. 


ging  their  currencies.  They  can  improve  a 
trade  balance  by  undervaluing  their  money, 
but  they  pay  the  price  with  internal  inflation 
and  by  stunting  innovation  and  productivity- 
enhancing  investment.  Canada  tried  the 
cheap  currency  trick  in  the  1990s.  Business- 
people  there  can  tell  you  that  this  hurt  pro- 
ductivity and  innovation  by  giving  industries 
a  temporary  crutch  instead  of  letting  the 
markets  force  them  to  get  their  acts  together. 
China's  banking  system  is  in  no  condi- 
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ci  ana  lommem 


tion  to  cope  with  a  convertible  currency.  Despite  stabs  at 
reform,  Beijing's  lending  institutions  are  still  heavily  laden  with 
junk  loans.  If  China  untethered  the  yuan,  the  country  would 
quickly  be  hit  with  a  1997-Indonesia-like  crisis.  The  collapse 
would  destabilize  China  and  have  serious  repercussions  for  the 
region  and  global  markets.  Too  bad  our  Administration  is  so 
myopic.  The  Democrats,  however,  are  even  worse  with  their 


outright  push  for  protectionism. 

There  are  more  sensible,  effective  ways  to  improve  our  com- 
petitiveness, such  as  tax  reform  (our  corporate  rates  are  just  about 
the  highest  among  developed  countries)  and  immigration  reform 
(we're  making  it  hard  for  skilled  people  to  get  in  while  keeping  it 
easy  for  the  unskilled),  as  well  as  making  a  concerted  effort  to 
promote  science  and  engineering  in  our  schools  and  universities. 


Inflating  Fed 


BE  PREPARED  FOR  ANOTHER  ROUND  OF  INFLATION,  MILD  BY  THE 
standards  of  the  1970s  but  disconcertingly  disruptive  (look  at  the 
price  of  oil)  nonetheless.  The  Fed  is  printing  too  much  money. 
Sure,  it's  been  raising  short-term  interest  rates.  The  Consumer 
Price  Index  over  the  summer  experienced  microscopic  increases, 
and  long-term  money  costs  have  come  down — 10-year  Trea- 
surys  from  a  spring  high  of  4.89%  to  around  4%,  and  30-year 
fixed-rate  mortgages  to  53A%.  But  all  this  is  the  eye  of  the  storm. 

Commodity  prices  in  aggregate — the  most  sensitive  measure 
of  monetary  wrongdoing — tell  the  tale.  The  Goldman  Sachs 
Commodity  Index,  for  instance,  is  up  an  astonishing  16%  since 


the  end  of  August.  Gold,  the  most  sensitive  barometer,  went  from 
$256  an  ounce  in  2001  to  $425  in  January  2004;  then  it  went  down 
again,  this  time  to  $375.  But  it  is  now  inching  up  to  well  over  $400. 

In  short,  the  Fed  is  lagging  the  market,  not  leading  it,  when 
it  comes  to  the  cost  of  money.  Its  main  monetary  policy  mecha- 
nism— fixing  short-term  interest  rates — is  clumsy  and  obsolete. 
It  should  follow  gold  or  a  broad-based  commodity  average  and 
let  all  interest  rates  float. 

Inflation  won't  strike  the  economy  evenly.  The  dose  we  had 
a  few  months  back  hit  oil,  steel  and  shipping,  in  particular.  Who 
knows  where  the  virus  will  show  up  next? 


Missed  Bargains 


THE  TREASURY  DEPARTMENT  IS  BLOWING 
a  unique  opportunity  to  save  taxpayers  tens 
of  billions  of  dollars  in  financing  the 
national  debt  in  the  years  ahead. 

Long-term  interest  rates  are  amazingly 
low.  Ten-year  Treasury  bonds  are  yielding 
a  little  more  than  4%.  Those  maturing 
20  years  out  and  longer  are  earning  in- 
vestors less  than  5%  on  their  money.  This 
won't  last,  not  with  the  Fed's  inflationary 
monetary  policy. 

So  why  isn't  Uncle  Sam  pumping  out 
20-  and  30-year  bonds  to  scoop  up  as  much 
of  this  cheap  money  as  possible?  The  big 
buyers  of  our  IOUs  these  days  are  Japan 


We  financed  WWII  at  long- 
term  rates  of  2.5%,  thanks  to 
the  gold-backed  dollar. 


and  China.  No  harm  in  letting  them  eat  our 
low-cost  paper. 

Of  course,  if  the  Fed  pursued  a  gold- 
based  monetary  policy,  we  could  do  what 
we  did  for  most  of  our  history  (until  the 
1960s)  and  issue  long-term  bonds  with 
coupons  of  3%  to  4%.  Absent  that,  the  slug- 
gish Treasury  should  exhibit  a  rare  bit  of 
nimbleness  and  harvest  as  much  of  that 
long-term,  low-cost  cash  as  it  can. 

If  Washington  is  deluded  enough  to 
think  cheap  money  will  get  even  cheaper, 
then  it  should  attach  to  these  20-  and  30- 
year  bonds  a  5-year  or  10-year  call  provision, 
just  as  almost  every  corporate  issuer  does. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


9  Vela-55  West  21st  St.  (Tel.:  212-675-8007).  A  temple  of 
good  eating  and  drinking,  where  sampling  the  Japanese- 
Brazilian  fusion  fare  is  a  delicious  adventure.  Favorites:  a  lin- 
guica  salad  that  combines  spicy  sausage,  hearts  of  palm,  arti- 
choke hearts  and  grilled  mango  in  a  tangy  dressing;  baby 
flounder  nioroshi;  and  elegantly  spiced  skewers  of  chicken 
breast.  For  dessert  try  the  Up-smacking  chocolate  cake.  Note: 
The  bar  serves  some  of  the  tastiest  concoctions  in  town. 
•  St.  Andrews- 120  West  44th  St.  (Tel.:  212-840-8413).  Billed 
as  the  "only  Scottish  eatery  in  New  York,"  this  is  more  of  a 
gigantic  and  friendly  pub  than  a  fine  restaurant.  However,  the 


food,  from  cock-a-leekie  soup  and  haggis  to  the  steaks,  salads 
and  fish,  is  very  good  and  moderately  priced.  A  fun  find — with 
the  bartenders  dressed  in  kilts — in  the  theater  district. 

Boi-246  East  44th  St.  (Tel.:  212-681-6541).  An  excellent 
place  for  those  who  enjoy  the  variety  and  subtlety  of  fine  Viet- 
namese cuisine.  Highly  recommended:  Buddhist  sweet-and- 
sour  soup;  grilled  eggplant  in  scallion  oil  with  ginger  lime 
sauce;  and  chicken  in  a  curry  sauce  with  yams  and  basil. 
Desserts  are  sensational,  especially  the  tamarind  cake  with  red 
papaya  and  duke  de  leche  ice  cream;  and  sweet  basil-seed  tapi- 
oca with  pomegranate  molasses  and  mango  chutney.  F 
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Sprint® 


Geek  Squad,®  a  24-Hour  Computer  Support  Task  Force  found  at  Best  Buy, 
depends  on  Sprint  to  take  care  of  business.  Armed  with  Sprint  PCS  Ready 
LinkSM  Phones,  Agents  can  stay  linked  with  walkie-talkie-style  communication. 
And  when  they  need  more  detailed  technical  information,  Sprint  PCS 
Connection  Cards™  provide  high-speed  wireless  access,  linking  them  to 
their  company  intranet,  which  can  provide  the  same  data  access  they'd 
have  in  the  office.  Sprint  technology  helps  Geek  Squad  expedite  solutions, 
improve  customer  service  and  efficiently  handle  over  a  thousand  customers 
a  day.  And  a  fast,  connected  Geek  Squad  is,  in  our  opinion,  beautiful. 
With  Sprint,  business  is  beautiful.  " 

>  Visit  Sprint.com/b9autiful  for  case  studies  or  call  877-777-5568  > 


©2004  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L.R  BEST  BUY,  its  yellow  tag  design  and  GEEK  SQUAD  are  trademarks  of  Best  Buy  Enterprise  Services,  Inc. 


Wendy  came  with 


The  expectation  that  a  financial  plan 
would  only  consider  her  assets. 


ADVICE  AND 
PLANNING 


ESTATE 

PLANNING 

SERVICES 


CREDIT  AND 
LENDING 


TOTAL  MERRILL 


Merrill  Lynch    Client  profile  simulations  are  for  illustration  of  wealth  management  services  available  at  Merrill  Lynch.  This  ad  is 
Pierce,  Fenner  &  Smith  Incorporated.  Member,  SIPC.  MERRILL+,  Total  Merrill  and  Total  Merrill  design  are  service 


Wendy  left  with 


An  interest-only  mortgage  that  frees  up 
$500  a  month. 

A  customized  portfolio  strategy 
with  professional  money  managers 
to  help  with  college  savings. 

A  MERRILL+SM  Visa®  credit  card  to  make 
the  most  of  her  spending. 

Unexpected  ideas  about  how  to  make  both 
sides  of  her  balance  sheet  work  harder. 


Financial  advice  used  to  mean  stocks  and  bonds.  Today,  we  consider  clients'  liabilities  as 
closely  as  we  do  their  assets.  So  more  of  their  money  is  working  toward  their  goals. 

Financial  advice  should  consider  both  sides  of  your  balance  sheet.  With  Total  MerrillSM,  we  consider 

your  liabilities  within  the  larger  context  of  a  well-planned  financial  life.  So  all  of  your 

money — debts  as  well  as  assets  —  is  working  together."  -Darnell  Jackson, 

Merrill  Lynch  Financial  Advisor 

Call  a  Merrill  Lynch  Financial  Advisor  or  1-800-MERRILL.  Or  visit  www.totalmerrill.com. 


ot  an  offer  to  sell,  nor  an  invitation  to  apply  for,  any  particular  product  or  service.  Client  experiences  and  results  may  vary.  ©2004  Merrill  Lynch 
larks  of  Merrill  Lynch  &  Co.,  Inc.  Visa  is  a  federally  registered  service  mark  of  Visa  U.S.A.  Inc. 


Other  Comments 


Setting  an  example  is  not  the  main  means  of  influencing  others,  it  is  the  only  means. 

—ALBERT  EINSTEIN 


Kerry's  Corner  There  seems  to  be  some  personal  anxi- 
ety underlying  almost  everything  [John]  Kerry  thinks  about 
U.S.  foreign  policy.  He  craves  the  approval  of  Europeans,  as  if  he 
were  some  American  arriviste  right  out  of  a  Henry  James  novel. 
(Teresa  is  a  different  kind  of  James  character.)  Early  on  in  the 
campaign,  he  claimed  that  he  had  met  with  foreign  leaders  and 
they  had  told  him  they  preferred  him  to  Bush — as  if  that  were  a 
bona  fide  to  American  voters.  I  can't  count  how  many  times  I've 
heard  Kerry  people — not  Kerry — tell  me  that  the  Germans  and 
the  French,  the  Swedes  and  all  of  the  Arabs  dislike  Bush  and 
want  Kerry  to  win.  So  what!  Or,  on  the  other  hand,  maybe  it  is 
really  quite  telling  that  the  Arabs  so  much  prefer  Kerry. 

—MARTY  PERETZ,  editor  in  chief,  New  Republic, 
in  Wall  Street  Journal 

Our  Good  Will  It's  been  a  tough  year  for  us  proponents 
and  allies  of  Arab  liberalism.  We  have  spent  a  decade  trying  to 
solicit  Arab  good  will.  We  sent  troops  to  Somalia  to  end  starva- 
tion. While  we  denied  solace  and  assistance  to  endangered  Chris- 
tian communities  in  Sudan  and  Lebanon,  we  interceded  in 
Bosnia  to  put  an  end  to  genocide  and  used  our  power  to  block  the 
Serbs  from  further  harming  die  Kosovars.  We  distanced  ourselves 
from  our  "special  relationship"  with  democratic  Israel  to  be  a 
neutral  arbitrator  with  the  Palestinians.  We  turned  a  blind  eye  to 
money  flowing  from  the  Arab  world  to  various  radicals  in  Europe 
and  Muslim  extremists  around  the  world.  We  sent  our  wealth  to 
rebuild  Muslim  societies,  not  only  in  the  war-torn  Balkans,  but 
also  in  places  like  Egypt,  Jordan  and  the  Palestinian  territories. 

We  have  spent  a  decade  demonstrating  our  good  will.  And  yet, 
we  still  find  that  the  Arab  world  holds  us  in  so  much  contempt  and 
hatred  that  even  after  devastating,  unprovoked  attacks  in  New  York 


"I  call  my  invention  "The  Wheel,'  but  so  far  I've 
been  unable  to  attract  any  venture  capital." 


and  Washington  that  claimed  thousands  of  innocents,  Arab  elite) 
can — without  a  moment  of  introspection,  remorse,  or  humility — 
blame  us  and  our  policies  as  the  legitimizing  "root  cause."  Insteac 
of  a  welling-up  of  popular  indignation  at  the  barbarities  committee 
in  their  name,  we  hear  excuses  from  most  quarters  of  Arab  society 
— MEYRAV  WURMSER,  Hudson  Institute,  National  Review  Online 

Chasing  the  Foliage  One  drifting  yellow  leaf  on  A 
windowsill  can  be  a  city  dweller's  fall,  pungent  and  melancholy 
as  any  hillside  in  New  England. 

— E.B.WHITfl 

Of  Special  Interest  Americans  spend  more  than  six  bil- 
lion hours  a  year  complying  with  the  tax  code,  just  figuring  out  how 
much  they  owe.  That  is  more  man  hours  than  are  used  to  build  every 
car,  van,  truck,  and  airplane  manufactured  in  America.  What  many 
Americans  want  most  from  tax  reform  is  clarity  and  simplicity:  They 
want  the  postcard  tax  return,  or,  better  yet,  no  tax  return  at  all.  What 
forever  trips  up  every  politician  when  it  comes  to  tax  reform  is  the 
grand  compromise:  to  get  a  low  flat-rate  tax  requires  a  broadening; 
of  the  tax  base.  This  means  sweeping  away  the  reams  of  special  in- 
terest tax  loopholes  that  pollute  the  tax  code.  These  tax  carve-outs — 
for  everything  from  housing  to  child-care  expenses  to  investment 
in  bull  sperm  and  tobacco  farming — leave  in  place  a  Swiss  cheese  tax 
system  wherein  two  families  with  equal  incomes  can  have  vasdy 
different  tax  payments.  Economists  have  calculated  that  if  all  these 
absurd  loopholes  were  closed  the  federal  tax  rate  could  be  chopped 
to  about  18%  and  the  same  amount  of  revenues  would  be  raised. 

The  flat  tax  is  the  ultimate  fight  of  the  general  interest  versus  the 
special  interest,  or,  to  put  it  differently,  America  versus  Washington. 

—STEPHEN  MOORE,  president,  Club  for  Growth, 

in  Weekly  Standard 

Capitol  Offense  Governments  will  always  be  wasteful 
because  they  tend  to  replace  competition  with  monopoly  and 
market  pricing  with  bureaucratic  regulations.  In  addition, 
because  public  officials  do  not  risk  their  own  personal  funds,  they 
are  more  likely  to  support  unsound  schemes  and  are  less  inter- 
ested in  making  sure  programs  stay  on  budget.  As  a  consequence, 
we  would  be  better  off  if  Congress  scaled  back  entidement  pro- 
grams rather  than  expanded  them,  privatized  infrastructure  such 
as  airports  and  energy  projects  and  let  entrepreneurs  put  up  their 
own  capital  for  risky  pursuits  such  as  space  exploration. 

—CHRIS  EDWARDS,  Cato  Institute,  Los  Angeles  Times 

That  Good-for-Nothing  It  is  a  general  Mistake  to 

think  the  Men  we  like  are  good  for  every  thing,  and  those  we  do 
not,  good  for  nothing. 

—LORD  HALIFAX  F 
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Working  with  hewitt  to  help  your  employees 
make  more  informed  health  care  choices  will 
result  in  which  of  the  following  outcomes? 


A.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 

B.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 

C.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 

D.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 


HR& Benefits  Outsourcing    Payroll    Retirement  &  Financial  Management    Health  Care    Talent  &  Organizational  Change 


www.hewitt.com/results 


EVERYTHING. 

Acxiom  makes  growth  possible  with  our 
innovative  approach  to  customer  and  prospect 
data  management  solutions.  It's  Why  9  of 
the  top  10  credit  card  issuers,  5  of  the  top 
6  telecom  companies  and  8  of  the  top  9 
automotive  manufacturers  rely  oh  us. 
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ACXIOM 


urrent  Events 


y  Paul  Johnson 


Johnson's  Law  of  Global  Worry 


HUMAN  BEINGS  CAN  BE  CHARACTERIZED  AS  CREATURES  WITH  A 
capacity  to  worry.  Anxieties  expand  automatically  to  occupy  the 
time  and  nervous  energy  we  instinctively  make  available  for 
worry.  Yet  when  we  have  real,  urgent  and  potentially  devastating 
reasons  for  anxiety,  all  lesser  and  artificial  concerns  disappear. 
In  Britain  during  World  War  II,  when  the  country  was  in  actual 
danger  of  being  conquered  and  people  were  in  constant  fear  of 
being  blown  to  bits  by  German  bombs,  the  incidence  of  psychi- 
atric disorders  (as  recorded  in  doctors'  offices)  fell  almost  to 
zero.  Cases  of  suicide  or  attempted  suicide  were  rare.  But  with 
the  war's  end,  incidences  of  both  returned  to  "normal"  levels. 

Politicians  and  businesses  pay  too  little  attention  to  the  human 
appetite  for  worrying  and  our  propensity  to  create  artificial  anxiety. 
When  I  was  studying  business  history,  I  noticed  a  phenomenon  I 
call  "cyclical  structure  anxiety."  Example:  The  board  of  a  big  corpo- 
ration that  is  reasonably  prosperous  will,  nonetheless,  find  cause  for 
concern.  Inevitably  one  of  its  more  anxious  members  will  argue, 
"We  are  concentrating  unduly  on  one  product.  What  if  our  cus- 
tomers lose  interest  or  we  have  trouble  acquiring  raw  materials  or 
our  supplies  get  cut  off  by  war?  Let's  be  realistic.  We  should  diversify 
and  spread  the  risk."  Heads  nod,  and  the  policy  is  adopted.  Diversi- 
fication becomes  the  buzzword  and  the  reality,  and  vast  sums  are 
invested  in  this  and  that.  Time  passes,  and  the  firm's  prosperity  is 
not  notably  improved  or  even  maintained.  Then  one  of  the  diversi- 
fication projects  runs  into  serious  trouble  and  a  huge  loss  has  to  be 
written  off.  At  this  point  an  anxious  board  member  (often  the  same 
one)  will  argue,  "Look,  I've  been  worried  for  some  time  that  we're 
getting  involved  in  fields  we  know  little  about.  We  need  to  concen- 
trate on  our  core  product.  Let's  get  back  to  basics!"  The  mood  of  the 
board  changes,  diversification  is  reversed,  and  investment  is  concen- 
trated on  the  firm's  original  business.  And  the  cycle  begins  again. 

Worry  cycles  are  also  common  in  public  affairs,  with  demo- 
graphics anxieties  ranking  high  on  the  list.  At  the  end  of  the  18th 
century  Thomas  Malthus  theorized  that  wealth  and  resources 
expanded  at  one  rate  while  population  increased  at  a  much  faster 
rate.  Result:  a  violent  reduction  in  human  life,  by  famine  or  war. 
Malthus'  theory  created  an  enormous  fuss  and  worried  politicians, 
economists  and  other  busybodies  no  end.  Following  World  War  I 
it  was  noted  that  birthrates  were  declining.  Another  fear  formed: 
too  few  people.  Books  such  as  The  Economics  of  a  Declining  Popula- 
tion were  written.  War  intervened  again,  but  when  it  was  over,  the 
worry  was  reversed:  Too  many  people  were  being  born,  and  the 
world  would  soon  run  out  of  resources  and  space.  This  worry  lasted 
two  generations  but  has  once  again  been  reversed.  Birthrates  are 


below  replacement  levels  in  most  advanced  countries,  as  well  as  in 
a  growing  number  of  Third  World  countries.  But  people  are  also 
living  longer.  Therefore,  the  world  is  running  into  a  pensions  and 
production  crisis  in  which  fewer  and  fewer  active  workers  will 
be  supporting  more  and  more  old  folk.  So  in  the  2000s  we're  back 
to  the  1920s  and  1930s,  just  as  during  the  "population  explosion" 
of  the  1950s  and  1960s  we  were  back  to  the  Malthusian  1810s. 

As  for  geopolitics,  no  sooner  had  the  Evil  Empire  been  over- 
thrown and  the  Cold  War  won  than  international  terrorism 
stepped  in  to  fill  the  void.  But  if,  as  I  hope  and  expect,  terrorism 
is  brought  under  control  during  the  next  five  years,  we  will  not 
enter  a  period  of  calm  and  insouciance.  No,  a  new  monster  will 
take  center  stage.  At  this  juncture  we  cannot  know  what  it  will 
be.  All  we  can  be  sure  of  is  that  it  will  come,  huge  and  hideous, 
scaring  the  life  out  of  presidents,  prime  ministers  and  electorates. 

The  Favorite:  Energy 

The  first  "energy  crisis"  came  in  the  1850s,  when  it  was  thought  the 
world  was  running  out  of  coal.  All  kinds  of  solutions  were  suggested, 
including  banning  any  extensions  of  the  new  railways.  But  nothing 
was  done  and  nothing  happened.  And  the  world  went  on  as  before. 

During  World  War  I  it  was  feared  coal  production  in  Britain 
would  be  drastically  cut  because  German  U-boats  were  sinking  ships 
hauling  timber  used  to  build  mining  pit  props.  After  the  war  Britain 
decided  it  must  never  again  face  a  timber  crisis  and  in  1919  created 
the  state-owned-and-subsidized  Forestry  Commission.  For  more 
than  80  years  it's  been  growing  more  and  more  trees  and  losing  more 
and  more  money — well  over  $250  million  annually,  at  last  count. 

Oil  was  the  villain  in  the  1970s'  "energy  crisis,"  which  was  solved 
by  opening  up  more  oilfields.  There  is  little  doubt  that  the  present 
oil  crisis  will  eventually  be  solved  in  the  same  way.  Nothing  illustrates 
the  law  of  supply  and  demand  better  than  oil.  Of  course,  China's 
arrival  on  the  international  scene  as  a  huge,  new  mass  consumer  of  oil 
introduces  new  and  permanent  factors  we'll  have  to  cope  with,  pos- 
sibly by  overcoming  our  irrational  fear  of  nuclear  energy.  One  way  or 
another,  the  supply  of  energy  will  be  brought  in  line  with  demand. 

As  for  global  warming,  it's  another  instance  of  the  cyclical  ten- 
dency to  believe  something  is  going  seriously  wrong  with  the  way 
the  world  is  functioning.  I'm  not  saying  we  shouldn't  worry  about 
portents  of  doom.  But  before  we  make  serious  decisions,  we  should 
examine  our  worries  to  see  if  they  arise  from  facts  or  from  the  lack 
of  them  and  the  consequent  abstract  need  to  worry.  We  shall,  1 
think,  find  that  our  worries  more  often  than  not  are  groundless. 
Why  do  we  need  to  worry?  Now  that  is  a  real  cause  for  concern.  F 


Forbes 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Maximum  mobility  equals  maximum  productivity. 
And  Intel  Centrino  mobile  technology  is  designed  from  the 
ground  up  for  mobile  computing.  It  enables  extended  battery 

life  in  a  new  generation  of  thin,  light,  wireless  laptops. 
And,  Intel  works  closely  with  industry  leaders  to  support  a  wide 
range  of  wireless  security  solutions.  It's  all  about  mobility. 
Unwire  your  company  at  intel.com/business. 


MOBILE 
TECHNOLOGY 


Integrated  wireless. 

No  need  to  deal  with 
adapter  cards. 


Power  conserving. 

meed  technology  enables 
extended  battery  life. 


Thin,  light  designs. 

Light  briefcases  mean 
happy  users. 


High  performance. 

Power  to  run  the  most 
demanding  applications. 
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Capitalism's  Amazing  Resilience 


ENERGY  IS  ONE  OF  THE  TWO  LEADING  RISKS  IN  THE  GLOBAL 
economy.  (Terrorism,  of  course,  is  the  other.)  Just  take  a  look  at  one 
industry  already  suffering  from  oil  shock — U.S.-based  airlines  will 
lose  $5  billion  this  year.  That  loss  matches  the  bump  in  fuel  prices. 
Ouch.  Then  there's  China,  which  has  climbed  to  the  world's  num- 
ber two  spot  in  oil  consumption.  China  uses  most  of  its  oil  wildly 
inefficiently  to  generate  electricity.  Oil  consumption  by  cars  barely 
registers — now.  But  during  the  next  four  years,  China's  oil  imports 
will  double  as  the  Chinese  give  up  their  bicycles.  Biting  your 
nails  yet?  Here's  one  more  sobering  oil  fact:  The  world  has  only 
a  1%  short-term  cushion.  This  makes  for  a  very  volatile  market. 

Given  these  facts,  where  will  oil  prices  be  a  year  from  now — 
$75  a  barrel?  $100? 

Wrong  numbers,  says  Daniel  Yergin.  Wrong  direction,  too. 
Try  $38.  Yergin  knows  oil.  He  is  a  founder  and  the  chairman  of 
Cambridge  Energy  Research  Associates,  a  consultancy  that  has 
230  employees,  with  offices  worldwide.  He  is  also  a  recipient  of 
the  United  States  Energy  Award  and  a  member  of  the  Secretary 
of  Energy's  Advisory  Board.  A  former  Harvard  professor,  Yergin 
is  best  known  for  his  Pulitzer  Prize-winning  book  on  oil,  The 
Prize:  The  Epic  Quest  for  Oil,  Money  and  Power. 

Yergin's  prediction  of  cheaper  oil  prices  is  noteworthy  because 
he  doesn't  dispute  any  of  die  alarming  facts  cited  in  my  opening 


paragraph.  Not  that  he  would.  The  facts  came  straight  from  Yer- 
gin's own  mouth  at  the  recent  Forbes  Global  CEO  Conference  in 
Hong  Kong.  I  jotted  down  Yergin's  comments  while  listening  to 
him  speak  at  a  dinner.  Then  he  gave  a  formal  speech  the  next 
morning  and,  fueled  this  time  by  highly  caffeinated  tea,  I  again  took 
notes,  just  to  be  sure.  Yergin  is  pretty  clear  about  his  predictions.  He 
says  oil  demand  will  rise,  yet  prices  will  drop.  How  can  this  be? 

Answer:  capitalism's  amazing  resiliency.  Oil  prices  rise — oil- 
men become  innovative.  They  work,  they  invest,  they  put  their 
heads  to  the  task,  they  apply  technology,  and  pretty  soon  they'll 
discover  how  to  extract  oil  profitably  from  oil  sand.  Or  open 
wells  in  deeper  water.  Or  scour  the  planet  for  new  sources  using 
scanners  thousands  of  miles  in  space.  As  Yergin  reminds  us,  oil 
output  is  60%  higher  today  than  it  was  in  the  1970s.  Not  many 
sages  from  the  1970s  would  have  bet  their  reputations  on  this 
development.  The  opposite  sentiment  prevailed  back  then; 
experts  said  the  planet  was  running  out  of  oil.  Wrong. 

Yergin  says  he's  always  asked  when  oil  will  run  out  for  good. 
He  shrugs.  He's  willing  to  say  the  world  will  need  40%  more  oil 
in  2025.  Hard  work  and  technology  probably  will  find  a  way  to 
meet  the  demand.  The  funniest  thing — and  I  saw  this  happen — 
is  that  many  people  who  ask  Yergin  this  question  are  disap- 
pointed with  his  answer.  It's  as  if  they  want  oil  to  run  out. 


Bubble  Trouble 


A  MONTH  AGO  I  SPENT  A  FINE  SUNDAY  MORNING  FLYING  LOW 
and  slow  along  the  Hudson  River.  Buckled  into  a  four-seat  Grum- 
man Tiger,  we  took  off  from  White  Plains,  N.Y.,  climbed  to  1,500 
feet  and  leveled  out,  banked  over  the  Tappan  Zee  Bridge  and  fol- 
lowed the  river  heading  north.  Since  FORBES  photographer  Glen 
Davis  was  piloting,  I  had  the  easy  job  of  looking  out  the  window. 
We  tracked  the  river  as  it  slithered  around  jutting  bluffs  near 
West  Point.  Below  was  Michie  Stadium,  where  the  day  before  the 
Army  football  team  had  nearly  won  a  game,  which  would  have 
snapped  an  18-game  losing  streak.  North  of  West  Point  orange- 
colored  leaves  dotted  the  trees  with  greater  frequency. 

Glen  landed  the  Tiger  at  Sky  Acres  Airport  south  of  Mill- 
brook,  N.Y.,  just  hard  by  the  Massachusetts  border.  At  the  Lati- 
tude 44  North  airport  cafe  we  ordered  a  delicious  greasy  break- 
fast of  eggs,  pancakes,  bacon,  orange  juice  and  coffee  for  about 
five  bucks  apiece.  Room-service  Wheaties,  berries  and  tea  had 
cost  me  six  times  that  at  my  midtown  Manhattan  hotel. 

Manhattan  prices!  The  day  before  another  pal  had  guessed 
that  his  three-story  brownstone,  of  modest  size  but  situated  a  tee 
shot  off  Central  Park  in  the  80s,  would  fetch  $5  million 
on  today's  hot  market.  He'd  paid  $1  million  for  it  14 


years  ago.  Everybody  in  his  New  York  circle  of  friends  had  a 
story  like  that,  he  said. 

Finishing  my  coffee  at  the  Sky  Acres  Airport,  I  wondered 
what  $5  million  could  buy  around  Millbrook.  An  estate  with 
horse  barns  on  20  acres?  Turning  the  question  around,  how 
much  money  would  it  take  in  Millbrook  to  match  my  pal's  liv- 
ing conditions  on  the  Upper  West  Side — a  quarter-million? 

Doubtless  this  thread  of  thinking  is  why  Trump  is  Trump 
and  I'm  writing  editorials  ...  but  ...  one  has  to  marvel  at  the 
incredible  house-cost  gap  that  exists  today  between  America's 
urban  coasts  and  its  small-city  and  rural  interior.  Especially  in 
this  age  of  broadband,  cable  TV  and  Starbucks,  when  you  can 
get  Jamaican  coffee  and  Forbes.com  in  Smallville. 

Hong  Kong's  residential  real  estate  market  peaked  in  1997. 
Five  years  later  prices  had  dropped  by  67%.  (They  have  recov- 
ered but  still  remain  25%  below  the  pea  .)  Los  Angeles  home 
prices  fell  40%  between  1988  and  1992  (but  have  tripled  since). 
Could  such  price  turbulence  hit  New  York?  At  these  inflated 
levels,  don't  be  surprised.  F 

^p0Y\y^S    ^'s'f  ^'c^  Karlgaard's  home  page  at  www.life2where.com 
. ,-.,„„  [  or  e-mail  him  at  publisher@forbes.com. 
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The  Art  of  Avoiding  Taxes 
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Getting  a  63%  discount  from  the  feds: 
Lawrence  Gagosian  and  Peter  M.  Brant. 


anhattan 

I art  dealer 
Lawrence 
(Go-Go)  Gagosian 
and  Connecticut 
publisher/art  col- 
lector Peter  M. 
Brant  have  agreed 
to  pay  a  total  of 
$9.1  million  to  set- 
tle an  Internal  Rev- 
enue Service  civil  lawsuit  claiming  they  schemed  to  avoid  taxes 
on  $17  million  of  capital  gains  from  the  sale  of  58  paintings  in 
the  early  1990s.  Court  papers  also  say  British  collector  Geoffrey 
J.W.  Kent  coughed  up  $800,000.  The  IRS  had  been  demanding 
$26.5  million,  including  interest  and  penalties.  The  feds  released 
liens  placed  on  a  Roy  Lichtenstein  ("Blonde  Waiting")  and  other 
paintings.  Last  year  ImClone  founder  Sam  Waksal  admitted 
evading  sales  taxes  on  $15  million  of  art  purchases — reportedly 
made  through  Gagosian,  who  wasn't  charged.  Brant  served  time 
a  decade  ago  for  a  criminal  tax  charge.  — Janet  Novack 

If  This  Is  the  Best,  Who's  the  Worst? 

The  Mutual  Fund  Education  Alliance,  a  no-load  trade  group, 
hands  out  annual  "shareholder  communication  awards"  honor- 
ing fund  families  it  deems  exemplary.  The  just-announced  over- 
all winner  among  large  outfits:  Strong.  Never  mind  that  former 
boss  Richard  Strong  agreed  in  May  to  pay  $60  million  to  settle  a 
Securities  &  Exchange  Commission  complaint  that  he  had  reaped 
$4. 1  million  by  quick  market-timing  trading  in  and  out  of  ten  of 
his  firm's  funds.  Strong  Capital  Management  also  allowed  Ed- 
ward Stern's  Canary  hedge  fund  to  do  much  the  same,  which  is 
mostly  prohibited  for  average  investors.  Strong's  communica- 
tions materials — specifically  lauded  as  "always  thinking  of  share- 
holder needs" — did  not  disclose  these  questionable  practices. 
The  trade  group's  spokesman  said  that  the  honor  was  bestowed 
by  a  vote  of  Strong's  peers.  — Michael  Maiello 


Perhaps  Cancel  the  Search 

The  current  employment  contract  of  Gannett  Co.  boss  Dougla 
H.  McCorkindale  runs  until  July  2006,  but  the  big  newspape 
and  broadcast  outfit  already  has  hired  the  executive  search  firn 
of  Spencer  Stuart.  A  Gannett  flack  confirms  that  headhunte 
James  Citrin  was  retained  to  work  "on  a  variety  of  successioi 
issues"  and  acknowledges  some  prospects  both  inside  and  out 
side  the  company  have  been  interviewed.  McCorkindale,  65 
started  with  Gannett,  now  headquartered  in  McLean,  Va.,  ii 
1971  and  rose  through  the  executive  ranks.  Since  he  becam 
president  in  1997,  Gannett's  stock  price  has  risen  three  times  a 
much  as  the  S&P  500.  — William  P.  Barret 

Hey,  Who  Ya  Calling  a  Fiduciary? 

The  Certified  Financial  Planner  Board  of  Standards  says  one  ol 
its  major  goals  is  holding  the  45,000  certified  financial  planners 
it  polices  to  a  high  ethical  standard — but  not  such  that  they're  all 
explicitly  considered  fiduciaries.  Generally  defined  as  putting  the 
client's  interests  first,  such  language  might  give  plaintiff  lawyers 
suing  CFPs  and  their  employers  more  ammo,  especially  when 
claiming  conflicts  of  interest.  Amid  some  pressure  from  federal 
regulators,  the  CFP  board,  headquartered  in  Denver,  now  has  a 
task  force  studying,  among  other  issues,  whether  and  how  its- 
ethics  code  should  be  altered  to  spell  out  in  writing  every  CFP's 
fiduciary  relationship  with  clients.  — W.P.B. 


Best  Little  Whorehouse  in  Tokyo? 

In  Tokyo's  famous  Shinjuku  entertainment  district,  what  looks 
like  a  thriving  house  of  sexual  services  operates  out  of  a  reli- 
gious shrine  compound.  The  ancient  holy  place  venerates  a 
goddess.  A  sign  bars  foreigners,  but  locals  are  offered  an,  uh, 
imaginative  range  of  indulgences  starting  at  $60.  With  prosti- 
tution illegal,  Tokyo  cops  have  been  raiding  nearby  sex  shops, 
disrupting  their  operations,  but  not  the  compound,  which  sits 
directly  on  a  small  park  owned  by  the  Tokyo  city  government. 
A  manager  claims  the  facility  is  grandfathered  by  a  massage- 
parlor  license  issued  decades  ago.  —Benjamin  Fulford 


Knocking  Them  Dead  in  West  Virginia 


State  motor  vehicle  departments  have  developed  new  sources  of  business  by  selling  so-called  specialty  license  plates  embracing 
all  kinds  of  endeavors  and  missions  having  absolutely  nothing  to  do  with  automobiles.  -W.P.B. 


STATE 


Connecticut 
Louisiana 
Nevada 
New  York 
South  Carolina 
Virginia 
Washington 
West  Virginia 


IMAGE  OR  PHRASE  ON  PLATE/CAUSE         EXTRA  FEE 

clown/P.T.  Barnum  Foundation  $70 

wild  turkeys/animal  preservation  26 
steam  train/Virginia  &  Truckee  Railroad  30 

"Rochester  Raging  Rhinos'Vsoccer  team  43 
"In  Reason  We  Trust'Vsecular  humanism  15 

"Association  of  Realtors'Vtradc  group  10 
cavorting  couple/square  dancing  40 
bowling  ball  hitting  pins/indoor  sports  30 
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On  My  Mind 


By  William  G.  Rosenberg,  si  ni<  >r  Fei  lowai  Harvard's  John  f.  Kennedy  School  of  government 


The  Other  Gas  Crunch 

How  coal  can  help  reduce  soaring  natural  gas  prices— and  satisfy  environmentalists. 


PRICES  AT  THE  PUMP  HAVE  GOTTEN  A  LOT  OF  ATTENTION 
lately,  but  it's  time  to  focus  on  another  gas  price  crunch.  The 
price  of  natural  gas  has  more  than  doubled  in  the  last  four  years. 
This  presents  a  prime  opportunity  to  make  widespread  use  of  a 
long-overlooked  technology:  producing  gas  from  coal. 

The  U.S.  is  the  Saudi  Arabia  of  coal:  While  we  have  only  3% 
of  the  world's  natural  gas  reserves,  we  have  a  quarter  of  the  world's 
coal.  In  the  late  1980s,  however,  investments  in  coal  fell  as  cheaper 
and  cleaner  gas  plant  technology  came  on  line;  over  the  last  ten 
years  power  companies  have  in- 
vested $100  billion  in  natural-gas- 
powered  plants  but  very  little  in 
coal-powered  ones.  The  expecta- 
tion was  that  gas  would  remain  in- 
expensive and  U.S.  and  Canadian 
supplies  would  meet  demand.  But 
today  gas  that  was  supposed  to 
cost  $2.50  per  million  Btu  costs  $5 
or  more.  Higher  prices  have 
caused  chemical  and  fertilizer 
companies  to  cut  back  production 
and  lay  off  workers.  And  home- 
heating  costs  will  rise  tliis  winter. 

The  natural  gas  price  squeeze 
gives  us  the  opportunity  to  usher 
in  the  return  of  coal  power — not 
power  from  conventional  high- 
polluting  plants  but  from  a  new 
generation  of  much  cleaner  tech- 
nology. Processes  that  first  gasify 
coal — adding  steam  and  oxygen 
under  pressure  to  produce  hydro- 
gen, carbon  monoxide  and  other 
gases,  turning  it  into  fuel  that  can 

be  burned  like  natural  gas — remove  more  than  90%  of  toxic 
mercury  emissions  as  well  as  impurities  such  as  sulfur,  nitrogen 
and  particulates. 

Moreover,  technology  makes  it  possible  to  separate  out  car- 
bon dioxide,  the  chief  culprit  in  global  warming,  before  it's 
released  into  the  atmosphere.  Instead,  the  separated  CO:  could 
be  piped  underground.  This  process  has  yet  to  be  developed  for 
use  commercially,  but  the  science  is  promising. 

Manufacturers  like  Eastman  Chemical  have  used  technologies 
like  these  for  21  years,  and  the  Department  of  Energy  has  suc- 
cessfully demonstrated  coal-gasification  electricity  plants  in  Indi- 
ana and  Florida.  Gasified  coal,  though,  is  not  without  financial 


"Coal-gasification  power  plants  would  yield 
lower-price  power  than  either  new 
conventional  coal  or  natural  gas  plants." 


obstacles.  It  costs  20%  more  to  build  coal-gasification  plants  than 
traditional  coal  plants.  That  means  the  electric  customer  is  going 
to  pay  a  bit  more.  There  are  still  operating  uncertainties  associated 
with  the  early  adoption  of  the  technology  on  a  commercial  scale. 

In  a  report  released  by  Harvard's  John  E  Kennedy  School  of 
Government,  my  colleagues  Dwight  Alpern  and  Michael  Walker 
and  I  spell  out  how  the  new  coal  technology  might  be  made  com- 
mercially viable  if  utilities,  state  public  utility  commissions  and  the 
Department  of  Energy  join  together  to  finance  an  initial  fleet  of 

plants.  Federal  loan  guarantees  will 
allow  higher  leverage  and  lower  in- 
terest rates,  thereby  reducing  cost 
of  capital  by  38%.  These  savings 
would  be  passed  on  to  industrial 
and  residential  customers  in  re- 
turn for  state  public  utility  com- 
missions guaranteeing  revenue 
streams  to  recover  costs.  Coal-gasi- 
fication power  plants  financed  and 
regulated  under  this  covenant 
would  yield  lower-price  power 
than  either  new  conventional  coal 
or  natural  gas  plants.  Once  half  a 
dozen  plants  are  built  and  operat- 
ing, future  construction  and  oper- 
ating costs  should  decline. 

Interest  is  already  building.  Re- 
cently American  Electric  Power,  the 
nation's  largest  electric  utility,  com- 
mitted to  invest  in  a  large  coal-gasi- 
fication plant,  pending  financing 
and  regulations.  At  this  point  the 
waste  carbon  dioxide  would  be  re- 
leased into  the  atmosphere.  Cinergy 
has  made  a  similar  announcement;  in  June  GE  purchased  the  gasi- 
fication business  developed  by  ChevronTexaco,  joining  Royal 
Dutch/Shell  and  ConocoPhillips  as  active  technology  vendors;  other 
companies  are  looking  to  revive  idled  natural  gas  power  plants  by 
refueling  them  with  cheaper  gasified  coal.  Environmentalists  are 
cautiously  optimistic  that  clean  coal  technologies  deployed  here 
can  be  used  in  China  and  India,  which  will  inevitably  be  burning 
their  enormous  coal  reserves  to  fuel  industrial  expansion. 

Coal  gasification  will  not  eliminate  our  need  for  additional 
natural  gas,  but  it  could  help  reduce  our  energy  costs  and  pre- 
serve American  jobs.  Clean  coal  is  the  solution  hidden  inside  the 
crisis  of  natural  gas  prices,  if  only  we  seize  it.  F 
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WE  DON'T  JUST  SPEAK 
INSURANCE  AND  INVESTING. 

WE'RE  ALSO  DEDICATED 
TO  SPEAKING  PLAIN  ENGLISH. 


At  Genworth  Financial,  we're  committed  to  making  insurance  and  investing  as  easy  as  possible, 
We're  working  hard  to  present  information  in  a  straightforward,  understandable  way  that  lets 
people  make  smart  decisions.  And  that's  what  makes  us  clearly  different.  To  find  out  more,  ask 
your  financial  professional,  visit  genworth.com  or  call  1-888-GENWORTH. 

Employee  Benefits,  Life  and  Long  Term  Care  Insurance 

that  protect  your  family  and  your  nest  egg. 


Retirement  Income  and  Investments 

that  help  preserve  your  lifestyle. 

Mortgage  Insurance 

that  makes  affordable  home  ownership  a  reality. 


Genworth 

Financial 

Built  on  GE  Heritage 


Insurance  &  Investment  products^iv3BSbt»-(rorn  the  Genw??lW»Kaaricial ■  family  < 
including  mutual  funds  and  variable  insurance  prortucis.diEtributtja^TTV'-^uoil.aJ  B'okei 
Corporation.  Member  NASD'SiPC.  ©2004  Genworth  Financial.  Inc.  Ait  rights  reserved.  GT0922O 
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MAKE  THOUSANDS  OF  PRODUCTS  THAT  AREN'T  SIMPLY  IMPORTANT.  THEY'RE  VITAL 


Lyco  International  we  make  more  than  200,000  products  for  hundreds  of  different  industries. 
Bupply  lightweight,  high-performance  wire,  cables,  and  other  electrical  products  to  almost 
fy  commercial  aircraft  in  production  today.  From  critical  aerospace  applications  to  police  radios 
bod  packaging,  the  things  we  make  aren't  just  important.  They  are  a  vital  part  of  your  world. 
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In  the  year  since  our  cover 
story  on  former  Israeli 
lcommando  Amnon  Lan- 
dan  and  Mercury  Interactive, 
the  Sunnyvale,  Calif,  software 
company  has  taken  hostile 
fire  on  multiple  fronts.  Mer- 
cury sells  testing  tools  that 
catch  glitches  in  software  pro- 
grams and  make  Web  and 
I  l    |  business     programs  run 

smoothly  It  is  grappling  with 
new  competition  from  open 
source  vendors  like  JUnit  and 
OpenSTA,  which  offer  testing 
software  for  free.  It's  also  fac- 
ing pricing  pressure  from 
larger  competitor  IBM.  Mer- 
cury stock  has  tumbled  20% 
since  July. 

Christopher  Lochhead,  Mercury's  chief  marketing  officer,  maintains  that 
Mercury  can  beat  the  competition  in  the  long  run.  While  the  stock  is  down, 
sales  in  the  second  quarter  rose  35%  to  $159  million.  Mercury's  share  of  the 
testing  market,  which  was  54%  last  year,  is  now  56%.  — Dirk  Smillie 
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Amnon  Laiiilan  of 
Mercury  Interactive 


FLASHBACKS 


MARCH  4,  2002 

SPX  Redux 

Since  our  story  raising  accounting  questions  about  SPX,  a  Charlotte,  N.C. 
maker  of  heating  boilers  and  fire  alarm  systems,  its  shares  have  fallen 
from  $55  to  $37.  The  company  has  been  socked  with  multiple  share- 
holder suits  alleging  that  it  puffed  its  2003  earnings  forecast  to  inflate  its  stock. 
Ronald  L.  Winowiecki,  its  chief  accounting  officer,  quit  to  join  another  com- 
pany. Fitch  Ratings  warns  that  SPX's  cash  flow  from  operations  in  2004  will  lag 
the  number  for  the  past  three  years.  SPX  didn't  return  calls,  but  in  court  filings 
the  company  says  the  suits  have  no  merit.  — Elizabeth  MacDonald 


DECEMBER  23  2002 

The  Smell  of  Success 

i^Mwo  years  ago  we  introduced  readers  to  Linda  Buck,  a  scientist  research  - 
I  ing  the  sense  of  smell.  In  October  Buck  and  her  mentor,  Richard  Axel  of 
I  Columbia  University,  were  awarded  the  2004  Nobel  Prize  in  Physiology 
or  Medicine  for  a  1991  breakthrough  in  which  they  identified  more  than 
1 ,000  genes  that  contain  the  blueprints  for  receptors  in  the  nose  that  identify 
odors.  At  that  time  Buck  was  a  postdoctoral  fellow  at  Columbia.  She  now  runs 
a  research  lab  at  the  Fred  Hutchinson  Cancer  Research  Center  in  Seattle, 
competing  with  Axel  and  his  Columbia  researchers.  — Daniel  Lyons 
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Let's  Call  It  Ben  &  Jerry's 

America  having  passed  the  pioneer  stage,  we  are 
fold  that  there  is  no  opportunity  for  the  creation 
of  more  Carnegies  or  Rockefellers.  This  is 
nonsense.  I  can  conceive  of  some  man  coming 
forward  with  an  improved  variety  of  chewing  gum 
and  earning  greater  riches  than  Croesus  ever 
dreamed  of.  If  some  genius  could  bring  forth  a 
brand  of  ice  cream  that  would  knock  all  the  others 
into  the  background,  we  would  gladly  make  him  a 
millionaire  a  thousand  times  over.  No,  the  day  for 
making  money  by  the  hundreds  of  millions  has  not 
passed. 

20  YEARS  AGO  IN  FORBES  I  NOVEMBER  5.  1984 

Stock  Market  Votes  Since  1928. 

when  Herbert  Hoover  was  elected  President,  the 
Dow  Jones  industrial  average  has  never  finished 
ahead  in  the  first  calendar  year  after  a  Republican 
victory.  Democratic  victories,  in  contrast,  have  led 
to  improved  markets  after  five  out  of  eight  elec- 
tions. By  this  standard  the  Republican  is  a  bear, 
the  Democrat,  a  bull.  There  was  a  logic  to  that  pat- 
tern. Democratic  Presidents  have  been  oriented 
toward  expansion.  Traditionally,  the  Democrats 
turned  to  strong  monetary  and  fiscal  stimuli, 
resulting  in  economic  growth  early  in  their  terms. 

15  YEARS  AGO  IN  FORBES  I  AUGUST  7,  1989 

The  Mark  of  Wasserstein 

When  Bruce  Wasser- 
stein was  a  youngster, 
one  of  his  idols  was 
Zorro.  the  masked  TV 
hero  who  often  broke 
the  laws  of  colonial  Cal- 
ifornia in  the  interests  of 
a  higher  justice.  Thus 
inspired,  when  sibling 
Bruce  Wasserstein  rivalries  got  out  of  hand, 
little  Bruce  would  take 
the  law  of  the  Wasserstein  household  into  his  own 
hands.  As  sister  Wendy  tells  it,  Wasserstein  would 
charge  into  the  bedroom  occupied  by  his  sisters, 
dump  all  the  clothes  from  their  dressers  and  mark 
his  initial  "B"  on  their  pajamas.  His  blade?  A  Magic 
Marker.  His  apparent  message:  Revenge  strikes 
those  who  cross  me. 

Wasserstein,  who  runs  Lazard,  is  reportedly 
working  on  a  plan  to  take  the  private  investment 
bank  public  and  buy  out  its  chairman,  Michel 
David-Weill. 
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B  We  can  see  a  blackout  coming  from  miles  away. 


remarkable  satellite-based  monitoring  system  from  ABB  helps  utilities  get  an  early  look  at  potential 
(ower  outages  before  they  can  become  wide-spread  disturbances.  No  wonder  ABB  technologies  are 
istalled  on  over  two-thirds  of  North  America's  electrical  grid.  Preventing  problems  is  just  one  of  the 
/ays  we  deliver  competitive  advantage  to  our  customers.  Over  100,000  power  and  automation  professionals 
Iround  the  world.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 
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DRUGS 

Merck's  Mess 

It  yanked  Vioxx  three  years  after  the  first  studies  raised  safety  alarms.  That  delay 
could  hurt  patients  and  shareholders  alike  j  By  Matt  Herper  and  Robert  Langreth 


N  SEPT.  3  NEWTON  ACKER,  71,  DIED  OF  A  STROKE 
while  on  a  bicycling  vacation  with  his  wife  in  south- 
ern France.  His  three  grown  children  were  stunned. 
Apart  from  his  arthritis,  Acker  was  exceptionally 
healthy.  He  had  low  cholesterol  and  low  blood  pres- 
sure and  bicycled  5,000  miles  a  year.  His  parents  had 


lived  to  age  90. 

Four  weeks  later  Merck  &  Co.  pulled  Vioxx  from  the  market 
after  a  study  showed  it  doubled  the  risk  of  heart  attacks  and 
stroke.  "That's  the  answer,"  Acker's  son,  Kenneth,  an  F-16  train- 
jjjng  pilot  in  Arizona,  immediately  thought.  His  dad  had  been 
taking  Vioxx  lor  14  months  before  his  death.  Kenneth  blames 
Merck  lor  failing  to  act  sooner  and  plans  to  sue.  "We  don't  need 
the  money.  We  just  want  my  father  back,"  he  says. 

Prominent  doctors  are  calling  for  congressional  investiga- 
tions, and  Furopean  regulators  are  scrutinizing  the  safety  of  sim- 
ilar drugs  such  as  Pfizer's  bextra  and  Celebrex.  Merck  will  be 
lucky  to  survive  a  legal  onslaught  that  easily  could  rival  the  $13.3 
billion  in  damages  paid  out  so  far  by  Wyeth  in  a  far  smaller  drug 
recall,  the  fen-phen  fiasco.  "This  may  be  the  biggest  drug  safety 
catastrophe  in  U.S.  history,"  says  Vanderbilt  epidemiologist 
Wayne  Ray,  who  published  a  study  linking  high  doses  of  Vioxx 
to  heart  attacks  in  2002.  Until  this  month  "there  was  a  solid  wall 
of  denial"  from  Merck,  he  says.  "We  need  to  investigate  why  the 
[safety]  signals  were  ignored." 

Wyeth's  diet  pills,  Redux  (dexfenfluramine)  and  Pondimin 
(fenfluramine),  were  taken  by  6  million  Americans  before  get- 
ting yanked  off  the  market  in  1997  because  of  a  link  to  heart- 
valve  defects.  Vioxx  was  swallowed  by  20  million  patients  in 
the  U.S.  in  five  years  on  the  market  and  by  some  estimates 
caused  30,000  heart  attacks.  Cleveland  Clinic  cardiologist  Eric 
Topol  says  the  number  of  injured  parties  could  go  as  high  as 
160,000.  Merck  says  such  extrapolations  are  unreliable.  "The 
potential  liability  is  mind-boggling,"  says  drug  industry  ana- 
lyst Hemant  Shah.  "Every  person  who  took  Vioxx  and  had  a 


Let  the  legal  onslaught  begin:  Merck  Chief  Raymond 
Gilmartin  (left)  and  research  head  Peter  Kim. 
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veart  attack  is  a  potential  litigant." 

Merck  Chief  Executive  Raymond  Gilmartin  says  that  none  of 
vlerck's  earlier  Vioxx  studies  had  found  excess  risk;  as  soon  as 
hat  changed,  the  company  quickly  pulled  the  drug  even  though 
ome  of  its  own  consultants  advised  against  it.  "This  kind  of 
behavior,  considering  only  the  interests  of  patients,  should  recon- 
irm  people's  confidence  in  the  drug  industry,"  he  says. 

But  even  before  the  recall  more  than  400  lawsuits  had  been 
lied  on  behalf  of  Vioxx  patients,  according  to  LexisNexis' 
'Mealey's  Reports."  New  York  law  firm  Parker  &  Waichman  was 
looded  with  3,000  calls  and  e-mails  in  the  week  following  the 
/ioxx  recall.  Partner  Jerrold  Parker  says  at  least  20%  of  the  calls 
nvolve  very  serious  injury  or  death.  Christopher  Seeger,  a  plain- 
:iff  s  lawyer  in  75  Vioxx  injury  cases,  says:  "I've  never  had  the 
ohones  ringing  off  the  hook  like  this." 

From  the  moment  it  hit  the  market  in  1999,  Vioxx  had  one 
vital  claim:  It  was  a  safer  painkiller  that  didn't  cause  ulcers  as  often 
as  older  drugs  do.  But  just  two  years  later  cardiologists  warned  of 
a  potential  problem:  Merck's  own  8,000-person  study,  the  same 
one  that  showed  Vioxx  reduced  ulcer  complications,  also  found 
that  patients  on  the  drug  had  more  than  double  the  risk  of  heart 
problems  of  those  on  another  painkiller,  naproxen  (the  ingredient 
in  over-the-counter  Aleve).  Merck  dismissed  the  result,  insisting 
that  the  discrepancy  was  due  to  an  extra  heart  benefit  from 
aproxen.  (Merck  still  contends  this  is  the  case.) 
Merck  touted  this  theory  for  three  years — even  as  three  epi- 
demiological studies  found  evidence  that  Vioxx  increased  heart 
attack  risk;  it  said  the  studies  were  unreliable  and  contradicted 
by  several  other  studies  showing  no  risk.  Merck  finally  yanked 
rioxx  when  it  saw  the  results  of  its  own  2,600-patient  trial, 
aimed  at  showing  that  Vioxx  had  the  extra  benefit  of  preventing 
polyps  from  forming  in  the  colon.  Instead,  the  trial  found  that 
patients  on  Vioxx  longer  than  18  months  had  twice  the  risk  of 
getting  a  heart  attack  or  stroke  of  those  on  a  placebo. 

Merck's  defense  of  the  tort  suits  will  hinge  on  the  difficulty 
of  proving  that  Vioxx  was  the  culprit  in  any  one  heart  attack, 
instead  of  smoking,  cholesterol  or  other  causes.  In  cases  filed  so 
far,  "other  risk  factors  were  sufficient  to  cause  the  event"  regard- 
less of  what  medications  the  patients  might  have  been  taking, 
says  a  Merck  lawyer. 

But  the  uncertainty  cuts  both  ways.  What's  to  stop  juries 
from  blaming  Vioxx  for  strokes  and  heart  attacks  that  would 
have  occurred  anyway?  And  what  if  smoking-gun  e-mails  turn 
up  that  show  Merck  knew  the  risks  and  refused  to  act?  asks 
lawyer  Jay  Mayesh  of  firm  Kaye  Scholer. 

This  case  is  sure  to  cost  Merck  and  its  insurers  billions  in 
damages  and  may  spread  a  pall  of  legal  liability  over  other  drug- 
makers.  For  patients  and  Big  Pharma  alike,  the  prescription  pill 
business  is  going  to  get  ugly.  F 


The  Lawyers'  Next  Targets  

Vioxx's  withdrawal  has  set  off  a  feeding  frenzy  among  trial 
lawyers.  These  drugs  could  be  vulnerable  to  lawsuits,  too. 

Drug  Maker  Global  Sales  

:>£XA  Eii  Lilly  $4.3  billion  

A  group  convened  by  the  American  Diabetes  Association  says  the 
schizophrenia  drug  raised  diabetes  risk  more  than  rival  pills  did. 
Lilly  disputes  this  but  confirms  that  75  lawsuits  have  been  filed. 

GlaxoSmithkline        $3.1  billion 

Warnings  that  this  antidepressant  and  others  may  be  linked  to 
suicidal  thoughts  in  children  could  lead  to  a  flurry  of  lawsuits 
alleging  GSK  failed  to  disclose  the  risks,  which  it  denies. 

NEURONTIN         Pfizer  $2.7  billion 

In  May  a  Pfizer  subsidiary  pleaded  guilty  and  paid  the  feds 
$430  million  for  promoting  the  epilepsy  drug  for  unapproved 
uses.  Now  injury  lawyers  are  piling  on;  one  potential  class  action 
has  been  filed. 

PREMPRO  Wyeth  $1.3  billion 

Almost  2,000  suits  involving  3,136  women  who  took  estrogen- 
replacement  drugs  Premarin  or  Prempro  have  been  filed  since  big 
medical  trials  showed  both  raise  the  risk  of  heart  attack  and  that 
Prempro  raises  breast  cancer  risk.  Wyeth  says  Prempro's 
possible  breast  cancer  risk  was  disclosed. 

BEXTRA  Pfizer  $990  million 

Lawyers  are  scrutinizing  Bextra  because  it  is  in  the  same  class  as 
Vioxx.  Two  short-term  studies  in  heart  surgery  patients  hint  it  may 
raise  heart  risk,  but  Pfizer  says  postsurgery  use  was  never  approved. 

ACCUTANE  Roche  $410  million 

A  handful  of  suits  have  been  filed  related  to  this  acne  drug's 
potential  to  cause  birth  defects  and  its  alleged  link  to  suicides. 
Roche  says  birth-defect  links  have  been  prominently  disclosed. 

CRESTOR  AstraZeneca  $130  million 

One  case  is  pending  in  Mississippi,  but  the  constant 
drumbeat  about  possible  liver  and  muscle  side  effects  from 
Public  Citizen,  an  advocacy  group,  could  lead  to  more. 
AstraZeneca  insists  Crestor,  a  cholesterol-lowering  drug,  is  safe. 

—Allison  Fass  and  M.H 

Sources:  Companies;  lawyers;  Bernstein  Research. 
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OPTIONS 

Option  Addicts 
In  the  Heartland 

Expensing  stock  options  won't  hurt  just  the  usual 
suspects  like  Intel  By  Elizabeth  MacDonald 

SILle:ON  VALLEY  ISN'T  THE  ONLY  PLACE  WHERE  EMPLOYEES 
watch  the  company  share  price.  Turns  out  that  options  are 
rather  popular  as  a  form  of  compensation  in  older  parts  of 
the  economy. 

A  study  of  the  most  recent  quarterly  reports  filed  by  282  indus- 
trial companies  by  the  Center  for  Financial  Research  &  Analysis,  an 
accounting  watchdog  group,  found  heavy  reliance  on  options  far 
removed  from  the  world  of  bytes  and  RAM. 

Check  out  Expeditors  International,  a  Seattle  freight  forwarder. 
If  it  had  had  to  record  the  value  of  options  as  a  compensation  cost 
over  the  past  three  years,  earnings  would  have  been  1 7%  lower, 
according  to  calculations  from  Jack  T.  Ciesielski,  publisher  of  the 
Analyst's  Accounting  Observer.  He  started  with  CFRA's  numbers  and 

The  Other  Option  Addicts  


It's  not  just  tech  outfits  that  are  option  addicts.  Here  are  industrial 
companies  that  are  also  generous  with  their  shareholder  capital. 


THREE  YEAR  AGGREGATE 

COMPANY/business 

OPTIONS  COST/ 
NET  INCOME 

NET  INCOME1 
(SMIL) 

SPX/building  materials 

42% 

$536 

Expeditors  International/freight  forwarding 

17 

332 

URS/cornmercial  engineering 

14 

156 

Roper  Industries/fluid-control  equipment 

13 

141 

Jacobs  Engineering/industrial  construction 

12 

325 

ITT  Industries/fluid-control  equipment 

9 

1,061 

'Available  to  common  stockholders.  Source:  The  Analyst's  Accounting  Observer. 


oked  at  how  some  of  these  option  users  would 
have  been  affected  over  a  period  of  three  years. 
An  Expeditors  spokesman  declined  comment. 
Last  summer  the  U.S.  House  of  Represen- 
tatives passed  a  bill  to  emasculate  a  proposed 
accounting  standard  that  would  mandate 
iption  expensing.  Federal  Reserve  Chairman 
Alan  Greenspan  recently  told  legislators  to 
keep  their  noses  out  of  the  dispute.  So  the 
rule  will  probably  take  effect  for  next 
year's  earnings  reports. 

Not  every  company  needs 
,-  to  be  required  to  expense 
sjf  options.  Ciesielski  notes  that  109 
S&P  500  companies  have  already 
started  using  the  new  rule,  up  from 
93  in  2002.  F 


FISHING  FOR  TALENT 


Cisco  Systems  has  a  $125  billion  market  capitalization 
and  34,000  employees.  So  why  would  it  go  to  so  mucH 
trouble  and  raise  eyebrows  in  Silicon  Valley  just  to 
recruit  a  few  dozen  engineers? 

In  June  Cisco  funded  a  little  company  called  BCN 
Systems,  run  by  Michael  Beesley,  a  onetime  Cisco 
engineer  who  had  been  at  its  archnemesis,  Juniper 
Networks,  for  six  years.  Beesley  and  a  handful  of 
fellow  ex-Juniper  techies  plan  to  write  the  software  fi 
a  next-generation  router  to  help  businesses  direct 
data  traffic.  Cisco  has  not  disclosed  the  size  of  its 
stake  or  the  amount  of  its  initial  investment. 

Instead  of  releasing  a  stream  of  gushy  press 
releases  and  touting  its  Cisco  backing,  BCN  spread 
hardly  a  word,  leaving  venture  capitalists,  consultant! 
and  engineers  speculating  about  ulterior  motives.  Wa 
this  nought  but  the  means  to  poach  Juniper  engineer 
and  thus  take  down  one  of  Cisco's  few  remaining 
rivals?  Did  these  engineers  find  options  in  a  tiny  com- 
pany more  enticing  than  options  in  its  famous  backer 

If  BCN  clicks,  Cisco  would  presumably  exercise  its 
right  to  buy  the  rest  of  BCN  in  a  couple  of  years  for  as 
much  as  $195  million.  It  would  be  just  like  its  high-prc 
file  Andiamo  deal,  a  venture  to  build  storage 
network  switches  backed  by  both  Cisco  and  some 
ex-Cisco  execs.  In  February  Cisco  bought  the  rest  of 
Andiamo,  spending  $1.4  billion  in  all. 

VCs  and  analysts  sneer  that  Cisco's  expensive  new 
mechanism  to  recruit  talent  is  an  uninspiring  vote  of 
confidence  in  its  $3  billion  annual  research  effort. 
(Beesley  did  not  respond  to  messages  requesting 
comment.)  Of  course,  VCs  would  be  bitter  about 
Cisco's  squeezing  them  out  of  the  startup  business. 

—Erika  Brow 
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INSURANCE 


RETIREMENT  PLANNING  ▼     EDUCATION  FUNDING    \      ESTATE  PLANNING 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com  for  more  information. 


Northwestern  Mutual 

FINANCIAL  NETWOPvK* 
It's  time  for  a  Quiet  Conversation? 


:ern  Mutual  Financial  Network9  is  a  marketing  name  for  the  sales  and  di 
party,  Milwaukee,  Wl,  and  its  affiliates.  Securities  offered  through  No 
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CALL  CENTERS 


Anger  Management 


Go  ahead  and  lose  your  cool  on  those  frustrating  1-800  calls. 

The  software  that's  recording  your  voice  cares  how  you  feel  By  Lea  Goldman 


WE  ALL  WANT  TO  GET  OUR  WAY 
with  those  toll-free  customer 
service  reps.  But  if  you've 
ever  wondered  whether  it's 
better  to  drip  honey  or 
cuss  bitterly  while  you're 
being  "recorded  for  qual- 
ity-assurance purposes," 
here's  your  answer:  It's 
okay  to  throw  a  hissy  fit. 

The  companies  who 
run  call  centers  now  have  a 
way  to  detect  phone  rage 
and  respond  by  channeling 
that  ire  to  a  calmer  place. 
Nice  Systems,  a  Rutherford,  N.J.-based 
firm  that  dominates  the  call-monitoring 
software  business,  has  added  an  emotion- 
detection  feature.  It  singles  out  fiery  ex- 
changes and  targets  disgruntled  customers 


with  special  offers  or  conciliatory  follow- 
up  calls.  Nice's  software,  dubbed  Nice  Per- 
form, also  features  a  word-spotting  pro- 
gram that  pinpoints  callers  using  telling 
words  such  as  "cancel," 
"angry"  or  the  name  of  a 
rival. 

So  far  only  two  cus- 
tomers, FedEx's  Custom 
Critical  division  and  Wis- 
consin Physician  Services, 
have  signed  on  for  the  ser- 
vice, which  costs  a  mini- 
mum of  $100,000.  FedEx 
uses  it  to  monitor  the  satis- 
faction of  self-employed  contractors 
engaged  for  custom  deliveries,  as  well  as 
to  ascertain  demand  for  service  in  new 
markets.  (For  example,  the  program  can 
determine  how  many  callers  have 


requested  service  to,  say,  Timbuktu.) 

There  are  bugs,  however.  "We  find 
if  there's  laughter  or  somebody  turns 
away  from  the  phone  and  yells,  'Fred, 
did  you  ship  that?'  that  it  throws  it 
off,"  says  Virginia  Albanese,  vice  presi- 
dent of  service  for  FedEx  Custom  Crit- 
ical. That  portends  problems  for  call 
centers  that  attract  multinational 
clients.  Some  accents  might  be  incor- 
rectly interpreted. 

Conceivably,  says  Nice,  the  software 
could  detect  the  wavering  of  a  scammer's 
voice  when  he  fraudulently  applies  for 
credit  over  the  phone,  or  the  pubescent 
cracking  of  a  minor  making  an  illicit 
phone  purchase.  "It's  still  a  relatively  un- 
proven  area,"  says  T.  Jim  Davies,  principal 
analyst  at  Gartner.  "But  there's  definitely 
potential  here."  F 


Our  Feathered  Fiends 

Just  how  bad  could  the  bird  flu  get  if  it  hit  America? 

By  Tomas  Kellner 

T  MAY  BE  HALF  A  WORLD  AWAY  FROM  US.  BUT  HEALTH  OFFICIALS 
here  and  around  the  globe  are  fearful  of  what  could  conceivably 
become  the  worst  global  flu  epidemic  since  the  Spanish  influenza  of 
1918,  which  lolled  20  million  people,  including  675,000  Americans. 
A  lethal  strain  of  bird  influenza,  H5N1,  has  hit  eight  Asian  countries, 
including  China,  Japan  and  Indonesia,  killing  31  of  43  people  infected 
in  Thailand  and  Vietnam.  The  victims  contracted  this  flu  by  cooking 
or  plucking  sick  poultry. 

For  a  pandemic  to  occur,  the  deadly  virus  must  not  only  geneti- 
cally sprint  across  species,  but  also  acquire  human-to-human  conta- 
giousness. So  far  there  has  been  one  apparent  case  of  human-to- 
human  transmission,  in  Thailand.  Should  the  virus  make  the  jump, 
the  only  ways  to  stop  it  would  be  vaccination  and  the  antiviral  drug 
oseltamavir.  But  such  drugs  are  expensive  and  scarce;  and  vaccine- 
makers  can  produce  only  300  million  doses  a  year,  not  enough  to  stop 
a  global  outbreak.  "I  can't  think  of  any  weapon  a  terrorist  could  use  to 
cause  more  disruption,"  says  Michael  Osterholm,  an  infectious-disease 
expert  at  the  University  of  Minnesota  and  adviser  to  the  federal  gov- 
ernment on  bioterrorism.  His  greatest  fears  (see  right): 


The  number 
of  possible  fatalities  in  the  U.S. 


Americans  who  could  be  sickened. 

The  percentage  of  the  U.S. 
work  force  out  for  up  to  three  weeks. 

Source:  Center  for  Infectious  Disease  Research  &  Policy. 


NUMBER  OF    NUMBER  OF 


NAME 

YEAR 

DEATHS 
(THOU) 

PEOPLE  SICK 
(Mil) 

Hong  Kong  flu 

1968 

34 

51 

Asian  flu 

1957 

70 

63 

Spanish  flu 

1918 

675 

30 

Figures  for  U.S.  only.  Sources:  Centers  for  Disease  Control;  Forbes. 
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WHAT  CAN 

32-ISO-RIGHT-X-CROSS 

TEACH  US  ABOUT 

PORTFOLIO  PERFORMANCE? 

■ 

Wh en  the  execution  is  flawless,  great  gains  are  possible . 


No  one  brings  greater  intensity  to  the  institutional  investing  arena  than  Wachovia  Securities. 
Our  platform  integrates  both  corporate  and  investment  banking  resources.  And  with  $600+  billion 
in  client  assets,  we  are  the  nation's  5th  largest  financial  institution  and  3rd  largest  retail  brokerage. 
We  offer  a  comprehensive  range  of  solutions  and  services,  including  in-depth  research  and 
complete  sales  and  trading  capabilities.  Talk  to  us.  Together,  we  achieve  uncommon  results. 


wachovia 
Securities 

Uncommon  Wisdom 


Equity  Capital  Markets  ■  Fixed  Income  ■  Corporate  Banking  ■  Investment  Banking 


ichovia  Securities  is  the  trade  name  for  the  corporate  and  investment  hanking  services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital  Markets,  LLC  ("WCM"),  member  NYSE.  NASD,  SIPC 
2004  Wachovia  Corporation 
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AUTOS 


Apple  Strudel  and  Chevrolet 


GM  wants  to  go  global  with  its  all-American  Chevy  brand.  How  will  it  play  in  Pretoria?  By  Joann  Mull) 


m  N  THE  1950S  DINAH  SHORE  ENCOURAGED  AMERICANS  TO 
I  "see  the  U.S.A.  in  a  Chevrolet."  Now,  the  brand  once  billed 
I  as  "the  heartbeat  of  America"  is  hitting  the  road  again — this 
m  time  with  a  Korean  passport.  General  Motors  wants  to  turn 
Chevrolet  into  its  "foundation  brand"  around  the  world — a 
cheap  car  for  the  world's  masses. 

GM  is  putting  the  Chevrolet  name  on  vehicles  once  sold  under 
Korea's  Daewoo  brand  and  is  planning  to  convert  1,800  Daewoo 
dealerships  in  Europe  to  Chevy  stores.  (GM  and  several  Asian  part- 
ners purchased  the  remnants  of  bankrupt  Daewoo  Motors  two 
years  ago.)  Then  in  2006  the  joint  venture,  GM-Daewoo  Auto  & 
Technology,  will  start  churning  out  new  designs  to  be  sold  under  the 
Chevy  name.  GM  has  invested  $1.5  billion  to  develop  new 
Korean-built  vehicles,  like  the  Chevrolet  S3X,  a  carlike  SUV 
unveiled  last  month  that  will  be  sold  around  the  world. 

GM  sold  3.6  million  Chevys  in  70  countries  last  year, 
but  only  600,000  were  outside  the  U.S.,  most 
of  them  in  South  America.  GM  won't 
say  how  many  it  hopes  to  sell  out- 
side the  U.S.,  but  in  Europe  it  ex- 
pects to  boost  Chevy  sales 
from  150,000  to  500,000  "in 
the  not-too-distant  future." 
Chevrolet,  founded  in  Detroit 
in  191 1  by  a  Swiss-born  Frenchman 
named  Louis  Chevrolet,  is  the  world's 
third-largest  automotive  brand,  behind 
Toyota  and  Ford. 


Why  Chevrolet  and  not  Daewoo?  The  Daewoo  brand  was 
tarnished  in  the  years  leading  up  to  its  bankruptcy  three  years 
ago.  And  GM  doesn't  have  exclusive  rights  to  the  Daewoo  name. 
GM  winced,  for  instance,  at  a  European  headline  about  the  | 
recent  closure  of  an  unrelated  Daewoo  Electronics  plant:  "Dae- 
woo turns  on  its  French  workers." 

The  name  Chevrolet,  on  the  other  hand,  belongs  exclusively 
to  GM  and  enjoys  a  good  global  image — derived  from,  in  no 
small  part,  the  premium  Corvette  sports  car. 

GM  execs  acknowledge  they  risk  damaging  Chevy's  good 
name  if  the  Korean-built  cars  don't  live  up  to  expectations.  And  ' 
they  know  western  European  consumers  might  at  first  be  con- 
fused by  the  name  change  when  it  takes  effect  on  Jan.  1 . 
But  they  say  the  strategy  is  working  in  initial  mar-  j 
kets,  including  Poland  and  Romania.  "Every- 
where in  the  world  where  we 
have  changed  the  name  from 
Daewoo  to  Chevrolet, 
sales  have  gone  up,"  says 
}  GM  Vice  Chairman 
Robert  A.  Lutz. 

Even  as  GM  makes 
more  of  its  trademarks 
and  logos  pan-global, 
you  can't  expect  a  com- 
mon tagline  around  the 
world.  "American  Revolution" 
won't  fly  in  the  Middle  East.  F 


BUDDY  SYSTEM 


Looks  like  a  curve 
ball:  Bud  Selig 


For  12  years  baseball  commissioner  Allan  (Bud)  Selig  has  been  the  walking  definition  of  a 
conflict  of  interest— serving  as  both  a  team  owner  and  the  person  in  charge  of  the  game.  Now 
that  dual  role  is  about  to  deliver  a  financial  home  run  for  Selig. 

Selig  and  his  partners  paid  a  bankruptcy  court  $11  million  in  1970  for  the  Seattle  Pilots  (the 
current  Milwaukee  Brewers).  When  he  became  commissioner,  Selig's  28%  stake  in  the  team 
went  into  a  trust.  Now  the  Brewers  are  being  sold  to  Los  Angeles  investor  Mark  Attanasio  for  a 
reported  $220  million.  Last  year  the  Anaheim  Angels,  fresh  off  a  World  Series  win,  sold  for 
$184  million.  How  did  the  Brewers'  owners  get  20%  more  than  the  Angels  for  a  losing  team  in  a 
TV  market  less  than  20%  the  size  of  Los  Angeles'? 

Two  years  ago  Selig  engineered  new  revenue-sharing  requirements  to  help  small-city  teams 
compete  with  big-city  teams.  The  Brewers'  revenue-sharing  payment  climbed  from  $2  million  to 
$18  million.  But  they  didn't  sink  this  money  into  talent.  The  team's  $28  million  payroll  this  year 
was  baseball's  lowest  and  down  from  $50  million  in  2002.  The  team  suffered  through  its 
twelfth  straight  losing  season.  But  the  Brewers  were  one  of  baseball's  most  profitable 
teams  this  year,  what  with  revenue  sharing,  a  low  payroll  and  a  new  stadium.  A  Selig 
spokesman  insists  the  trust  arrangement  protects  him  from  a  conflict  of  interest.  He  also 
says  the  Brewers  are  spending  more  on  player  development.  —  Kurt  Badenhausen  \ 
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idamentally  strong  businesses  feature  a  secure  balance  sheet  and  artful 
ativity  to  grow  and  to  achieve  their  business  objectives.  Many  of  the  world's 
jing  Fine  Art,  Specie,  Engineering  and  Architectural  firms  rely  on  the  funda- 
itai  strength  of  the  XL  Capital  companies  -  our  capital  and  people  -  to  display 
I  protect  some  of  the  world's  most  valuable  creations.  Visit  www.xlcapital.com 
5URANCE  I  REINSURANCE  I  F I N  A  N  C I A  L  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 
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FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PEOPLE 
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BUREAUCRACY 


Banned  in  Boston 

Local  regulations  stand  in  the  way  of  two 
taxi-ad  entrepreneurs  By  Matthew  Miller 


Taken  for  a  ride: 
Marc  and  Robert  Klein 
don  Fleet. 


BROTHERS  MARC  AND  ROBERT  KLEIN  ARE  ON  A  CRUSADE 
to  bring  London  taxis  to  the  U.S.,  but  shuttling  people 
around  in  the  proud-to-be-frumpy  cars,  which  can  easily 
carry  four  adults,  is  an  afterthought.  They  want  to  make  a 
killing  in  advertising,  and  that  has  thrust  them  into  a  thicket  of 
contradictory  local  rules.  The  Kleins  want  to  wrap  the  taxis  in 
one-sponsor  swirls  of  multicolored  ads,  yet  in  New  York  and 
Miami  cabs  must  be  yellow;  in  Chicago  and  elsewhere  you  can 
pick  your  color,  but  every  cab  in  the  fleet  must  use  it.  And  the 
London  taxis  already  have  been  banned  in  Boston,  where,  it  turns 
out,  all  cabs  must  be  white. 

The  Kleins'  company,  London  Fleet,  has  filed  for  permits  in 
New  York,  Miami,  Atlanta  and  Rockville,  Md.,  insisting  the  car's 


distinctive  exterior  screams  "taxi!"  and  offering  to  trim  the  c 
in  each  city's  colors  to  reinforce  that  notion.  It  also  must  m» 
special  safety  and  environmental  regulations  in  several  sta 
because  the  cars  run  on  diesel  fuel.  Richard  C.  Hewatt,  pre 
dent  of  Atlanta  Checker  Cab  Co.,  hopes  to  buy  15  London  ta: 
to  add  to  his  150-car  fleet,  but  he  frets:  "A  lot  of  bureaucrats  u 
things  like  this  as  a  political  football." 

So  the  Klein  brothers,  who  have  flown  over  100,000  miles  ai 
lobbied  scores  of  local  taxi  regulators  and  fleet  chiefs,  have  lin 
up  support  from  a  powerful  lobby  that  is  beyond  reproach:  t 
disabled.  The  new  taxis  feature  a  swivel-out  seat  and  a  detachal: 
ramp  for  easy  wheelchair  access.  The  company  formed  a  thre 
person  Disability  Advisory  Council  made  up  of  disabled  citize 
who  endorse  London  Fleet.  One  member,  Bradley  Saul,  recent 
testified  at  a  New  Orleans  public  transportation  council  meetin 
That  night  city  officials  granted  London  Fleet  permission  to  s» 
the  cabs  to  New  Orleans  operators. 

"Our  biggest  obstacle  in  every  city  is  convincing  regulato 
our  cab  provides  a  real  benefit  and  isn't  just  an  effort  by  us 
make  money  with  advertising,"  says  Marc,  37. 

The  Klein  brothers,  backed  by  $4  million  from  their  brothe 
in-law,  Chicago  fleet  owner  Patton  Corrigan,  had  first  hoped 
buy  the  London  taxis  in  the  U.S.  but  found  that,  at  $52, 0C 
apiece,  they  were  twice  the  cost  of  a  new  Crown  Victoria,  the  ta; 
standard.  They  turned  to  ad  sales,  kicking  back  $400  a  month 
buyers  to  make  the  London  model  more  affordable. 

So  far  London  Fleet  has  35  cars  in  three  markets;  it  aims  fc 
400  in  20  cities,  which  would  bring  in  $10  million  or  more  a  yea 
Next  up  are  looser  locales  such  as  Houston  and  Jacksonville,  Fla 
which  don't  ban  wrap  ads  on  cabs.  San  Francisco  was  especiall 
welcoming:  It  now  has  25  London  taxis  tooling  around  the  hill 
and  chilly  city,  expanding  Luxor  Cab's  fleet  to  1 80  cars.  With  lit 
tie  resistance,  the  San  Francisco  Taxi  Commission  bent  the  rule 
for  wrap  ads,  and  soon  the  cutesy  cabs  were  sporting  $3,500-a 
month  billboards  for  Cingular  and  ING  Direct.  "These  thing 
handle  well,  can  help  the  disabled  and  the  drivers  love  them, 
says  Luxor's  president,  John  Lazar.  "Plus,  London  taxis  really  fl; 
right  up  those  hills."  I 


FICTIONAL  BILLIONAIRES 


Mickey  Mouse  &  friends 


$5.8  billior 


ORB 


Mickey  Mouse  may  be  75,  but  age 
hasn't  put  a  damper  on  his  earn- 
ing power.  Last  year  Mickey  and 
Disney  pals  Minnie,  Donald,  Daisy, 
Pluto  and  Goofy  grossed  $5.8  billion 
from  toys,  movies  and  the  like.  That's  23%  more  than 
the  year  before,  when  Disney's  Winnie  the  Pooh 
Topped  the  list.  Why  the  mouse's  rebound?  Credit 
hoopla  and  new  products— including  adult  apparel- 
tied  to  Mickey's  milestone  birthday  last  year.  For 
more  details,  stories  and  methodology,  go  to 
forbes.com/extra. 

—Vanessa  Gisquet  and  Lacey  Rose 
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Winnie  the  Pooh  &  friends 

$5.6  billior 

Frodo  Baggins  (Lord  of  the  Rings)  $2.9  billior 

Harry  Potter 

$2.8  billior 

Nemo 

$2  billior 

Yu-gi-oh 

$1.6  billior 

SpongeBob  SquarePants 

$1.5  billior 

Spider-Man 

$1.3  billioi 

Wolverine  (X-Men) 

$900  millior 

Pokemon  $825  millior 

Gross  2003  revenues  for  the  top  ten  richest  fictional  characters 


DATE 

TYPE 

PI LOT -IN -COMMAND 

2ND  PILOT 

09-21 -03 

CJ1 

Mike  Rathel 

Joe  Rudder 

lust  m 
ttl  sta 
itt,  pre 
don  ta: 
icratsi 


:,:  "These  pilots  are  unbelievable.  When  a  storm  closed  the  airport  near  my  mom's  house,  they  had  to  land  fifty  miles 
away.  So  the  pilots  drove  my  mom  home." 

OO 


When  you  buy  a  share  of  a  private  jet  from  CitationShares,  you  get  more  than  just  luxury,  value,  simplicity,  and 
en1  convenience.  You  get  people  with  passion.  JetPassion.  Give  us  a  call.  You'll  see  what  we  mean. 

jyf 


CitationShares 


JetPassion 


JetOwnership  >  1-800-340-7767x121  >  CitationSh 


iron! 


POWER  PLAYERS 


Who  Ya  Gonna  Callski?  In  Moscow,  Democratic  honcho  Bob  Strauss 

and  his  law  firm  are  the  folks  to  see  By  Heidi  Brown 


luk6il 


TO  GET  A  DEAL  DONE  IN  RUSSIA 
these  days  it  helps  to  know  Pres- 
ident Vladimir  Putin.  Failing 
that,  the  well-connected  law  firm 
of  Robert  Strauss  isn't  a  bad  fallback. 
Strauss  is  the  former  ambassador  to 
Russia  (1991-92),  onetime  Democratic 
powerbroker  and  cofounder  of  Wash- 
ington law/lobby  firm  Akin,  Gump, 
Strauss,  Hauer  &  Feld.  Acting  as  much 
investment  banker  as  law  firm,  Akin, 
Gump  has  become  the  firm  to  see  to  get 
things  done  in  Russia. 

That  reputation  was  solidified  last  month  with  the  Russian 
government's  sale  of  its  7.6%  stake  in  Lukoil  to  Houston's 
ConocoPhillips.  Two  Akin  partners,  Rick  L.  Burdick  and  James 
Langdon,  got  the  deal  rolling  in  discussions  with  Lukoil  about 
the  idea  of  linking  to  a  big  U.S.  oil  company.  Lukoil  happens  to 
be  the  Russian  client  the  firm  has  had  the  longest  (since  1994); 
Akin  helped  get  it  listed  in  London  in  2002. 

With  a  nod  from  Lukoil,  Langdon  went  to  James  Mulva, 
chief  executive  of  ConocoPhillips — they  attended  the  University 
of  Texas  together — who  eventually  agreed  to  the  $2  billion  deal 
that  got  him  8%  more  reserves. 

Strauss  opened  the  Russian  office  in  1994  and  put  to  work 
relationships  gained  while  ambassador.  Unlike  other  firms,  he 


pursued  Russian  companies  a 
clients,  rather  than  U.S.  compa 
nies  with  Russian  operations.  " 
don't  think  they  realized  wha 
Russia  could  become,"  sayi 
Strauss,  86.  One  of  the  firm's  firs 
projects  in  Russia  was  the  1994 
Azerbaijan  pipeline  project  in 
Central  Asia  involving  several  big 
oil   companies.    Other  deali 
included  Lukoil's  purchase  of  the 
Getty  Oil  Co.  in  the  U.S.  in  2000 
and  Nestle's  acquisition  of  eight 
Russian  confectionery  companies. 

"They've  gotten  us  in  to  see  whoever: 
we've  wanted  to  see,"  says  Augie  Fabela 
cofounder  of  VimpelCom,  Russia's) 
second-largest  mobile-phone  outfit. 

The  firm's  dealmaking  ruffles  a  few 
in  insular  Moscow.  "We  don't  want  to 
play  the  role  of  an  investment  bank," 
sniffs  a  lawyer  in  Moscow  who  won't  be  identified.  "We  never; 
find  the  counterparty." 

Strauss  says  he  has  never  met  Putin  and  even  thinks  the  pres 
ident  is  mad  at  him  for  recently  canceling  a  meeting  with  busi 
ness  leaders.  So  far  it  hasn't  hurt.  I 


Strauss  uses  ties  to 
keep  deals  weli-oiled 


WHAT'S  NOT  IN  A  NAME 

Ever  since  the  queerly  named  Republicans  for  Clean  Air  bashed  Senator  John  McCain  on  behalf  of  George  Bush's  2000 

primary  bid,  Section  527  political  action  committees  have  hid  behind  a  slew  of  misleading  Orwellian  monickers. 

Can  you  match  the  group  name  to  its  goal?  —Neil  Weinberg 


!.  Progress  for  America 

2.  Bring  Ohio  Back 

3.  People  for  Integrity  in  Government 

4.  Committee  for  Working  Families 

5.  Victory  Campaign  2004 

6.  Campaign  for  Working  Families 
7  America  Coming  Together 

fizans  for  a  Stronger  Florida 


a.  Gathers  Democrats  against  Bush 

b.  Runs  anti-Bush  ads 

c.  Opposes  abortions 

d.  Runs  pro-Bush  ads 

e.  Supports  Democrats 

f.  Lobbies  for  trial  lawyers  J 

g.  Lobbies  for  home  builders 

h.  Supports  labor  candidates 


"J-8  <B-Z  '°-9  'q-Q  'M-fr       'a-2  'P-l  :sj9msuv 


Source:  The  Center  for  Public  Integrity 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO 
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In  other  words,  you  work  on  creating  memories, 
we'll  work  on  making  sure  your  money  doesn't  become  one  of  them. 


|f  all  the  luxuries  money  affords  you,  perhaps  the  greatest  is  the  luxury  to  do  whatever  it  is 
iu  really  want  to  do.  That's  where  Neuberger  Berman  can  help.  We  provide  a  wide  range  of 

health  management  services  designed  to  protect  and  enhance  your  hard-earned  money.  We 
llso  know  the  more  complex  your  financial  affairs,  the  more  critical  it  is  for  your  advisors  to 
Irork  with  a  common  vision.  That's  why  we  offer  you  the  option  of  a  Personal  Financial  Advocate  — 
lour  "personal  CFO"  —  to  provide  leadership  in  everything  from  tax  planning  to  business 
nanagement  to  investment  advisory  services.  To  learn  more,  call  us  at  866.483.1046,  ext.  21429 

r    visit    nb.com.    After    all,    there    are    so    many    memories    out    there    just    waiting    to  happen. 


MONEY    MANAGEMENT    IS    WHAT    WE  DO: 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 


e 

|[I  at 


euberger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $74  Billion  in  assets  under  management  (3/31/04).  Minimum  investment  $500,000.  For  more  information,  including  a  list  of  our  offices 
itionwide.  visit  nb.com.  ©2004.  All  rights  reserved.  4/04. 


front 


POKER'S 
NEW  SUIT 

Maybe  poker  really  is  a  sport.  It's  televised.  It's 
awash  in  prize  loot.  And  now  there's  even  an  owner- 
ship feud  brewing  between  its  biggest  promoters. 

First  came  Steven  Lipscomb,  president  of 
Los  Angeles-based  WPT  Enterprises.  A  former 
documentary  filmmaker,  Lipscomb  in  2002  fig- 
ured out  how  to  use  tiny  cameras,  clever  editing, 
on-screen  graphics  and  voice-over  to  make  a 
poker  game  work  on  television.  He  founded  the 
World  Poker  Tour  and  had  it  broadcast  on  the 
Travel  Channel,  to  high  ratings. 

Meanwhile,  Walt  Disney's  ESPN  had  been  airing 
dull,  static  broadcasts  of  the  World  Series  of  Poker, 
the  storied  tournament  started  by  Las  Vegas  casino 
owner  Jack  Binion  in  1970.  ESPN  cribbed 
Lipscomb's  camera  techniques  and  flashy  on- 
screen graphics  beginning  last  year.  Now  the 
network  is  teaming  up  with  casino  giant  Harrah's 
Entertainment,  which  bought  the  World  Series  of 
Poker,  to  form  another  league,  the  World  Series 
of  Poker  Circuit. 

That  upped  the  ante.  A  WPT  attorney  warned 
ESPN  that  Lipscomb's  camera  and  graphics 
technology  was  "proprietary"— his  applications  for 
patents  on  those  ideas  are  pending.  Lipscomb  says 
he  may  sue  if  ESPN  keeps  "stealing  our  show."  ESPN 
says  it's  done  nothing  wrong. 

Memo  to  any  promoters  of  spelling  bees:  Check 
the  patent  filings. 

—Stephane  Fitch 


For  the  winner, 
a  pile  of 
money  awaits: 
poker  champ 
Annie  Duke. 


PUBLISHING 

Vanity  Capital 

A  semiretired  venture  capitalist  is  spending  a  ton 
flogging  his  self-published  novel  of  self-discoverv 
and  antimaterialism  By  Erika  Brown 


VANITY  PUBLISHING  IS  ALWAYS  EMBARRASSING.  BUT  PAY 
bunch  of  guys  to  dress  up  like  rams  and  wolves  while  do 
ing  out  free  copies  of  your  book  and  you're  talking  about 
new  kind  of  humiliation.  That's  not  what  Richard  Shaper 
was  shooting  for.  After  ten  years  at  Woodside,  Calif's  Crosspoir 
Venture  Partners,  where  he  made  tens  of  millions  backing  sue 
companies  as  Covad,  Xylan  and  Digital  Island,  he  is  trying  to  pro\ 
he  is  more  than  just  a  money  man. 

He  wrote  a  novel,  Wild  Animus  (available  in  hardcover 
stores  since  last  month  for  $20  and  paperback  just  about  every 

where  else  for  free 
and  is  spending  a 
least  $450,000  mar 
keting  it  throug 
his  vanity  press 
Too  Far.  That's  a 
amount  typically  re 
served  for  books  b 
former  president 
"I'm  not  that  fo 
cused  on  the  bud 
get,"  he  says. 

Clearly.  Shap 
ero,  56,  has  give 
away  perhaps  a 
many  as  100,00( 
copies  of  his  book 
He  has  "donated 
Wild   Animus  tc 
hundreds  of  book 
clubs.  Handing  oul 
books  by  the  case- 
load and  dressed  in 
full  ram  regalia  (the 
book  has  a  character  who  thinks  he's  a  ram),  his  flacks  try  to 
engage  people  in  discussions  about  illicit  drugs,  true  love  and 
madness. 

Apparently  those  are  some  plot  lines  in  the  book,  though 
regarding  its  merits,  we  defer  to  an  online  review  from  a  reader 
in  Austin,  Tex.  who  calls  the  novel  "atrocious  ...  cliche-ridden 
and  stupid." 

Shapero  has  a  thick  skin,  even  without  a  fleece  attached.  "I've 
been  successful  in  business,  but  that's  not  the  only  thing  I  am,"  he 
says.  He  might  pay  heed  to  what  Jan  Nathan  of  the  Publishers  Mar- 
keting Association  says  of  his  chances  of  selling  lots  of  books:  "One 
rule  is:  If  you  have  to  pay  to  get  published,  don't."  F 


Rich  Shapero,  the  VC  behind  the  book. 
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International  Steel  Group,  with  financing  help  from  C IT,  acquire' 
Steel.  A  deal  that  promises  to  make  America's  steel  industry^ 
We  can  add  muscfe  to  your  business.  Visit  ClT.com.  We  see  v^t 


I  Mavericks 


imon  Lok  is  brash  and 
brilliant  and  intense,  a  26-year-old  com- 
puter scientist  with  a  teensy  company  and 
big,  conqueror  dreams.  He  has  developed 
an  elegant  little  networking  box  that  shuts 
out  intruders  and  costs  80%  less  than  the 
gear  hawked  by  the  giants  he  despises — 
Cisco,  Lucent,  those  guys. 

"I  want  to  kill  them  all,"  he  says.  "I 
want  to  crush  them,  because  these 
incumbents  are  selling  stuff  that  doesn't 
work,  and  that  annoys  me.  They're 
engaged  in  profiteering.  There's  nothing 
wrong  with  making  money,  but  not  when 
you're  selling  things  that  don't  work  right." 

Anyone  who  has  had  to  run  a  data 
network,  he  says,  knows  exactly  how  he 
feels.  That  frustration  drove  him  to  start 
his  own  company,  Lok  Technology,  which 
now  targets  the  next  big  wireless  mar- 
ket— Wi-Fi  and  a  new  wave  of  WISPs 
(wireless  Internet  service  providers)  that 
offer  Net  access  over  free  airwaves  and 
charge  people  for  the  ride.  The  firm's  Air- 
lok  device  handles  most  of  the  core 
chores  of  running  a  network,  signing  up 
new  users,  checking  passwords,  routing 
traffic  and,  most  important  of  all  in  this 
leaky,  insecure  age,  protecting  networks 
from  hackers  and  viruses. 

The  Airlok's  advanced  security  is 
where  Lok's  true  ambitions  lie.  His 
quixotic  quest  is  to  make  the  entire  Inter- 
net a  secure  place  to  do  business.  Right 
now  we're  not  even  close,  he  says.  "The 


Internet  today  is  a  house  of  cards.  We've 
got  these  viruses  taking  over  machines, 
causing  billions  of  dollars  in  damage,  and 
for  the  most  part  they  are  written  by 
amateurs,  kids."  He  frets  that  one  day  real 
experts  will  wreak  havoc.  "What  if  all  the 
banks  are  shut  down  because  they  all  run 
the  same  infrastructure — Cisco  routers 
and  Microsoft  Windows?  Ultimately  it 
will  result  in  catastrophe." 

Never  mind  that  Lok's  six-person  com- 
pany has  sold  only  70  Airlok  boxes,  assem- 
bled by  Lok  himself  and  a  part-time  intern 
working  out  of  rented  warehouse  space  in 
Vero  Beach,  Fla.  And  never  mind  that  Lok 
Technology  aims  for  a  mere  $  1  million  in 
sales  this  year  and  that  more  than  a  dozen 
venture  capitalists  have  looked  at  the  com- 
pany without  investing.  To  hear  Simon  Lok 
tell  it,  it's  only  a  matter  of  time  before  gi- 
ants like  $22  billion  (fiscal  2004  sales)  Cisco 
collapse  under  the  relentless  assault  of  his 
genius.  He's  serious.  "I'm  smarter  than 
those  guys,"  he  insists.  "I'm  going  to  chop 
them  off  at  the  knees." 

Lok  has  an  ego  that  could  fill  Carnegie 
Hall  and  the  technical  chops  to  back  it  up. 
At  26  he  holds  three  master's  degrees 
(one  in  electrical  engineering,  two  in 
computer  science) — and  in  December  he 
will  complete  a  Ph.D.  in  human- 
computer  interaction  at  Columbia  Uni- 
versity. "I'm  an  engineer  and  a  scientist, 
and  I've  worked  in  IT — how  many  people 
do  vou  know  who  have  done  all  three?" 


he  says.  "That's  why  I'm  different." 

Born  in  Manhattan  to  immigrantl 
parents  (his  father  fled  Communist 
purges  in  China  in  1958)  and  raised  in 
Queens,  Lok  taught  himself  to  program 
computers  as  a  child  and  in  high  school 
worked  as  a  techie  at  NASA's  Goddard 
Institute  for  Space  Studies  in  New  York. 
At  16  he  entered  college  at  New  York's 
Cooper  Union  for  the  Advancement  of} 
Science  and  Art,  graduating  at  20  with  ■ 
bachelor's  and  master's  degrees  in  electri- 
cal engineering. 

An  obsessive-compulsive  workaholic 
who  puts  in  14-hour  days,  Lok  has  a  pen- 
chant for  profanity  and  manages  servers 
wearing  a  pair  of  virtual-reality  goggles  as 
a  computer  display.  "He's  certainly  crazy, 
there's  no  doubt,"  says  his  best  friend, 
Gabriel  Loh,  a  professor  at  the  Georgia 
Institute  of  Technology  who  met  Lok 
when  both  attended  Cooper  Union. 

In  college  Lok  freelanced  as  a  consul- 
tant, helping  dot-coms  get  up  and  run- 
ning.- Gradually  he  became  appalled  by 
the  shoddy  quality  of  network  gear.  "It 
amazed  me  how  little  magic  and  how 
much  pain  there  was  in  these  expensive 
machines.  Tech  managers  spend  all  their 
time  fixing  problems  caused  by  compa- 
nies that  make  boxes  that  don't  work 
right.  And  yet  they  accept  it!" 

In  1998  Lok  learned  that  one  of  his 
clients  was  about  to  spend  $70,000  on  a 
pair  of  Cisco  routers  to  handle  the  simplest 
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Mavericks 


(Jof  tasks.  "I  said,  'Are  you  crazy?'  So  I  went 
ijhome  and  in  less  than  a  week  I  built  them 
jltwo  boxes  that  would  do  the  same  job — 
[ffor  $7,000.  That's  when  I  knew  it  could  be 
[easy  to  develop  my  own  product." 

He  started  Lok  Technology  in  1999, 
^creating  two  products  for  the  paranoid — 
ILokMail,  for  bulletproofing  e-mail  sys- 
tems, and  LokVault,  to  safeguard  storage 
iSnetworks.  Those  machines  had  such 
■impressive  armor  that  they  caught  the 
[attention  of  a  former  director  of  the 
{National  Security  Agency,  Lieutenant 
■General  Kenneth  Minihan,  who  for  years 
jhad  been  sounding  the  alarm  about  the 
■vulnerabilities  of  the  Internet. 

Minihan  pored  over  the  Lok  boxes  and 
Ideemed  them  a  generation  ahead  of  any- 
thing around;  he  signed  on  as  an  adviser  to 
Ithe  company.  His  pal  Stuart  Woodward,  a 
Kelecom  consultant,  joined 
[Lok  Technology  in  2002 
land  now  is  chief  operating 
lofficer.  But  customers 
■weren't  interested  in  Lok's 
(sophisticated  security  ma- 
Ichines.  Undaunted,  he  re- 
trenched and  redesigned, 
laiming  at  Wi-Fi. 

Though  only  the  size 
[of  a  pizza  box,  the  Airlok 
1525  contains  the  guts  of  a 
[half-dozen  machines  that 
IWISPs  usually  buy  sepa- 
rately, including  a  router, 
la  firewall,  a  storage  cache  to  store  Web 
[pages  locally  for  faster  call-up,  a  band- 
width manager,  a  performance  monitor 
land  a  computer  that  handles  billing  and 
[authentication  and  authorization  of  users. 

The  all-in-one  approach  wipes  out  the 
[glitches  that  arise  when  WISPs  buy  a  router 
[from  Cisco,  content  cache  from  Network 
[Appliance,  performance  monitor  from 
[Hewlett-Packard  and  so  on.  This  mish- 
Imash  is  wasteful — each  box  requires  its 
[own  microprocessor,  though  one  could 
[serve  all — and  needlessly  complex,  since 
[each  box  has  its  own  software,  requiring 
|\VISPs  to  manage  six  different  systems. 
[Mixed  systems  are  also  prone  to  break- 
downs, and  troubleshooting  is  tricky  be- 
I  cause  each  vendor  blames  the  others. 

Lok's  solution:  Put  everything  in  one 
Islim  box,  using  one  or  two  AMD  chips  to 


power  everything,  a  custom  chip  for  secu- 
rity and  unified  software  with  a  point- 
and-click  design  for  easy  setup.  Lok  uses 
off-the-shelf  parts  and  OpenBSD,  a  free 
version  of  Unix.  The  smallest  Airlok  sup- 
ports up  to  300  concurrent  users  and  costs 
$3,000  versus  $20,000  if  a  WISP  buys  all 
the  features  separately.  A  larger  Airlok,  for 
5,000  users,  costs  $20,000  and  does  the 
work  of  seven  devices  costing  $120,000. 
The  biggest  Airlok  supports  50,000  users 
and  costs  $70,000  versus  $500,000  or  more 
for  equivalent  separate  devices.  (Lok,  a 
BMW  fanatic,  named  his  devices  the  3,  5 
and  7  series,  copying  the  carmaker.) 

WIFI-NY,  a  WISP  in  New  York,  uses  a 
midsize  5-series  box  to  run  a  25-block 
broadband  wireless  network  in  lower 
Manhattan;  independent  filmmakers  use 
it  to  zip  movie  clips  to  one  another. 


The  Multitasking  Pizza  Box 


The  Airlok  525  does  the  work  of  seven  machines  at  a  fraction  of  the  cost 


TRADITIONAL  STACK 

PRICE 

Content  cache 

$35,000 

Bandwidth  manager 

26,000 

Firewall 

22,000 

Router 

20,000 

Authentication  server 

12,000 

Portal  appliance 

7,500 

Management  tool 

1,000 

Total 

$123,500  | 

Airlok  525 


$19,650 


Source:  Lok  Technology. 


SmartWires,  a  WISP  in  Miami,  uses 
3 -series  Airlok  boxes  to  run  wireless  net- 
works in  shopping  malls  and  apartment 
buildings.  Daniel  Ghansah,  president, 
says  previously  each  network  required  up 
to  seven  servers,  all  performing  different 
functions.  "Now  I  have  one  box.  I  took 
everything  else  out — switches,  routers, 
everything.  Instead  of  monitoring  all 
these  boxes  I  just  sit  down  behind  one 
box  and  find  out  everything  that  is  going 
on  in  my  network." 

Better  yet,  Lok's  single-box  solution  is 
bulletproof,  Ghansah  says.  One  apartment 
network  kept  going  down  because  the  col- 
lege kids  living  there  were  downloading 
music — and,  inadvertently,  viruses.  The 
problem  stopped  when  Ghansah  installed 
an  Airlok.  "Simon's  security  technology  is 
amazing.  I  call  myself  the  Maytag  repair- 


man now.  I  don't  have  much  to  do," 
Ghansah  says. 

J.  Russ  Grant,  a  tech  manager  at  the 
American  Airlines  training  center  in  Dal- 
las, ripped  out  a  Cisco  router  and  other 
gear  and  put  in  an  Airlok  5-series  last  year 
simply  because  of  its  advanced  security 
features.  The  center  had  been  plagued  with 
viruses  as  up  to  a  thousand  visiting  clients 
arrived  each  week,  plugging  in  their  lap- 
tops and  contaminating  the  network.  The 
center's  Net  service  would  get  shut  down 
once  or  twice  a  month.  "I'd  be  down  for 
hours.  I  was  spending  all  my  time  trying  to 
keep  my  network  alive,"  Grant  says. 

He  likes  the  Airlok  because  it  takes  a 
"tough  love"  approach;  when  it  spots  a 
virus  on  a  computer,  it  automatically 
blocks  that  machine,  "blackholing"  the 
user,  and  notifies  Grant.  In  12  months  on 
Airlok  his  network  has 
never  crashed.  "The  Air- 
lok has  the  best  firewall  I 
have  ever  seen,"  says 
Grant,  who  believes  the 
product     could  even 
change  the  Web  itself. 
"Imagine  if  Comcast  or 
other  ISPs  started  using 
Airloks.  If  someone  got  a 
virus,  the  system  would 
just  shut  that  person 
down  before  it  could 
spread.  This  could  make 
hackers  obsolete." 
For  now  Lok  has  more  urgent  worries. 
Ever  frugal,  he  has  run  through  $2.4  mil- 
lion in  five  years  and  needs  funding.  He  has 
applied  for  patents  and  is  working  on 
what's  next,  which  he  won't  discuss  (some- 
thing in  security  is  a  good  guess).  "I've 
thrown  the  entire  book  of  what  I  know  at 
this  problem,"  he  says.  "We  can't  afford  to 
be  using  lousy  products  with  no  protection 
anymore.  We're  all  interconnected.  If  you 
have  a  problem,  all  your  neighbors  suffer." 

For  what  it's  worth,  folks  at  Cisco, 
with  54%  of  the  market  for  corporate 
Wi-Fi  webs,  say  they  haven't  heard  of 
Lok.  And  truth  be  told,  Simon  Lok  prob- 
ably won't  put  them  out  of  business.  But 
someday  might  Cisco  make  this  security 
wunderkind  an  offer  he  can't  refuse?  It 
could  be  good  for  Cisco — and  it  wouldn't 
be  so  bad  for  the  rest  of  us,  either.  F 


$19,650 
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Cingular's  network  has  supported 
BlackBerry®  handhelds  longer  than 
any  other  provider  in  the  world. 

One  doesn't  become  a  leading  provider 
of  wireless  email  without  a  few  notable 
::;8iackBerry    achievements.  For  starters,  we've  been 
providing  wireless  email  to  the  world's  most  prominent 
companies  for  more  than  a  decade  —  longer  than  any 
other  wireless  provider.  Clients  count  on  our  expertise 
and  dependability  to  support  their  businesses.  No  wonder 
Cingular  easily  gets  more  thumbs  up.  And  keeps  them 
there.  For  reliability,  security,  and  efficiency,  choose  a 
BlackBerry®  handheld  from  Cingular. 


Visit  one  of  our 


>res  nearest  you. 


X  cingular 

1-866-FITS-BI4 

www.cingular.com 


The  RIM  and  BlackBerry  families  of  related  marks,  images,  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In  Motion.  Limited  use  by  Dermission  RIM  em 
Research  In  Motion  are  registered  with  the  U.S.  Patent  and  Trademark  Office  and  may  be  pending  or  registered  in  other  countries.  The  graphic  is  a  service  mark  of  Cingular  Wireless  LLC  ©2004  CinguB 
Wireless  LLC.  All  rights  reserved. 
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SOFTWARE 


Easy  Designer 


SCROUNGING  FOR  WORK  IN 
May  at  an  industrial  design 
convention   in  Pittsburgh, 
Brian  Case  scored  a  coup:  a 
deal  with  Confederate  Motor 
^o.  to  pump  out  computer-aided  draw- 
gs  for  a  new  $45,000  bike,  the  Wraith, 
ase  had  one  serious  problem,  however, 
e  didn't  own  a  computer-aided  design, 
r  CAD,  program. 

He  set  off  through  the  expo  in  search 


of  one.  He  shunned  better-known  pro- 
grams, such  as  Dassault  Systemes'  Solid- 
Works  and  Ashlar- Vellum,  because  their 
on-hand  staff  seemed  content  selling 
strictly  on  name.  A  good  rapport  with  a 
representative  from  a  little  com- 
pany called  Think3  led  him  to 
plop  down  $4,500  for  a  year  of 
its  Thinkid  program.  Think3's 
free  training  classes  and  compre- 
hensive in-person  help  trumped 


Computer-aided-design 
tools  are  getting  so  cheap 
and  powerful  any 
metal-bending  firm  can 
find  its  inner  Frank  Gehry. 
By  Christopher  Steiner 


Technology 


any  brand-cachet  issues.  "1  felt  totally 
supported  with  them,"  he  says. 

Case  mastered  Thinkid  in  two  weeks 
and  finished  the  drawings  by  Aug.  10.  As 
he  worked,  the  changes  to  his  precise 
three-dimensional  models  were  reflected 
instantly  in  the  engineering  and  two- 
dimensional  CAD  files,  the  working  draw- 
ings for  the  motorcycle's  assembly.  Using 
Thinkid,  Case  changed  the  bike's  back- 
bone from  an  unwieldy  4-inch-wide  alu- 
minum tube  to  a  seamless  carbon  fiber 
piece  weighing  14  pounds.  The  first 
120hp  Wraith  rolled  out  Aug.  30,  and 
Confederate  was  beyond  satisfied  with 
Case:  The  company  credits  him  with  50% 


applications  take  full  advantage  of  today's 
cheap  Intel-based  servers  and  are  at  the 
right  price — low — with  interfaces  so  intu- 
itive that  CAD  novices,  especially  mechan- 
ical engineers,  can  swiftly  pick  them  up. 

Sales  of  CAD  software  to  midsize 
companies  are  growing  15%,  while  large- 
company  sales  are  expanding  at  a  pid- 
dling 5%  a  year,  says  Gearoid  Smyth, 
global  marketing  director  of  PTC,  a  CAD 
maker  formerly  known  as  Parametric 
Technology.  Every  year  another  5%  of 
the  1.2  million  2-D  CAD  users  in  manu- 
facturing migrate  to  3-D.  Privately  held 
Think3  expects  its  revenue  to  increase 
40%  this  year  to  $50  million.  Middle- 


Pro/Engineer  Wildfire  runs  $5,000. 

The  productivity  gains  from  some  ol 
these  integrated  2-D/3-D  software  package' 
can  be  staggering.  In  the  past  a  product's 
shape  alterations  would  be  hammered  oul 
by  designers  in  a  surface-modeling  pro- 
gram, a  tool  that  allows  for  easy  curvt 
design  and  concept  change.  That  3-D  date 
then  got  plugged  into  a  solid-modeling 
program  where  engineering  parameter; 
such  as  material,  thickness  and  structurt 
were  assigned  to  the  shape.  That  transi- 
tion could  take  weeks,  making  even  smal 
design  changes  exorbitantly  costly. 

But  modifications  are  far  easier  ir 
programs  such  as  Think3's.  Designers  car 


Mouse  Play 

The  Michael  Graves  Design 
Group  conjured  up  this 
mouse  to  sit  atop  a  chic 
Italian  cheese  plate.  In  a  few 
minutes  its  head  is  easily 
tilted  for  the  cheekiest 
effect  in  Think3's  Thinkid 
software.  The  same 
operation  in  a  stand-alone 
3-D  surface  modeler  wouid 
have  taken  half  a  day. 


of  the  bike's  creative  design  and  signed 
his  four-person  firm,  Foraxis  Design,  to  a 
three-year  contract. 

In  the  past  small-scale  designers  like 
Brian  Case  never  could  afford  the  cost  or 
learning  time  required  to  work  with  high- 
end  CAD  software.  The  power  to  make 
rapid,  wholesale  modifications  in  3-D 
rested  mostly  with  big  architecture  firms 
or  companies  the  size  of  Boeing,  which 
designed  its  entire  777  digitally  using 
Dassault's  Catia  software.  High-end  CAD 
programs  can  take  years  to  master,  mak- 
ing defections  of  skilled  employees  espe- 
cially damaging  and  leading  companies  to 
pay  upwards  of  $120,000  a  year  for  CAD 
mercenaries  with  little  in  the  way  of  real 
engineering  skills. 

That's  all  changing.  Small  and  midsize 
businesses,  many  facing  product  and  proj- 
ect complexities  a  bit  less  thorny  than  those 
in  the  777,  are  enjoying  a  democratization 
of  sophisticated  3-D  design.  New  brawny 


market  manufacturers  make  up  80%  of 
its  5,000  customers. 

CAD's  bigger  players  have  noticed  the 
midmarket  surge.  Dassault's  Catia  line 
now  comes  in  a  slimmed-down  version 
geared  toward  smaller  customers  for 
$12,000,  compared  with  a  typical  Catia 
package  price  of  $25,000.  Autodesk's  3-D 
modeling  product,  Inventor  CAD,  can  be 
had  for  $5,200  a  chair,  not  much  more 
than  its  mainstay  2-D  product,  AutoCAD. 
The    entry-level    version    of  PTC's 

"You  drop  the 
motor  into  the 
frame,  attach  a 
couple  of  bolts 
and  you're  done," 


type  in  descriptors  such  as  "sharpness"  oi 
"acceleration"  (which  refers  to  a  curve': 
severity)  and  watch  as  the  lines  of  a  sport 
car  or  tea  kettle  automatically  undulate. 

Boeing  is  again  using  Catia  softwart 
for  much  of  the  structural  design  of  it; 
new  7E7  jet,  but  it  is  using  Thinkid  for  th< 
plane's  cabin  plans  because  of  the  soft 
ware's  flexibility  in  making  changes.  Boe 
ing  engineers  have  laid  out  more  thai 
1 ,000  cabin  variations  thus  far. 

The  descriptor  capabilities  come  fron 
a  European  design  project  called  Fiores  I 
that  Think3  participates  in  along  witl 
companies  such  as  BMW  and  Pininfarina 
a  Ferrari  design  firm.  Fiores  II  is  an  effor 
to  develop  software  standards  that  wil 
retain  a  design's  intended  esthetic,  if  no 
its  exact  shape,  when  being  altered  in  th< 
engineering  process. 

Many  new  CAD  programs  are  alsc 
being  bundled  with  product-managemen 
programs  that  allow  for  on-the-fh 


72     FORBES"  November  1,  2004 


-Tirmfrmfrr'mrm~---"»  iiiiiiiiiiiiiniillllllllllllllllllllltlllllMlliyillllMrrfflBlf 


e-STUDI04511 


Affordable 
Multifunction: 
Get  the  economy 
of  black  and  white 
with  the  added 
benefit  of  color. 


User-Friendly  LCD: 
Tilting  wide-touch 
control  panel  that's 
extra  large  and 
easy  to  use. 


New  e-BRIDGE 
Technology: 
Out-of-the-box 
network  connectivity, 
plus  copy,  print, 
scan  capabilities. 


TOSHIBA 

Dont  copy.  Lead. 


You're  in  the  market  for  a  black  and  white  copier  and  suddenly  you  spot  the 
e-STUDI0451 1 .  You  check  off  all  the  boxes — speed,  cost  per  page  and  reliability 
just  to  name  a  few.  But  here's  the  kicker:  the  451 1  switches  to  color  on  the  fly 
(45  ppm  in  black  and  white,  1 1  in  color).  Whiz-boom-bang,  you're  hooked.  Now 
you  can  copy,  print  and  scan  in  color  while  saving  money  on  the  black  and  whites. 
And  with  new  e-BRIDGE  technology,  you're  Internet-ready,  mobile  and  wireless  right 
out  of  the  box.  Now  you've  got  the  power  to  do  it  all.  And  that  power  is  mighty  sexy. 
Visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA  for  more  information. 


©2004  Toshiba  America  Business  Solutions,  Inc.  Electronic  Imaging  Division  Ail  rights  reserved. 
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updating  of  a  bill  of  materials.  For 
instance,  when  a  product's  alu- 
minum surface  is  shrunk  or  bent,  the 
amount  of  on-order  aluminum  sheet 
metal  changes  instantly.  In  the  past 
materials  were  painstakingly  tracked 
by  hand  or  by  programs  that 
required  separate  entries. 

PowerSki  International,  a  San 
Clemente,  Calif,  firm,  used  PTC's 
Wildfire  to  design  its  Jetboard,  a 
$6,000  surfboard-shaped  craft  pow- 
ered by  a  45hp  engine  capable  of 
40mph.  The  3-D  CAD's  flexibility  let 
PowerSki  engineers  almost  eliminate 
the  need  for  pricey  prototypes. 

Moving  all  23  designers  at 
Michael  Graves  Design  Group  to 
Thinkid  has  cut  by  20%  the  design 
time  for  products  like  teapots  and 
wall  clocks  sold  at  Target  stores. 
"That's  really  important  when  you're 
developing  80  to  100  products  a  year," 
says  Donald  Strum,  senior  director  of 
product  design  at  Graves.  Universe 
Corp.  in  St.  Louis,  which  makes 
cladding  for  buildings  such  as  the  Sta- 
ples Center  in  Los  Angeles,  hooked  up 
with  Think3  two  years  ago.  Cus- 
tomers once  waited  an  average  of  six 
weeks  for  delivery  after  a  building  was 
measured.  Engineering  the  panels  in 
3-D  CAD  halved  that  wait. 

Design  pro  Brian  Case  estimates 
that  going  3-D  with  the  Wraith  bike 
slashed  the  number  of  parts  by  half,  to 
70.  The  3-D  visual  allowed  him  to 
eliminate  redundant  fasteners  and 
bolts  as  well  as  structural  members 
that  could  be  combined  into  one  part 
instead  of  several  needing  welds. 
"Now  you  drop  the  motor  into  the 
frame,  attach  a  couple  of  bolts  and 
you're  done,"  Case  says. 

Confederate  now  offers  clientele 
the  option  of  customizing  a  bike 
online  so  that  it  better  fits  the  buyer's 
height  and  weight.  "We  now  can  cre- 
ate a  man-machine  interface  that's  as 
symbiotic  as  possible,"  says  Confed- 
erate Chairman  Matthew  Chambers. 
Why  not,  if  you  can  afford  it?  Cus- 
tomizing adds  only  $10,000  to  the 
price  tag.  F 
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The  Invisible  We 

Search  services  are  getting  better,  but  look 
how  much  they  miss  |  By  David  Whelan 


~  PROPRIETARY  WEB 

TRULY  INVISIBLE  WEB  — 

V*  '  .    -?v;  .~T^'.25v  "v:  •  v*- ■   *   "    ■■  ■    "  \ -;V-  ,'v-'  -i.'  .-."14 

-  _Q 

VISIBLE  WEB  ■—  20  ^ 

Crawled  often  and  indexed  by  search  engines  ^* 
WHAT  WOULD  TURN  UP:  Google  founder  Sergey  Brin's  father's  CD 
home  page  at  the  University  of  Maryland  math  department. 

> 


PRIVATE  WEB 

Free  sites  blocked  by  a  password 

WHAT  WOULD  TURN  UP:  Google  founder  Larry  Page's  Orkut 
page.  On  it  he  claims  to  drink  "socially"  and  dress  "smart." 

PROPRIETARY  WEB 


TRULY  INVISIBLE  WEB 

Generate^  ad  hoc  by  databases 

WHAT  WOULD  TURN  UP:  aerial  views  of  Terry  Semel's  homes  in 
Malibu  and  Bel  Air,  Calif.,  on  Terraserver. 

Source:  The  Invisible  Web:  Uncovering  Information  Sources  Search  Engines  Can't 
See.  by  Chris  Sherman  and  Gary  Price  (Cyber Age  Books.  $29.95). 


"he  more  visible 
ou  make  your 
supply  chain, 


he  less  vulnerable 
it  becomes, 


Imagine  if  nothing  was  ever  out  of  your  sight. 
If  you  could  see  and  track  goods  everywhere 
in  your  supply  chain  -  in  real  time.  You  could 
re-route  more  quickly  and  reduce  out-of-stock. 
You'd  meet  security  issues  and  changing 
regulations  more  effectively.  You'd  have  a  clear, 
complete  picture  to  streamline  operations. 

Announcing  Unisys 
Global  Visible  Commerce, 

The  Global  Visible  Commerce  Solution  from 
Unisys  starts  with  a  digital  3D  Blueprint  to 
map  interactions  at  every  point  in  your  supply 
chain.  It  traces  cause-effect  relationships 
through  every  location,  transfer  and  customs 
requirement.  You  see  "what  if"  scenarios  and 
consequences  to  strategy.  Your  supply 
chain  becomes  more  visible,  so  it's  more 
predictable  in  a  vulnerable  world. 

This  solution  works  with  other  Unisys 
3D  Blueprints  so  you  can  become  a  3D 
Visible  Enterprise  -  where  the  future  of 
your  entire  organization  becomes  more 
visible.  And  more  predictable. 

UNISYS 

Imagine  it.  Done. 

unisys.com/gvc 


©2004  Unisys  Corporation.  Unisys  is  a  registered  trademark  of  Unisys  Corporation. 
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Digital  Tools 


The  Littlest  PC 


TINY  FULL-FLEDGED  PCS  HAVE  BEEN  AROUND  A  WHILE, 
but  rarely  do  they  make  it  to  American  shores  from  the 
Asian  climes  where  they've  been  embraced  over  the 
years.  Now  comes  the  born-in-the-U.S.A.  Oqo  model 
01,  a  14-ounce  Windows  machine  that  fits  snugly  in  a 
shirt  pocket.  Its  Web  site  modestly  claims  "It  is  the  only  computer 
you  need." 

Not  so,  alas,  but  it's  surprising  how  close  this  little  palmtop 
gets.  Pick  it  up  and  you  begin  imagining  how  you  might  perma- 
nently free  yourself  from  hotel-room  worry  about  presentations 
you  left  back  in  the  office  and  tunes  you  forgot  to  synch  to  your 
music  player. 

At  your  desk  you  can  dock  the  Oqo  to  a  monitor,  Ethernet 
cable,  keyboard  and  mouse.  In  the  air  you  can  use  the  built-in 
thumb  keyboard  to  catch  up  on  your  e-mail.  In  the  neighbor- 
hood you  can  turn  it  into  an  uber-iPod. 
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The  Oqo  costs  $1,900  with  Windows  XP  Home  or  $100 
more  for  XP  Professional.  That's  competitive  with  "lightweight" 
notebooks  that  weigh  three  times  as  much  and  have  comparable 
specs:  a  1 -gigahertz  processor,  a  20-gigabyte  hard  drive,  USB  and 
Fire  Wire  ports,  and  Bluetooth  and  Wi-Fi,  not  to  mention  a  dig- 
ital stylus  that  works  like  the  ones  on  tablet  PCs.  And  here  it's  all 
packed  into  a  box  smaller  than  two  CD  jewel  cases. 

But  then  you  start  noticing  compromises.  The  processor  is 
an  older  Transmeta  model  mated  to  a  mere  256  megabytes  of 
RAM  that  can't  be  upgraded.  That  combination  and  a  middling 
hard  drive  make  the  unit  seem  sluggish. 

A  microphone  is  built  in,  but  for  audio  output  you  have  to 
hook  up  headphones  or  external  speakers.  Wi-Fi  is  the  slower 
"b"  variety;  more  important,  USB  is  the  slower  1.1  type,  which 
means  external  disk  drives  will  be  limited  to  FireWire  models. 

The  screen's  800x480  pixels  don't  let  you  see  much  informa- 
tion at  once.  Its  transflective  design  makes  it  readable  in  sun- 
light, but  the  backlight  is  hardly  dazzling.  Adjusting  font  sizes  for 
readability  can  be  difficult  on  many  Web  sites;  fixed-size  win- 
dows on  some  sites  simply  won't  fit  on  the  screen.  And  the 
screen  is  unprotected  in  transit  unless  you  insert  the  unit  into  a 

carrying  case. 

But  the  thumb  keyboard 
that  reveals  itself  when  you 
slide  the  screen  up  a  bit  is  the 
unit's  real  downfall.  The  layout 
is  quirky,  and  thanks  to  an 
overly  flexible  membrane  that 
surrounds  the  keys,  the  space 
bar,  "enter"  and  mouse  keys 
don't  respond  at  all  if  you  hit 
them  off-center.  Oqo  should 


New  way  to  lose 
pounds  of  ugly 
fat:  Trade  your 
hulking  notebook 
computer  for  a 
14-ounce  PC. 


wm 


model  01: 
Lightweight 
package  runs 
heavyweight  Windows. 
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Digital  Tools 


replace  this  mound  of  mush  pronto. 

The  pointing  stick  usually  works  well,  but  the  cursor  sometimes 
freezes,  forcing  a  reboot.  A  thumbwheel  alternately  controls  scrolling 
and  audio  volume — a  bad  design,  as  I  discovered  when  the  wheel 
was  in  the  wrong  mode  to  quickly  stifle  a  deafening  Web  site. 

When  you  listen  to  music  on  headphones,  you  hear  a  sym- 
phony of  odd  noises  during  quiet  passages.  Wi-Fi  range  is  poor: 
The  prerelease  test  unit  was  the  only  Wi-Fi  product  I  have  ever 
tried  that  could  not  lock  onto  my  network  from  my  living  room. 
Instead  of  a  compact  docking  station,  Oqo  offers  a  stand  and  a 
long  cable  with  big  warts  that  turn  out  to  be  USB,  Ethernet, 
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FireWire,  video,  audio  and  power  ports.  In  theory  it's  portabl* 
in  practice  it  flops  across  your  desk. 

Battery  life  is  a  mere  two  hours  if  you're  using  Wi-Fi  and  th 
screen,  an  extra  half  hour  if  you  darken  the  screen  and  just  pla 
music  from  the  hard  disk.  Spare  batteries  cost  $100  each  bi 
must  be  charged  while  attached  to  the  Oqo. 

The  tiny-computer  concept  is  beginning  to  get  traction.  Pai 
Allen's  Vulcan  has  shown  the  slightly  larger  FlipStart  at  trade  cor 
ferences,  but  the  company  says  it  won't  be  out  this  year.  On  th 
evidence  of  the  Oqo  the  idea  definitely  makes  sense.  The  produi 
doesn't  quite.  I 


Phones  Go 
Broadband 


■  LOVE  WI-FI,  BUT  I  DON'T  WANT  TO  GO 
I  hunting  for  it  on  the  road.  In  my  ideal 
I  world  you'll  get  broadband  data  every- 
where your  cell  phone  works — and  the 
phone  will  provide  the  connection. 

That's  still  not  possible  in  the  U.S. 
today,  but  AT&T  Wireless  can  give  you  a 
glimpse — if  you  happen  to  live  in  one  of 
the  six  metro  areas  where  it  has  installed 
a  system  called  UMTS,  which  stands  for 
Universal  Mobile  Telecommunications 
System  or,  colloquially,  "We're  being 
acquired,  so  we  didn't  bother  coming  up 
with  a  catchy  name."  I  borrowed  some 
equipment  and  gave  it  a  try  in  my  Seat- 
tle home. 

With  Novatel's  Merlin  U520  card  and 
a  strong  connection,  my  PC  got  between 
225  and  273  kilobits  per  second  down 
from  the  Web,  84  up  to  it — on  a  par 
with  bottom-rung  DSL  service.  But 
when  the  signal  dropped  from  4  bars  to 
1,  the  card  could  manage  just  111  kbps 
downstream,  57  up,  and  the  connection 
repeatedly  disappeared. 

But  who  really  wants  to  carry  around 
an  extra  card?  The  right  way  is  to  let  your 
phone  do  the  job.  So  I  tried  Motorola's 
model  A845  with  an  optional  USB  cable. 
With  4  bars  of  signal,  it  pumped  as  much 
as  266  kbps  downstream,  58  up. 

Surprise!  I  could  talk  on  the  phone 
while  using  it  to  surf  on  my  PC — though 
that  dropped  the  downstream  data  rates 
to  as  little  as  104  kbps.  But  this  setup 


New  services  give  you  a  glimpse 
of  a  day  when  you  can  get 
high-speed  data  access 
everywhere  your  cell  phone  works. 


seemed  even  touchier  about  imperfect 
signals;  when  the  bars  dipped — as  they 
did  often  even  when  I  did  not  touch  a 
thing — the  phone  dropped  the  data 
connection. 

ATT  Wireless  asks  $300  for  the  phone, 


a  large  unit  whose  sma 
screen  can  display  unin 
pressive  streaming  vide 
from  ATT's  mMode  sy; 
tern.  Unlimited  data  de: 
tined  for  the  phone  itse 
costs  $25  a  month  abo\ 
voice  service;  dal 
headed  for  a  compute 
costs  $1  per  megabyt 
With  the  $150  card,  $80 
month  for  unlimite 
data  is  the  only  option. 

That's  the  sarr 
monthly  price  Verizo 
Wireless  charges  for  i 
faster  BroadbandAcce: 
service,  which  for  no 
uses  only  cards,  nc 
phones.  When  I  tried  it  i 
a  conference,  I  typical! 
got  about  400  kbf 
downstream  and  74  up. 
have  yet  to  try  it  in  a  rea 
world  situation,  thougl 
because  it's  not  availab 
where  I  live. 

Since  AT&T  Wirele: 
isn't  committing  to  « 
panding  UMTS,  and  h 
acquirer,  Cingular,  plar 
to  implement  a  differer 
version,  AT&T  Wireles 
UMTS  looks  like  a  high-speed  road  t 
nowhere.  But  Verizon  just  added  new  lc 
cations,  for  a  total  of  14  cities  and  son 
extra  airports.  Some  bold  carrier  neec 
to  go  national  and  add  data-capabl 
phones — and  cheaper  tariffs.      — S.A 


]  T^JrirhP S  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been 

I  •>na>:mn  I  covering  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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R.O.  Ida,  The  Chief  Financial  Officer 
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Profiles  in  Business  Mobility    Deploying  Your  Team 


Enable  better  teamwork, 
wherever  your  team  needs  to  work. 


\ 


1 


,  1  Business  can  happen  anytime, 
anywhere.  And  with  Nokia, 
you'll  have  the  advanced     ^5^-  < 

Nokia  6820  Messaging  Device 

messaging  devices  and  secure  mobile  connectivity 
offerings  you  need  to  make  sure  your  team  arrives  fully 
connected— and  ready  to  work.  So  whether  you're  deploying 


y  ^  a  team  for  a  big  presentation,  setting  up  a  remote  office, 
or  visiting  a  customer.  Nokia  mobility  solutions  ensure  that  your 
team  can  hit  the  ground  running. 
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QcAxra  Opeo  Wt  Back 


Afofco  One  Business  Server 
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Learn  more  about  applying  a  mobility 
strategy  to  your  business.  Download  the 
'Small  Change,  Big  Impact"  white  paper  at 
nokiaforbusiness.com 
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Connecting  People 
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Sex  toys,  saws,  scrapbooks.  Name  it,  you  can  buy  it  in  your 
neighbor's  living  room  |  BY  ALAN  FARNHAM 


GIGGLES.  TITTERS.  SQUEALS  OF 
naughtiness.  "All  right,  giris,  I 
want  you  to  play  a  little  game: 
ten  points  if  you've  ever  put  an 
edible  topping  on  your  man!"  a 
woman  says. 

It's  a  direct  sales  party  in  a  living 
room  in  Cincinnati.  The  hostess  is  not 
selling  plastic  bowls  with  tops.  No,  this  is 
more  like  Shtupperware.  Along  with  tick- 
lers, twin-engine  vibrators  and  other 


goodies  are  the  aforementioned  toppings. 
Before  the  party  ends  at  9:30  p.m.,  1 1 
women  in  their  late  20s  and  early  30s  will 
have  laughed  themselves  silly  and  shelled 
out  a  total  of  $1,200  for  the  potions  and 
nighttime  power  tools  offered  by  a  dis- 
tributor for  Pure  Romance. 

The  sex-toy  purveyor,  with  sales  of 
$30  million  last  year,  is  one  of  a  large  and 
varied  collection  of  vendors  who  sell 
through  multilevel  marketing  in  private 


Titters  for  sale: 
Pam  Ramler  (seated,  center) 
peddles  products  for  Pure 
Romance  in  private  homes. 

homes.  Pate,  pet  food,  saws,  scrap- 
books,  air  filters,  legal  services, 
expensive  apparel,  wine  and  golf 
clubs  are  being  sold  the  same  way 
as  Mary  Kay  cosmetics. 

While  retailers  try  all  sorts  of 
tricks  to  lure  people  into  stores, 
direct  selling  is  on  something  of  a 
tear,  outpacing  retail  sales  by  an 
average  of  1%  a  year  over  the  past 
ten  years.  In  2003  direct  sales  hit 
$30  billion.  Of  that,  party  plans 
accounted  for  28.5%,  up  from 
26.3%  five  years  before,  says  the 
Direct  Selling  Association  in  Wash- 
ington, D.C. 

Some  companies,  such  as  the 
Pampered  Chef,  a  cookware  vendor 
owned  by  Berkshire  Hathaway,  use 
in-home  parties  as  their  sole  sales 
channel.  Pure  Romance  turned  to 
in-home  sales  because  its  founder, 
Patricia  Brisben,  a  former  nurse, 
knew  women  didn't  want  to  buy 
vibrators  from  pimply-faced  kids  in 
porn  shops. 

But  traditional  companies  also 
view  peddle  parties  as  a  way  to  sup- 
plement in-store  and  catalog  sales. 
The  Body  Shop,  with  $712  million 
in  fiscal  2003  sales,  three  years  ago 
started  signing  on  individual  dis- 
tributors and  urging  them  to  throw 
in-home  parties  as  a  way  to  market 
its  soap  and  cosmetics — and  dis- 
tributorships— in  the  U.S.  Cata- 
loger  Lillian  Vernon  now  has  a 
party  operation.  Even  publishers 
are  catching  on.  Southern  Progress  Corp. 
of  Birmingham,  Ala.  created  Southern 
Livmg  at  Home  in  2001  as  a  way  to  mar- 
ket pottery,  glassware  and  other  knick- 
knacks,  including  a  $50  cake  stand  and 
$25  wine  glasses — as  well  as  subscriptions 
to  Southern  Living. 

Tupperware,  meanwhile,  is  going 
back  to  its  roots.  It  recently  pulled 
its  plastic  wares  from  Target.  Avon 
and  J.C.  Penney  parted  company  after 


80     FORBES*  November  1,  2004 


S&MH¥HS< 


a  brief  fling  in  2002. 

Products  best  suited  to  the  party  cir- 
cuit are  those  that  need  explanation.  Case 
in  point:  Tomboy  Tools  for  women. 
Company  President  Sue  A.  Wilson  knows 
women  often  feel  uncomfortable  buying 
hammers,  drills  and  the  like  from  huge 
hardware  stores.  "It's  intimidating  to  go 
in  there  and  say,  'I  don't  know  how  to  put 
a  bit  in  a  cordless  drill,' "  says  she. 

Tomboy's  in-home  consultants 
demonstrate  how  to  use  the  50-plus 
types  of  tools  and  tool  kits  the  Denver 
company  sells.  It  works,  apparently.  Wil- 
son expects  2004  sales  to  rise  1 5%  from 
last  year's  $500,000.  Creative  Memories, 
which  sold  $400  million  in  photo  albums 
and  scrapbook  supplies  last  year,  holds 
parties  where  attendees  learn  how  to  pre- 
serve photos  on  acid-free  paper. 

Women  aren't  the  only  folks  who 
like  to  schmooze  while  they  shop. 
ProShopathome  is  a  two-year-old  com- 


pany that  markets  golf  equipment  to  guys 
through  45  salesfolk.  At  gatherings  golfers 
quiz  the  sales  representative  about  $500 
drivers  and  an  $1,100  computerized 
putting  green.  There's  lots  of  time  for 
grilling — literally  and  figuratively — since 
sessions  often  take  place  over  a  barbecue. 
"It's  about  camaraderie,"  says  founder 
Gregory  Qualizza  of  Orland  Park,  111. 

Procter  &  Gamble  in  September  held 
a  "pajama  party"  in  a  ballroom  at  New 
York's  Plaza  Hotel  to  introduce  a  new  ver- 
sion of  Tide  laundry  detergent.  Amaz- 
ingly, 1,200  p.j.-clad  women  showed  up. 
P&G  isn't  looking  for  individual  distribu- 
tors, but  it  is  hoping  to  boost  sales  and 
awareness  of  signature  brands.  "We 
looked  at  this  trend  where  women  are 
bonding  in  their  houses,  having  these 
parties,"  says  Randall  Chinchilla, 
spokesman  for  Tide.  "We're  getting  the 
benefit  of  that." 

Gathering  with  friends — or  even 


strangers — to  discuss  products  of  inter- 
est is  just  another  way  to  socialize. 
Angela  Ferriell,  25,  has  been  to  five  Pure 
Romance  parties  in  the  past  year, 
shelling  out  a  total  of  $600  for  the  goods. 
"I  love  it,"  the  Charlotte,  N.C.  resident 
says.  "It's  a  lot  of  fun." 

Despite  the  markups,  a  Pure 
Romance  product  that  costs  $1.50  to 
manufacture  is  sold  to  one  of  the  6,200 
party  consultants  for  $6.50.  She  marks  it 
up  to  $20  and  keeps  the  profit,  less  10% 
that  goes  to  the  party  hostess.  She  also 
gets  up  to  a  3.5%  commission  on  the 
products  sold  by  the  consultants  she  has 
recruited.  And  still  the  toys  are  flying  off 
the  shelves  of  the  company's  10,000- 
square-foot  warehouse  in  Cincinnati. 
Boasts  Christopher  Cicchinelli,  executive 
vice  president  of  the  company  his  mother 
founded,  "We've  got  $700,000  to  $1  mil- 
lion in  inventory.  Last  year  we  turned  the 
inventory  27  times."  F 


THE  BREAKERS® 

PALM  BEACH 

To  stay  at  The  Breakers  Palm  Beach  is  to  enjoy  the 
pleasure  of  truly  personal  service,  luxurious 
accommodations,  one-half  mile  of  private  heach, 
an  oceanfront  spa,  an  array  of  fine  dining, 
36  holes  of  championship  golf,  world-class 
tennis,  award-winning  family  and  children's 
programs,  and  the  finest  on-site  houtiques.  A 
stay  at  The  Breakers  is  an  experience  worth 
repeating  for  generations  to  come. 

For  reservations  or  information, 
call  your  travel  professional,  contact 
The  Breakers  directly  at 

1-888-BREAKERS  (273-2537), 

or  reserve  online  at  thehreakers.com. 


PLAN  FOR  A 
BETTER  FUTURE 


What  if  you  could  feel  at  ease  about  your  financial  future? 

You  can  with  a  financial  plan  from  American  Express  Financial 
Advisors.  Our  comprehensive  approach  to  financial  planning 
shows  you  the  big  picture.  More  importantly,  it's  a  way  to  get  to 
know  you,  and  what  exactly  you  want  to  achieve,  so  your  plan  can 
keep  evolving  as  your  life  does.  Clients  refer  to  our  advisors  as 
"money  coaches,"  "teachers,"  and  most  often,  "friends."  When  you've 
developed  more  financial  plans  than  anyone,  that's  what  develops! 
There  are  over  10,000  American  Express  financial  advisors  in  more 
than  4,500  locations  nationwide  who  will  provide  you  with  the  high 
level  of  service  you've  come  to  expect  from  American  Express. 
Call  us  today  for  a  complimentary  initial  consultation. 

Call  800-Get-Advice  or  visit  usatgetadvice.com 
PLANNING  |  RETIREMENT  |  INVESTMENTS  I  INSURANCE 
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The  Conservation  Fund's 
Larry  Selzer  inspects 
the  merchandise. 
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STRATEGIES 


Selling  timberland  is  a 
knotty  legal  mess.  Now  an 
unlikely  dealmaker  has 
figured  out  how  to  unknot 
it,  freeing  new  value. 
By  Tomas  Kellner 

HIDDEN  BENEATH  A  MISTY 
canopy  of  oak,  pine  and 
hickory  trees  on  75,000 
acres  of  timberland  in  east- 
ern Tennessee,  an  invest- 
ment opportunity  of  the  rarest  kind 
is  unfolding — one  that  unites  bicker- 
ing factions  of  timber  companies,  coal 
miners,  state  regulators  and  greenie 
activists. 

The  dealmaker  at  the  center  of  this 
venture  is  an  unlikely  player — the 
Conservation  Fund,  which  seeks  to 
preserve  pristine  lands  by  lining  up 
big  investors  to  buy  the  tracts  out- 


JUSTIN  STEELE  FOR  FORBES 


FORBES"  November  1,  2004  83 


right.  Longtime  environmentalist  Patrick 
Noonan  founded  it  in  1985  with  the 
$500,000  "genius  grant"  he  was  awarded 
by  the  MacArthur  Foundation,  hiring  a 
platoon  of  M.B.A.s  to  ply  more  of  a 
probusiness  approach  to  conservation. 

Each  year  the  group  looks  at  500 
deals  and  gets  involved  in  a  quarter  of 
them,  encompassing  300,000  acres 
worth  $250  million.  The  fund  has 
worked  with  such  companies  as 
DuPont,  Aqua  America 
(water  extraction)  and 
Consol  Energy  (coal  min- 
ing). "We  speak  their  lan- 
guage; we  know  what 
the  hurdle  rate  is,"  says 
the  Conservation  Fund's 
chief  executive,  Lawrence  A.  Selzer. 

In  the  Cumberland  Forest  deal,  the 
Conservation  Fund  has  made  itself  the 
middleman  in  a  fractious  relationship 
between  rival  rights  owners.  The  result, 
writ  large,  could  unlock  new  value  in 
myriad  timber  investments  (and  a  few  in 
coal  plays,  too).  Some  7  million  acres  of 
woods,  worth  $4  billion  in  total,  are  idle 
and  up  for  sale,  of  a  total  500  million 
acres  of  timberland.  But  often  a  simple 
sale  is  all  but  impossible  because  of  the 
cobweb  of  rights  for  land,  trees  and  the 
minerals  beneath,  which  are  owned  by 
separate  companies  that  rarely  agree  on 
much  of  anything.  Adding  to  the  strain  is 
pressure  from  state  officials 
and  green  activists  pushing  to 
set  aside  ever  more  undevel- 
oped lands  and  protect  them 
from  the  chain  saw. 

The  75,000-acre  sweep  of 
forest  in  eastern  Tennessee, 
perched  atop  the  Cumberland 
Plateau  and  etched  by  the 
Cumberland  Trail,  was  the 
unwanted  asset  of  Interna- 
tional Paper.  It  inherited  the 
land  in  a  big  acquisition 
in  2000. 

The  company  put  it  up  for 
sale  two  years  ago  but  was 
thwarted  by  a  foot-deep  thicket 
of  deeds,  buyback  rights  and 
other  legal  paper.  Though 
International  Paper  owned  the 
land  and  the  timber  rights, 


Tennessee  Mining  Co.  claimed  the  coal, 
oil  and  gas  lodes  underneath.  Neither 
could  agree  on  how  to  cut  trees  or  extract 
coal  without  trampling  on  the  other's 
rights.  State  officials  were  pressing  Inter- 
national Paper  to  preserve  the  land  to 
bring  back  the  herds  of  elk  that  had 
roamed  there  for  centuries. 

Cue  the  Conservation  Fund,  whose 
pinstriped  M.B.A.s  took  on — for  a  fee 
that  covered  their  expenses — the  moun- 


rights  to  Cumberland's  40  million  trees. 

At  the  end  of  the  ten-year  deal  five- 
year-old  GMO  will  have  reduced  the  for- 
est by  only  5%.  International  Paper 
reaped  another  $7  million  from  the  state, 
which  bought  the  land  itself  to  use  as  a 
park.  Beneath  ground,  Tennessee  Mining 
sold  the  coal  rights  to  National  Coal  for 
$3  million  and  the  gas  rights  to  Cumber- 
land Timber  for  a  sum  believed  to  be 
$1  million. 


The  Conservation  Fund  divided  the  jumble 
of  resource  rights  into  neat  strata  so  they 
could  be  sold.  Result:  usable  land. 


tain  of  paperwork  required  to  divvy  up 
the  rights  into  neat  and  sellable  strata  and 
then  helped  match  the  owners  with  new 
buyers.  They  also  stripped  the  tract  of  its 
development  rights  and  stipulated  that 
much  of  the  land  must  stay  open  for 
recreation  and  that  wetlands  and  wildlife 
must  be  protected. 

For  the  timber  rights,  the  greenie 
dealmakers  brought  in  a  TIMO — a  tim- 
berland investment  management  orga- 
nization, a  REIT-like  partnership  of 
investors  who  put  up  $500,000  to  $1  mil- 
lion apiece.  GMO  Renewable  Resources,  a 
TIMO  in  Boston,  paid  $12  million  to 
International  Paper  to  secure  timber 


Where  Paul  Bunyan  Meets  King  Coal 


Untangling  conflicting  rights  for  coal,  timber  and  other  uses 
could  benefit  these  investments.  The  timber  stocks,  listed 
first,  are  affordable  and  promising.  Coal  stocks,  which  follow, 
have  surged  already  but  could  still  keep  rising. 

P/E 

TOTAL 

COMPANY 

PRICE 

TRAILING 

Z004E 

RETURN1 

TIMBER 

PLUM  CREEK  TIMBER2 

$35.48 

21 

26 

12% 

RAYONIER2 

45.99 

18 

22 

20- 

WEYERHAEUSER 

66.86 

23 

14 

7 

COAL 

ARCH  COAL 

36.57 

19 

40 

27 

CONSOL  ENERGY 

36.58 

NM 

62 

26 

MASSEY  ENERGY 

30.14 

NM 

47 

24 

PEABODY  ENERGY 

61.80 

34 

25 

183 

Prices  as  of  Oct.  6. 1  Five-year  annualized.  2REIT  Annualized  return  from  May  22,  20CI. 
NM:  Not  meaningful.  Sources:  FT  Interactive  Data,  Reuters  Fundamentals  and  Thomson 

First  Call  via  FactSet  Research  Systems. 

Early  on  GMO  toyed  with  buying  the 
entire  Cumberland  Forest  property  for 
$35  million,  then  backed  down.  It  was 
way  overpriced,  and  there  was  that  pres- 
sure from  the  state  to  turn  the  land  into 
a  park. 

Robert  S.  Saul,  GMO's  director  of 
domestic  acquisitions,  initially  worried 
the  deal  structure  was  too  arcane.  But  he 
relented  when  he  flew  down  to  Tennessee 
and  saw  the  forest.  It  was  full  of  grown 
trees  that  needed  to  come  down  to  let  in 
sunlight  for  younger  trees  to  grow.  So  the 
Conservation  Fund  deal  gave  GMO  the 
freedom  to  cut  down  (the  industry 
prefers  "harvest")  a  lot  of  trees  in  the  first 
three  years — $2  million  in  tim- 
ber each  year,  Saul  figures. 
Thereafter  GMO  can  take  out 
only  half  as  much. 

In  the  first  three  years  that 
amounts  to  an  annual  return  of 
16.6%  on  the  purchase  price — 
nicely  exceeding  the  11%-to- 
13%  return  his  fund  touts. 

The  preservation  angle 
also  lets  the  new  owners  avoid 
any  conflicts  with  local  zoning 
boards  because  the  state  takes 
over.  And  Tennessee  has 
agreed  to  let  the  new  owners 
build  roads  and  forgo  paying 
any  property  taxes  and  state 
road  maintenance  fees,  which 
otherwise  would  total  a  com- 
bined $350,000  a  year.  "A 
transaction  where  vou  don't 


84 


FORBES"  November  1,2004 


BOMBARDIER 

CHALLENGER  300 


wo  New  Business  Jets.  One  Great  Way  to  Fly 


BOMBARDIER 

LEAR JET  40 


Schedule  your  demonstration  flight  today. 


The  Bombardier  Learjet®40  and  Challenger®  300  are 
fast  becoming  the  bestselling  new  jets  in  fractional 
ownership.  The  Learjet  40  outperforms  all  comparable 
aircraft  where  it  matters  most.  It  flies 
faster,  higher  and  covers  more 
distance  nonstop  in  greater  comfort. 
The  all-new  Challenger  300 
flies  eight  passengers  in  ultimate 
comfort  from  coast  to  coast. 
It  was  designed  for  the  needs  of  the 
fractional  owner  to  deliver  a  better 


combination  of  range,  speed  and  comfort  than 
any  of  its  competitors.  Bombardier  Flexjetf 
the  exclusive  fractional  ownership  provider 
of  these  new  jets,  offers  the 
complete  range  of  industry- 
leading  Learjet  and  Challenger 
aircraft.  Flexjet  gives  you  more 
flexibility  and  performance 
than  any  other  fractional  jet 
ownership  program.  Two  new  jets. 
One  great  way  to  fly. 


To  learn  more,  call  1  -800-FLEXJET  or  visit  www.flexjet.com 


BOMBARDIER 


BOMBARDIER 

FLEXJET 


 ^Investing  

have  to  worry  about  the  real  estate  is 
the  hardest  thing  to  find  in  timber 
investment,"  Saul  says. 

The  Cumberland  accord  marks  the 
first  time  the  Conservation  Fund, 
which  usually  focuses  more  on  conser- 
vation easements  and  land  preserva- 
tion, has  tackled  multiple  industries 
and  taken  on  the  conflicting  rights  of 
timber,  coal  and  gas.  "As  a  result  of 
this  project  we  now  have  a  bold  new 
model  for  forestland  conservation  in 
America,"  says  the  Conservation 
Fund's  Selzer. 

If  that  approach  catches  fire,  it 
could  mean  even  better  returns  for 
timber  and  coal  companies. 

Stocks  for  the  two  industries  have 
done  well  lately.  Pure-play  timber  out- 
fits Plum  Creek  Timber  and  Rayonier 
have  been  buoyed  by  robust  lumber 
demand  from  the  ongoing  housing 
boom.  The  story  has  been  easily  as 
ebullient  for  coal.  High  oil  and  gas 
prices  have  ignited  coal  stocks  such  as 
Peabody  Energy. 

Long  term  the  outlook  is  still 
bright  for  both  wood  and  coal,  so  the 
Cumberland  Forest  deal  bodes  well 
for  continued  growth  in  stocks  in 
both  (see  table).  Timber  stocks  can  be 
had  for  fairly  cheap  multiples,  but 
coal  is  pricey  thanks  to  the  halo  effect 
of  ascending  oil  costs. 

The  value  of  timberland  proper- 
ties, even  after  adjusting  for  infla- 
tion, has  risen  an  average  of  12%  a 
year  since  1987,  three  percentage 
points  better  than  the  S&P  500's  real 
return,  according  to  the  National 
Council  of  Real  Estate  Investment 
Fiduciaries.  Meanwhile  the  Depart- 
ment of  Energy  expects  U.S.  coal 
production  to  grow  3.7%  this  year 
and  4.1%  in  2005. 

TIMOs  like  GMO  have  delivered 
returns  above  10%  a  year  since  the 
1990s.  In  tax  terms  both  TIMOs  and 
real  estate  investment  trusts  like  Plum 
Creek  and  Rayonier  offer  investors 
15%  tax  rates  because  iheir  profits  are 
classified  as  long-term  capital  gains. 
Dividends  from  other  types  of  REITs, 
by  contrast,  are  taxed  at  higher  rates  as 
ordinary  income.  F 


CHARITABLE  GIVING 


Stupid  Tax  Tricks 

Donors  can  now  give  away  money  for  a  tax  deduction 
while  still  managing  it.  But  just  because  they  can  do  this 
doesn't  mean  they  should  |  By  Ashlea  Ebeling 


SOMETIMES  TAX  AVOIDERS  GET  A 
little  too  clever  for  their  own 
good.  A  case  in  point  involves 
an  exotic  new  form  of  charita- 
ble giving  now  being  publicized 
by  Howard  Winklevoss  of  Winklevoss 
Consultants  in  Greenwich,  Conn. 
Winklevoss  just  won  a  nod  of  approval 
from  the  Internal  Revenue  Service  for  a 
system  in  which  a  charitable  donor  gives 
away  money  but  continues  to  manage  it 
in  a  sort  of  custom  endowment  account. 
Wow!  A  concession  to  taxpayers  from  the 


Howard  Winklevoss 
Why  settle  for  a  1%  return' 


mighty  IRS.  But  on  closer  examinatior 
this  may  turn  out  to  be  a  pyrrhic  victon 
for  taxpayers. 

The  Winklevoss  story  begins  when  hi; 
college-age  daughter  died  in  an  accidem 
in  2002.  Friends  contributed  $48,000  tc 
create  a  scholarship  fund  in  her  honor  foi 
members  of  her  amateur  theater  group 
The  tiny  not-for-profit  stuck  the  mone> 
in  a  bank  account  paying  less  than  1% 
Winklevoss,  an  actuary,  volunteered  tc 
manage  the  money.  He  doubled  it  in  1  £ 
months  with  investments  in  S&P  500  inde> 
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Enterprise  Rent-A-Car  wanted  to  reduce  operational  costs. 
Xerox  found  the  key  to  success  by  moving  2.4  million  vital 
documents  onto  their  intranet  every  month. 
There's  a  new  way  to  look  at  it. 
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and  small-cap  mutual  funds.  Inspired  by 
that  experience  Winklevoss  won  the  IRS' 
blessing  to  offer  something  called  the 
"donor-managed  investment  account."  A 
donor  gives  money  to  his  favorite  charity 
and  claims  an  immediate  tax  deduction, 
and  then  he  (or  his  favorite  money  man- 
ager) can  direct  the  portfolio  for  the  next 
decade. 

Forgive  us  for  pouring  cold  water  on 
this  touching  tale,  but  what's  the  point  of 
deferred  giving?  If  you  are  indeed  a  great 
money  manager  and  can  turn  your 
$100,000  gift  into  $200,000  before  the 
money  is  put  to  a  charitable  use,  why 
make  the  donation  now?  The  better 
strategy  is  to  buy  your  Google  shares  (or 
whatever)  today,  in  a  taxable  account, 
then  let  them  magically  double,  and  give 
the  appreciated  securities  away  to  an 
operating  charity  like  the  Salvation 
Army.  That  way  you  get  a  $200,000  tax 
deduction  rather  than  one  for  $100,000. 
The  $100,000  gain  goes  untaxed  if  it's 
long-term. 

Winklevoss  agrees  that  his  scheme 
isn't  for  buy-and-hold  types,  but  says  it 
makes  perfect  sense  for  active  traders. 

If,  on  the  other  hand,  the  reason  you 
are  intrigued  with  the  Winklevoss  tax 
gimmick  is  simply  that  you  want  to  get  a 
deduction  right  now  for  money  that  will 
be  put  to  charitable  use  gradually  in  com- 
ing years,  consider  other  options.  Here's  a 
survey  of  the  three  basic  types  of  deferred- 
gift  accounts. 

Donor-advised  fund.  The  best-known 
and  most  useful  of  the  new  breed  of  char- 
itable gift  formats,  these  allow  you  to 


donate  cash  or  appreciated  stock,  claim  a 
deduction  now  and  then  dribble  out  the 
money  to  your  favorite  causes.  You  nor- 
mally don't  manage  the  money — Fidelity, 
Vanguard  or  one  of  more  than  600  com- 
munity foundations  does,  although  you 
might  get  to  pick  among  a  few  mutual 
funds  or  investment  pools. 

Some  donor-advised  funds,  such  as  the 
Schwab  Fund  for  Charitable  Giving,  are 
moving  in  the  direction  of  increased  donor 
influence  over  investments,  as  well. 
Schwab's  new  Charitable  Asset  Manage- 
ment account,  available  with  a  minimum 
$250,000  contribution  (compared  with 
$10,000  for  a  basic  donor-advised  account), 
allows  a  donor  to  select  his  own  money 
manager,  with  the  charity's  approval. 

The  donor  himself  can't  be  the  man- 
ager, as  he  can  with  Winklevoss.  The 
administrative  fee  for  a  $500,000  account 
is  0.975%  of  assets  annually,  0.1  percent- 
age point  higher  than  for  a  basic  Schwab 
donor-advised  account.  Tack  onto  that 
the  money  manager's  fee,  which  can 
range  up  to  1%. 

Merrill  Lynch  offers  a  donor-advised 
program  in  conjunction  with  60  commu- 
nity foundations,  allowing  brokers  to 
earn  a  continuing  fee  for  helping  their 
clients,  the  donors,  pick  among  12  money 
managers.  Total  administrative  and 
investment  costs:  2.1%  of  assets. 

But  why  burden  the  orphans  you  are 
trying  to  help  with  2%  annual  fees?  You 
might  do  better  to  dole  out  gifts  annually 
and  skip  the  money  management. 

Supporting  organization.  This  is  an 
adjunct  to  a  charity.  There's  less  paper- 


work than  with  a  private  foundation  and 
you  can  donate  closely  held  (hence  hard- 
to-sell)  stock  and  take  a  deduction  for  its 
full  fair  market  value,  which  you  can't  da 
with  a  private  foundation.  In  contrast  ta 
the  Winklevoss-style  accounts,  your  influ- 
ence over  the  supporting  organization 
assets  can  go  on  for  decades,  if  the  charity 
agrees.  One  restriction:  At  least  51%  ol 
the  board  of  a  supporting  organization 
must  not  be  related  to  the  donor,  or 
working  for  him. 

Donor-managed  accounts.  Growing 
scrutiny  of  donor  control  over  money 
given  away  is  one  of  the  reasons  that  IRS 
approval  of  Winklevoss'  new  account  is 
noteworthy.  "It's  a  major  new  develop- 
ment," says  Stamford,  Conn,  charity  tax 
law  expert  Conrad  Teitell.  Thus  far  Skid- 
more  College  in  Saratoga  Springs,  N.Y  is 
the  lone  nonprofit  to  sign  up  to  offer  the 
Winklevoss  account.  "It's  another  arrow 
in  our  quiver,"  says  Donald  Blunk,  Skid- 
more's  director  of  planned  giving. 

Under  this  arrangement,  more  flex- 
ible than  the  other  two,  you  usually  lock 
in  the  charitable  recipient  up  front,  then 
invest  the  money  in  stocks,  bonds, 
funds,  real  estate  investment  trusts, 
hedge  funds  and  even  private  place- 
ments. (If  the  charity  sponsoring  the 
account  agrees,  you  may  even  direct  cash 
to  other  charities,  too.) 

To  keep  the  feds  happy,  Winklevoss 
put  a  lot  of  strings  on  his  accounts.  The 
charity  can  call  in  any  or  all  of  the 
money  at  any  time  and  discontinue  the 
investment  relationship  if  unhappy  with 
the  returns. 

Winklevoss  Consultants,  whose  main 
business  is  employee-benefits  software,  ad- 
ministers the  accounts  and  charges  0.75% 
of  assets  yearly  for  accounts  up  to  $5  mil- 
lion. That's  in  addition  to  what  the  invest- 
ment adviser  charges  (if  you  use  one)  and 
to  trading  costs.  For  now  the  minimum 
account  size  (and  multiple  parties,  such  as 
members  of  a  college  class,  can  contribute 
to  one  account)  is  $200,000. 

The  biggest  fans  of  donor-investment 
control  might  be  the  financial  advisers 
who  want  to  keep  managing  the  money 
their  clients  are  giving  away.  Our  advice  is 
to  think  long  and  hard  before  setting  up' 
one  of  these  accounts.  F 


Giving's  Long  Good-bve 


You  can  have  continuing  control  over  investments  when  you 
charities.  But  be  prepared  for  extra  paperwork  and  c 


INVESTMENT 
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HASSLE  & 

GIVING  TOOL 

CONTROL 

CONTROL 

EXPENSES 

STANDARD  OONOR-ADVISED  FUND 

Low 

High 

Low 

DONOR-DAMAGED  INVESTMENT  ACCOUNT 

High 

Low 

Low 

PRIVATE  FOUNDATION 

Highest 

Highest 

Highest 

SCHWAB  CHARITABLE  ASSET  MANAGEMENT 

Medium 

High 

Low 

SUPPORTING  ORGANIZATION  TYPE  1 

Medium 

Low 

Medium 

SUPP ORTING  ORGAN;  NATION  TYPE  3 

High 

Medium 

High 
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Actually,  well  treat  you  better.  A  Sentient  Jet 
membership  is  the  smartest  way  to  fly  privately': 

•  The  flexibility  you  need 

•  The  safety  you  demand 

•  The  service  you  expect 

•  The  value  you  deserve 

Contact  Sentient  let  today.  It's  a  very  smart  idea. 


SENTIENTJET 

THE  SMARTEST  WAY  TO  FLY  PRIVATELY 

800-760-4912    •  sentient.com 
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All  flights  are  operated  by  Part  135  carriers.  Operators  providing  service  for  the  Sentient  Private  Jet  Membership 
ust  meet  industry-leading  safety  standards.  Participating  aircraft  are  owned  by  corporations  and  high-net-worth  im 





STOCK  FOCUS 


The  New  Divining  Rod 

Oilfield  service  companies  are  getting  a  boost  from  expensive 
oil  and  from  a  cheaper  prospecting  tool  I  By  Michael  Maiello 


FIFTY-TWO-DOLLAR  OIL  HAS  A 
remarkable  effect  on  petro- 
leum engineers.  It  concentrates 
their  minds.  They  come  up 
with  all  sorts  of  new  ways 
to  find  oil  in  the  ground  and  remove  it. 

The  sharp  run-up  in  oil  prices  has 
already  had  an  impact  on  the  shares  of  oil 
service  companies,  now  looking  forward 
to  a  new  burst  of  exploration  and  devel- 
opment by  oil  companies.  Schlumberger, 
Baker  Hughes  and  Weatherford  Interna- 
tional have  all  seen  their  stocks  climb  at 
least  36%  in  the  past  year.  There's  reason 
to  believe,  nonetheless,  that  they  have  fur- 
ther to  run.  High  oil  prices  are  here  to  stay 
for  a  while.  The  December  2009  forward 
contract  for  crude  is  changing  hands  at 
$38.  That  price  will  cover  a  lot  of  drill 
pipe,  deep-sea  rigs  and  high-tech  gear 
used  for  discovering  oil  lying  miles  down. 

Morgan  Stanley  analyst  Ole  Slorer  notes 
that  the  best  prospects  for  new  finds  are  in 
die  deep  ocean,  where  the  chance  for  suc- 
cess is  only  1  in  5.  The  investment  for  this 
type  of  drilling  can  run  between  $30  million 
and  $50  million— and  still  result  in  a  dry 
well.  But  help  seems  to  be  at  hand  in  the 
form  of  a  new  exploration  tool  called  "con- 
trolled source  electromagnetic  imaging." 

Traditional  seismic  work  calls  for  pen- 
etrating the  earth  with  sonic  booms  and 
capturing  the  reflected  sound  waves  elec- 
tronically. An  analysis  of  the  reflections 
gives  hints  about  the  geologic  structures 
beneath.  The  new  technology  substitutes  a 
low-frequency  (between  0.10  and  10 
cycles  per  second)  electromagnetic  wave 
for  the  sonic  boom — more  radar  than 
sonar.  The  reflections  are  picked  up  on 
200-pound  receivers  that  are  dropped 
onto  the  seabed,  at  depths  of  at  least  1,500 
feet.  The  electronic  pulse  gives  prospectors 
a  better  view  of  the  ro<  ks  below  because 
the  presence  of  hydros  irbons  changes  the 
amplitude  and  phase  of  the  returning  sig- 


nal. It  can  be  used  before,  or  in  conjunc- 
tion with,  traditional  seismic  analysis. 

The  electromagnetic  imaging  is 
expensive  at  $200,000  per  test  but  still  a 
lot  cheaper  than  a  dry  hole.  ExxonMobil 
has  already  used  it  to  find  1 3  deepwater 
successes  in  a  row — an  unlikely  streak 
with  classic  seismic  work. 

The  new  equipment  is  made  by  a 
private  Norwegian  firm,  EMGS  (Electro- 
Magnetic  GeoServices),  and  by  a  micro- 
cap  public  company  called  OHM  (Off- 
shore Hydrocarbon  Mapping)  that  trades 
on  the  London  Stock  Exchange.  But  don't 
chase  this  little  stock,  which  has  rocketed 
55%  since  March.  Instead,  says  Slorer,  see 
how  the  technology  might  play  out  in  the 
broader  oil  service  business.  It  will  give 
wildcatters  a  high  enough  hit  rate  to  jus- 
tify a  lot  more  spending  in  deepwater. 
ExxonMobil,  Royal  Dutch/Shell,  Norsk 
Hydro  and  Statoil  have  taken  the  lead  in 
using  electronic  imaging;  Petrobas  and 
Apache  are  not  far  behind. 

If  Slorer  is  right,  oil  companies  will  be 
buying  more  conventional  seismic  surveys 
from  companies  like  Schlumberger  to  sup- 
plement the  electronic  imaging.  They  will 

Rigged  to  Benefit  


be  following  up  with  work  orders  to 
Baker  Hughes,  Weatherford  and  others 
to  drill  and  operate  the  new  wells.  A  play 
on  Brazilian  and  West  African  finds  is 
IHC  Caland,  a  company  based  in  the 
Netherlands  that  provides  production 
equipment  for  use  after  floating  rigs  have 
been  installed. 

"The  point  is  not  that  the  technology 
itself  will  be  a  big  revenue  generator," 
Slorer  says.  "It's  that  the  new  wells  found 
will  generate  perhaps  another  billion  in 
revenues  for  oil  services  companies 
within  the  next  two  to  three  years." 

Schlumberger  has  a  healthy  business 
running  mature  but  unexploited  oilfields; 
it's  also  strong  in  oil  well  measuring  tools, 
well-drilling  and  offshore  operations.  Slorer 
sees  20%  annual  earnings  gains  at  this 
company  for  several  years  out.  Weatherford 
is  a  dominant  purveyor  of  drilling  tools 
and  well-construction  services  in  the  U.S. 
and  Canada.  Though  the  electronic  imag- 
ing is  so  far  most  effective  in  the  North  Sea 
and  off  Africa's  west  coast,  Weatherford  will 
be  one  of  the  first  to  benefit  should  the 
technology  prove  useful  in  the  Gulf  of 
Mexico.  Slorer  expects  Weatherford  to  earn 
$1.60  a  share  this  year,  up  27%  from  2003. 

The  oil  service  leaders  are  trading  at  rich 
multiples.  Somewhat  cheaper  is  National 
Oilwell  at  19  times  its  2005  forecast,  making 
it  the  cheapest  U.S.  company  in  the  mix. 
National  Oilwell  makes  land  rigs  as  well  as 
drilling  systems  for  offshore  rigs.  F 


These  oilfield  service  companies  could  profit  from  a  new  technology,  CSEMI,  which 
greatly  reduces  the  price  of  finding  economically  viable  oilfields. 


ESTIMATED 

MARKET 

PRICE 

2005 

EPS 

VALUE 

RECENT 

YTD  CHANGE 

P/E 

GROWTH1 

($MIL) 

BAKER  HUGHES 

$44.05 

37% 

25 

14% 

$14,702 

BJ  SERVICES 

53.08 

48 

22 

21 

8,573 

GLOBALSANTAFE 

31.05 

25 

27 

27 

7,287 

IHC  CALAND 

52.59 

-3 

14 

15 

1,699 

NATIONAL  OILWELL 

33.75 

51 

19 

26 

2,899 

SCHLUMBERGER 

67.92 

24 

27 

20 

40,107 

VARCO INTL 

27.71 

34 

21 

34 

2,704 

WEATHERFORD INTL 

51.80 

44 

23 

18 

6,919 

Prices  as  of  Oct.  5.  Annualized;  projected  over  next  three  to  five  years. 

Sources:  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems. 
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The  only  company  that  rips 
mutual  fund  fees  in  hpj£ 


Get  50%  cash  back  on  12b-1  fees  through 
E*TRADE  Securities  exclusive  rebate  program. 


Over  5,000  funds  to 
choose  from  in  our  rebate 
program,  including  leading 
no-load  funds.' 


Our  All-Star  Funds  List 
takes  the  guesswork  out 
of  picking  leading  funds. 


Lowest  cost  stock  index 
funds  in  the  industry.2 


Get  a  free  portfolio  review  when  you  transfer  your  funds  today. 


E*  TRADE 

FINANCIAL* 

www.etrade.com 


Join  the  E*  volution. 

1-800-731-5223 


.EASE  READ  THE  IMPORTANT  DISCLOSURE  BELOW 
1   >u  should  consider  the  investment  objectives,  risk,  charges,  and  expenses  of  a  mutual  fund  carefully  before  investing.  The  fund's  prospectus  contains 
lis  and  other  important  information.  For  a  current  prospectus  and  index  fund  performance  information,  please  visit  etrade.com/mutualtunds.  Read  the 
rospectus  carefully  before  investing. 

or  details  and  important  information  about  the  12b-1  rebate  program,  please  visit  www.etrade.com/fundrebate  for  a  list  of  participating  funds  and  specific 
strictions  such  as  account  eligibility,  tax  consequences  and  payment  schedules.  The  E*TRADE  Index  Funds  do  not  participate  in  our  12b-1  rebate  program, 
or  important  information  ana  details  about  the  lowest  cost  E*TRADE  Index  Funds,  please  visit  etradefunds.etrade.com.  As  commissioned  by  ETRADE  Asset 
anagement,  Inc.,  Upper  determined  that  the  ETRADE  Index  Funds  had  the  lowest  effective  expenses  as  of  September  3,  2004  by  comparing  them  to  othe'  Pure 
dex  Funds  in  the  same  Lipper  Investment  Classifications/Objective,  while  excluding  institutional  and  other  mutual  funds  requiring  minimum  investments  of  $250,000 
'  more  and  exchange-traded  funds.  The  E*TRADE  Index  Funds  expenses  are  the  lowest  because  they  are  contractually  limited  through  April  30,  2005.  Without  the 
>ntractual  limits,  the  expenses  of  the  ETRADE  Index  Funds  are  0.68%  for  the  S&P  500  Stock  Index  Fund;  0.81%  for  the  Russell  2000  Index  Fund;  and  1.19%  for 
ie  International  Index  Fund  (based  on  the  most  recently  filed  shareholder  reports).  There  is  no  assurance  that  the  expense  limits  will  continue  beyond  April  30,  2005. 
;curities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
2004  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Hertz  rents  Fords  and  other  fine  ears. 
©Reg.  U.S.  Pat  Off.  ©  2004  Hertz  Svsten 


Save  5%  off  your  total  rental  when  you  pay  with 
an  American  Express®  Business  Card. 


OPEN:  The  Small  Business  Network  from 
American  Express™  and  Hertz  have  just 
made  your  life  easier.  Because  when  you 
rent  a  car  from  Hertz,  you  can  save  5%  off 
your  total  rental  when  you  pay  with  an 
American  Express  Business  Card.  What's 
more,  you  don't  even  have  to  remember  any 
coupons  or  codes — just  use  your  Business 
Card  and  the  savings  appear  automatically 
on  your  statement  each  month.  And  that's 
not  all.  The  savings  can  be  combined  with 
all  other  discounts  Hertz  provides,  so  your 
business  can  take  advantage  of  all  the 


benefits  they  repeive. 

Hertz  also  offers  great  services  11 
#1  Club  Gold®— our  fastest  way  to 
from  the  plane  to  your  car  and 
out  of  the  airport,  and 
NeverLost®  in-car  navigation 
system  that  tells  you  exactly  how  to 
to  your  destination. 

To  make  a  reservation,  go  to  hertz.cj 
or  call  1-800-654-3131.  To  learn  more 
apply  for  an  American  Express  Busin 
Card  call  1-888-473-5816  or  vi 
open.americanexpress.com/hertz. 


OPEN 


SMALL  BUSINESS  NETWORK  ' 


Rent  Wisely. 


z 


Terms  &  Condition--:  Additional  charge  for  NeverLost.  Subject  to  availability.  Payment  must  be  made  with  an  American  Express®  Busin 
Card.  Participation  and  otters  are  subject  to  change  without  notice.  Terms  and  conditions  apply.  Valid  only  at  U.S.  participating  loeatk 
For  more  information  please  visit  open.amerieanexpress.com/savings. 
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IT'S  THE  BEGINNING  OF  THE  FLU  SEA- 
son,  and  again  the  U.S.  is  short  of  flu 
vaccine,  but  this  time  the  shortfall  is 
disastrous.  We'll  have  only  half  of  the 
doses  needed.  The  cause:  a  bacterial 
contamination  at  a  Liverpool,  U.K.  vac- 
cine plant  owned  by  Chiron  Corp. 

The  Emeryville,  Calif,  biotech  had 
planned  to  deliver  54  million  doses, 
roughly  half  of  the  nation's  100-million- 
dose  supply.  (Sanofi-Aventis  makes  the 
other  half  at  a  manufacturing  plant  in 
Pennsylvania  and  has  already  shipped  30 
million  doses.)  In  August  Chiron  admit- 
ted that  2  million  to  4  million  doses  of  its 
Fluvirin  vaccine  were  unsterile  and  had  to 
be  scrapped.  British  health  regulators 
inspected  its  lab,  and  the  company 
expected  to  complete  that  process  and 
move  on  to  supply  all  its  doses  beginning 
in  October.  Then  came  the  stunner:  The 
regulators  suspended  Chiron's  license  to 
manufacture  and  barred  Fluvirin's  release 
for  three  months.  This,  after  Chiron  Chief 
Executive  Howard  Pien  went  before  Con- 
gress in  September  saying  he  was  on  track 
to  meet  a  48-million-to-50-million-dose 
goal  in  October.  "The  revelation  was 
completely  unexpected  from  our  per- 
spective," says  Pien,  46.  U.S.  health  offi- 
cials are  now  in  Liverpool  meeting  with 
U.K.  regulators.  Doctors  have  begun 
rationing  the  30  million  doses  already 
shipped  by  Sanofi-Aventis. 

Some  people  will  die  unnecessarily 
from  this  setback.  Every  year  influenza 
kills  36,000  people  in  the  U.S.,  mostly  the 
very  young,  very  old  and  very  infirm.  Last 
year  an  early  onset  of  the  flu  caught  offi- 
cials by  surprise  and  the  U.S.  fell  short  of 
necessary  doses  in  certain  regions.  More 
than  150  children  died  from  influenza. 

The  inability  of  the  vaccine  industry 
to  react  more  swiftly  to  a  single,  bad  bac- 
terial contamination  underscores  the 
need  for  a  better  manufacturing  process, 
one  using  mammalian  cell  cultures.  The 
current  virus  incubation  process  uses 
chicken  eggs,  requiring  vaccine  makers  to 


Broken  Eggs 

The  U.S.  faces  a  massive  shortage  of  flu  vaccine 
this  winter  due  to  a  slip-up  at  a  Chiron  lab  in 
England.  The  need  for  a  new  production 
method  is  suddenly  dire  |  By  Zina  Moukheiber 


order,  up  to  a  year  in  advance,  painstak- 
ingly chosen  chicken  eggs.  "If  we  were 
making  this  [flu  vaccine  in  cell  culture] 
and  had  to  rev  up  [production]  we 
wouldn't  have  to  collect  tens  of  millions 
of  eggs.  We  would  have  more  control  over 
production.  We  can't  say  'Oops,  we'll 
have  chickens  lay  more  eggs,'"  says 


Anthony  Fauci,  director  of  the  National 
Institute  of  Allergy  &  Infectious  Diseases. 

Most  drugmakers  have  long  deserted 
flu  vaccine  production.  King  Pharmaceu- 
ticals bailed  out  in  2000  and  Wyeth  in 
2002.  Vaccine  prices  were  too  low  to  gen- 
erate an  attractive  return  on  all  the  fixed 
investment  required  to  maintain  the 
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manufacturing  plants.  There  remains, 
moreover,  a  potential  for  product  liability 
in  pediatric  vaccines  and  the  technical 
difficulties  in  growing  living  organisms. 
Flu  viruses  change  their  look  every  fall, 
and  a  vaccine  maker  has  to  guess  early 
and  correctly  which  strain  will  dominate. 

Shortages  will  continue  to  plague  the 
public  health  now  that  only  two  big  flu 
vaccine  makers  are  left  standing.  (Med- 
Immune  will  make  between  1  million  and 
2  million  doses  of  its  nasal  spray  Flu- 
Mist.)  When  things  don't  go  wrong,  it's  a 
profitable  business:  The  wholesale  price 
of  a  shot  has  risen  from  $2  five  years  ago 
to  between  $6  and  $8  today.  Maybe 
Howard  Pien  was  right  when  he  said — 
before  the  Liverpool  fiasco — "I  don't 
understand  why  others  don't  think  vac- 
cines are  a  good  business." 

Last  year  Chiron  grossed  $1.8  billion, 
earning  $304  million  in  profit,  from 
diverse  businesses  such  as  blood  testing 
and  a  drug  for  cystic  fibrosis.  Vaccines 
made  up  $678  million,  or  38%  of  the  sales 
total.  Pien  expects  that  to  rise  to  $1  billion 
by  2008,  assuming  the  company  is  able  to 
wipe  the  egg  off  its  face.  Wall  Street  sees  a 
sickened  company.  Chiron's  2004  profit 
will  be  at  best  a  third  of  the  $300  million 
once  expected.  Since  August  the  company 
has  shed  22%,  or  $2  billion,  of  its  market 
capitalization. 


By  the  Numbers 


Influenza  is  a  recurring  health  problem 
because  of  lack  of  awareness. 


of  the  U.S. 
population  gets  the  flu  each  year. 


die  each  year  from  flu. 

jmber  of  days  after  getting  sick 
that  you  can  still  infect  others. 


Number  of  people 
who  get  hospitalized  from  the  flu. 

Source:  Centers  for  Disease  Control  &  Prevention 


late-stage  trials  in  the  U.S.  next  fall.  Aven- 
tis  is  using  human  retinal  cell  lines  to 
develop  vats  of  flu  serum.  It  has  yet  to 
enter  human  trials. 

In  an  era  of  high-speed  recombi- 
nant genetic  drugmaking,  vaccine  pro- 
duction is  still  primitive,  little  changed 
in  50  years.  The  recipe  for  the  shot  you 
get  each  fall  is  concocted  the  prior  win- 
ter by  flu  researchers  in  80  countries 
who  pin  down  what  they  think  will  be 
the  following  year's  three  dominant 
influenza  strains.  Their  recommenda- 


"I  don't  understand  why  others  don't  think 


vaccines  am^goj 


iess. 


5J 


Fortunately,  Chiron,  Sanofi-Aventis 
and  others  are  avidly  pursuing  new,  more 
flexible  incubation  techniques  that  will 
replace  chicken  eggs  with  vats  of  animal 
or  human  cells.  While  this  will  not  result 
in  a  more  potent  shot,  Pien  thinks  it  will 
accelerate  the  preparation  process  from 
five  months  to  two  months  and  allow  fac- 
tories to  react  faster  to  a  pandemic. 

Chiron  is  racing  to  finish  late-stage 
trials  of  a  method  that  grows  strains 
within  clones  of  a  1980s-era  dog  kidney 
cell.  It  expects  to  seek  regulatory  approval 
by  the  end  of  the  decade.  Baxter  Interna- 
tional is  now  in  late-stage  trials  in  Europe 
using  green  monkey  kidney  cell  lines  to 
grow  the  virus  in  vats.  It  plans  to  start 


tion  is  passed  along  to  a  Food  &  Drug 
Administration  advisory  panel  that 
selects  the  final  three  seed  strains  in 
March.  (This  year  it's  type  A  New  Cale- 
donia, A  Fujian  and  B  Shanghai.) 

At  Chiron  three  seed  strains  are 
injected  separately  into  fertilized  eggs 
chosen  under  rules  that  would  make  a 
kosher-meat  inspector  blush.  The  eggs 
have  to  be  brown,  weigh  50  grams  and 
be  harvested  at  23  weeks  from  only  four 
breeds — Hy-Line,  Lohman,  ISA  or 
Bovan.  This  year  Chiron's  Liverpool  fac- 
tory had  to  order  75  million  to  150  mil- 
lion eggs  in  advance  from  more  than  30 
European  farmers.  To  get  a  head  start, 
Chiron  takes  a  gamble  by  producing  one 


of  the  strains  in  December,  taking  its  cue 
from  strains  circulating  in  the  southern 
hemisphere. 

Twenty-two  days  after  an  egg  is 
injected  with  one  of  the  three  strains, 
Chiron  workers  extract  the  fluid  and  iso- 
late and  inactivate  the  viruses.  They  then 
mix  the  three  viruses  together  to  form  a 
vaccine.  Three  eggs  provide  one  to  two 
doses  of  the  three-strain  vaccine. 

In  the  late  1990s  scientists  at  Chiron's 
laboratory  in  Marburg,  Germany  were 
looking  for  a  more  predictable,  flexible 
incubation  medium.  They  setded  on  dog 
kidney  cells.  With  the  proper  cocktail  of 
chemical  nutrients,  a  cell  line  fermenting 
in  a  cylindrical  vat  at  about  98.6  degrees 
Fahrenheit  can  generate  millions  of  cells 
growing  in  suspension.  One  strain  of 
virus  then  infects  all  cells,  producing  a 
soup  full  of  virus.  Scientists  inactivate  the 
virus  with  formaldehyde  and  purify  the 
liquid  of  cellular  debris. 

In  1999  Chiron  signed  an  agreement 
with  Aventis  to  joindy  develop  and  fund 
the  technique.  Aventis  had  the  rights  to 
sell  it  in  the  U.S.,  and  Chiron  in  the  rest 
of  the  world.  But  this  past  January,  Aven- 
tis broke  off  its  deal  with  Chiron  to  pur- 
sue a  different  approach  using  human 
retinal  cells.  Chiron  regained  U.S.  rights, 
and  Aventis  had  to  step  a  few  years  back 
in  the  race. 

Michel  DeWilde,  who  heads  research 
and  development  at  Aventis'  Pasteur  divi- 
sion, says  his  firm's  work  with  human 
cells  allows  for  more  precise  documenta- 
tion of  cell-line  genetic  traits,  which  is 
important  in  case  something  goes  awry, 
such  as  cancer.  "The  perception  of  safety 
is  better,"  says  DeWilde,  who  claims  that 
scientists  are  more  in  the  dark  with  dog 
cell  lines.  DeWilde  also  disagrees  with 
Pien's  assertion  that  the  use  of  animal  cell 
cultures  can  cut  production  time  signifi- 
cantly. "[It]  is  an  illusion,"  he  says.  Test- 
ing the  vaccine  in  ferrets  before  moving 
on  to  humans  will  take  six  to  eight  weeks, 
eliminating  any  head  start  over  the  tradi- 
tional egg  method. 

Pien  disputes  Aventis'  interpretation. 
Chiron  plans  to  invest  more  than  $100 
million  to  refurbish  the  lab  over  the  next 
three  years,  but  one  little  bacterium  has 
laid  its  plans  waste,  for  now.  F 
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IFYOl  ,R1  i  MAN  oi;  WUAlANWHOljpo.vi  READ  THIS 
and  reap.  The  longer  a  man  lives,  the  greater  his  chances  of  get- 
ting prostate  cancer.  But  the  buoyant  new  truth  is  that  scientists 
and  medical  companies  are  closer  than  ever  before  to  taming 
this  threat,  reducing  prostate  cancer  to  a  chronic,  manageable — 
and  utterly  survivable — disease.  For  most  of  $0  years  men  with 
advanced  cases  have  had  a  dearth  of  treatments  other  than 
crude  hormone  therapy  adopted  in  the  1940s,  which  essentials  was  a  form 
of  chemical  castration.  Now  researchers  are  on  the  brink  of  a  revolution  in 
prostate  care,  deploying  an  arsenal  of  new  weapons  that  were  all  but 
unimaginable  20  years  ago. 

A  hundred  experimental  drugs  are  now  in  human  efficacy  trials,  tar- 
geted at  crucial  "lethality"  genes  that  help  some  tumors  spread  and  kill. 
State-of-the-art  robotic  surgery  can  remove  the  prostate  while  preserving 
the  delicate  nerves  needed  for  sexual  function.  New  computer-guided  sys- 
tems for  pinpoint  radiation  can  zap  tumors  at  far  higher  doses  than  previ- 
ously possible,  without  destroying  healthy  tissue.  And  futuristic  genetic 
tests  will  single  out  which  men  are  most  likely  to  get  the  most  virulent 
forms  of  the  disease,  letting  preemptive  treatment  begin  years  before  can- 
cer turns  deadly. 

"The  science  is  starting  to  connect,"  says  Emory  University  oncologist 
Jonathan  Simons,  who  leads  a  consortium  of  13  universities  developing 
new  prostate  drugs.  "It  is  like  a  huge  circuit  board,  and  we  are  starting  to 
figure  out  the  master  circuits."  A  few  years  ago  Memorial  Sloan-Kettering 
oncologist  Howard  Scher  had  little  to  offer  men  with  advanced  cases. 
"Now  1  can  talk  to  them  about  eight  or  ten  different  options,"  he  says.  "I'm 
successfully  treating  patients  with  advanced  disease  for  four,  five,  six,  eight 
or  even  nine  years.  That  just  didn't  happen  before." 
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This  embarrassment  of  riches, 
however,  besieges  men  with  a  bewil- 
dering array  of  treatment  choices,  con- 
flicting advice  from  doctors — and  a 
lack  of  definitive  studies  comparing 
the  options.  Prostate  cancer  is  a  lazy 
killer,  often  languishing  for  decades 
without  causing  any  symptoms.  When 
it  first  surfaces,  you  can  do  nothing, 
betting  that  the  disease  will  grow  so 
slowly  that  something  else  will  kill  you 
first.  Or  you  can  pick  your  poison, 
choosing  between  surgery  to  remove 
the  prostate  and  one  of  two  forms  of 
radiation,  external  beam  radiation  and 
radioactive  "seeds"  implanted  in  the 
gland  itself. 

The  nation's  preeminent  doctors 
furiously  debate  the  relative  efficacy 
of  these  alternatives,  but  the  treat- 
ments all  come  with  the  potential  for 
nasty  side  effects,  ranging  from  incon- 
tinence to  rectal  bleeding.  The  biggie: 
impotence. 

Fifteen  years  ago  prostate  cancer 
was  an  obscure  disease  that  men 
wouldn't  talk  about.  Then  financier  Michael  Milken,  Intel's  An- 
drew Grove,  News  Corp.  Chairman  Rupert  Murdoch  and  other 
prominent  survivors  went  public  and  pushed  for  more  research. 
In  1993  Milken  founded  the  Prostate  Cancer  Foundation,  which 
funded  high-risk  projects  that  federal  agencies  might  have  es- 
chewed (see  sidebar,  p.  104).  Says  Milken:  "We  have  totally 
changed  the  paradigm  of  research  funding.  The  pace  of  research 
has  picked  up  dramatically.  There  are  so  many  things  in  the  works 
now."  Since  his  foundation  began,  government  funding  has 
soared  from  $60  million  to  half  a  billion  dollars  a  year. 

It's  about  time.  Every  year  230,000  American  men  are  diag- 
nosed with  the  disease  (86%  of  them  in  the  earlier  stages), 
70,000  get  surgery  to  remove  the  prostate  and  30,000  die  of 
prostate  cancer.  Medical  costs:  $4.6  billion.  New  diagnoses  are 
expected  to  jump  to  300,000  a  year  by  2015  as  baby  boomers 
head  into  retirement. 

This  cancer  is  an  indiscriminate  enemy.  Autopsy  studies  of 
men  who  died  of  other  causes  have  found  early  traces  of 
prostate  cancer  in  two-thirds  of  those  in  their  60s  and  one- 
third  of  men  in  their  40s.  Pathologists  have  even  found  tiny 
deposits  of  prostate  cancer  cells  in  men  in  their  20s.  One  in  six 
men  will  develop  full-fledged  tumors,  and  one  in  35  will  die 
of  the  disease.  Good  news:  Annual  deaths  from  prostate  can- 
cer are  down  14%  ir  a  decade;  that  amounts  to  about  5,000 
saved  lives  in  a  year. 

This  gland,  usually  the  size  and  shape  of  a  walnut  and 
wedged  between  the  bladder  and  the  rectum,  may  be  more  trou- 
ble than  it  is  worth.  The  prostate  isn't  at  all  necessary  for  getting 
an  erection,  or  sexual  pleasure  for  that  matter.  Its  main  role,  it 


seems,  is  to  produce  a  portion  of  the 
seminal  fluid  that  acts  as  a  delivery 
vehicle  for  sperm.  When  cancer  strikes, 
the  patient  may  never  know  it,  so  poky 
is  the  pace  of  this  invader. 

But  over  time  some  of  these  harm- 
less cancers  mutate  and  turn  aggres- 
sive, growing  so  much  they  can  be 
detected  in  a  biopsy.  The  causes  are 
not  known  but  probably  include  a 
combination  of  inherited  bad  genes, 
bad  diet  (too  much  fat  and  red  meat, 
too  few  vegetables)  and  random 
genetic  errors  that  occur  as  cells 
divide.  Even  these  larger  tumors  typi- 
cally aren't  deadly  as  long  as  they  are 
contained  within  the  prostate.  But 
when  they  metastasize  and  move  into 
the  body,  invading  bone,  patients  face 
an  excruciatingly  painful  decline. 

That  frightening  possibility  sends* 
tens  of  thousands  of  men  into  urgent 
treatment  each  year,  though  many 
need  not  have  done  so.  The  main 
blood  test  that  provides  early  detec- 
tion, the  PSA  or  prostate  specific  anti- 
gen test,  which  took  hold  a  decade  ago,  has  a  high  false-positive 
rate.  That  leads  to  thousands  upon  thousands  of  unnecessary 
biopsies  every  year.  (The  test  is  guilty  of  false  negatives,  too:  PSA 
fails  to  spot  cancer  15%  of  the  time.)  Moreover,  up  to  75%  of 
prostate  tumors  being  detected  now  by  PSA  are  too  small  to  be 
an  immediate  threat,  asserts  Stanford  University  urologist 
Thomas  Stamey. 

Researchers  at  Correlogic  Systems  of  Bethesda,  Md.  and 
Matritech  in  Newton,  Mass.  are  pursuing  new  methods  that 
might  displace  the  PSA  test  in  a  few  years.  They  believe  they  have 
discovered  new,  telltale  proteins  or  protein-fragment  patterns. 
Even  more  compelling  work  is  under  way  to  produce  a  predic- 
tive genetic  test  that  can  reliably  distinguish  between  the  tumors 
that  will  kill  you  and  the  slackers  that  grow  so  slowly  they  will 
never  cause  any  harm.  That  could  spare  thousands  of  patients 
from  ever  having  to  bother  tackling  prostate  cancer  at  all.  "We 
are  probably  overtreating  a  lot  of  patients,"  says  Harvard  Med- 
ical School  pathologist  Mark  Rubin,  who  is  working  on  DNA 
tests  to  predict  the  future  aggressiveness  of  a  tumor.  "In  ten  years 
it  may  turn  out  that  we  did  more  harm  than  good." 

Designer  Drugs  


Targeting  Tumors  Millennium  Pharmaceuticals 
prostate  drug  consists  of  an  antibody  (blue)  linked 
to  potent  chemotherapy  molecules  (red).  The 
antibody  seeks  out  proteins  on  the  cancer  cells. 
Once  the  antibody  finds  a  cell,  it  and  the  chemo  are 
pulled  inside,  allowing  the  chemo  to  kill  the  cell. 


S 


IXTY-THREE  YEARS  AGO  UNIVERSITY  OF  CHICAGO 
urologist  Charles  Huggins  proved  you  could  treat 
prostate  cancer  in  dogs  by  castrating  them.  This  elim- 
inated the  testosterone  and  other  hormones  that  fuel 
the  cancer's  growth.  Today  doctors  use  drugs  instead 
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of  surgery  to  block  these  hormones.  Eventually,  most  hormone 
therapy  ends  up  failing. 

But  breakthroughs  in  targeting  suspect  genes  in  prostate 
cancer  have  yielded  a  tsunami  of  new  drugs,  with  100  now  in 
mid-  to  late-stage  human  trials,  almost  triple  the  number  in 
1997.  They  include  compounds  that  block  bad  genes  respon- 
sible for  spreading  cancer  into  the  bones,  chemicals  that 
prompt  prostate  cancer  cells  to  destroy  themselves  and  vac- 
cines that  train  the  body's  killer  T-cells  to  seek  and  destroy 
tumor  cells. 

The  promise  of  new  chemo  drugs  got  a  boost  in  the  spring 
when  studies  found  that  the  cancer  drug  Taxotere,  made  by 
Sanofi-Aventis,  extended  survival  in  prostate  cases  from  16 
months  to  18  months,  the  first  time  any  chemo  agent  had  been 
found  to  extend  the  life  of  prostate  patients.  Now  others  are 
working  on  a  raft  of  vaccines  that  stimulate  the  immune  system 
to  attack  cancerous  prostate  cells.  Firms  now  in  human  trials  of 
this  approach  include  Dendreon  of  Seattle,  Cell  Genesys  in 
South  San  Francisco,  England's  Onyvax  and  Therion  Biologies 
near  Boston. 

So  far  Cell  Genesys  and  Dendreon  are  in  the  lead,  with  final- 
stage  trials  under  way.  Dendreon  contends  its  vaccine,  Provenge, 
boosted  survival  by  8  months  (to  31  months  total)  in  a  trial  of 
1 27  patients  who  had  failed  hormone  therapy.  Detractors  argue 
the  results  are  overstated  because  the  drug  worked  well  in  only  a 
subset  of  patients.  Results  from  a  final-stage  trial  on  275  patients 
are  due  next  year. 

Of  the  new  gene-targeted  therapies,  the  one  furthest  along 
may  be  Xinlay  from  Abbott  Laboratories.  It  blocks  a  protein 
called  endothelin,  which  is  secreted  by  prostate  tumors  in  large 
amounts  and  helps  them  metastasize.  The  drug  aims  to  shut 
down  this  process  by  gumming  up  an  endothelin  receptor  found 
on  bone  cells;  it  also  may  act  directly  on  prostate  cancer  cells  to 
inhibit  their  growth.  In  advanced  cases  Xinlay  staves  off  miser- 
able bone  pain  by  an  additional  three  months  but  has  minimal 
side  effects,  according  to  two  studies  of  almost  1,100  patients. 

Abbott  plans  to  apply  for  approval  by  year-end,  and  Wall 
Street  analysts  foresee  a  billion-dollar  bestseller.  Says  University 


of  Pittsburgh  urologist  Joel  Nelson,  who  first  discoverec 
endothelin's  prostate  role:  "If  you  can  delay  cancer  progressior 
with  a  drug  that  causes  virtually  no  side  effects,  that  is  going  tc 
give  patients  a  lot  of  quality  of  life.  It  would  be  a  huge  advance. 

Another  approach,  now  being  tested  by  Millennium  Phar 
maceuticals  and,  separately,  by  Medarex,  is  to  develop  smar 
antibodies  that  help  destroy  prostate  cancer  cells.  Millennium', 
drug,  now  in  early  human  trials,  homes  in  on  prostate  cance 
cells  and  aims  to  obliterate  them  with  a  precise  dose  of  toxi< 
chemotherapy  while  leaving  surrounding  tissue  untouched.  Ir 
animal  tests  the  drug  shrank  advanced  tumors  by  90%.  Th< 
drug  consists  of  a  bioengineered  antibody  linked  to  toxii 
chemotherapeutics;  the  antibody  targets  a  prostate-specifn 
membrane  antigen,  a  protein  found  only  on  prostate  cells.  Wher 
the  drug  is  injected  into  the  body,  the  antibody  clamps  ontc 
molecules  on  the  surface  of  cancer  cells;  the  toxin  is  then  suckec 
into  the  cancer  cell,  killing  it. 

Medarex's  competing  drug  is  similar  but  doesn't  contain  ; 
toxin;  instead,  it  gloms  onto  prostate  cancer  cells  and  stimulate 
the  body's  own  immune  system  to  attack.  Results  of  earh 
human  tests  are  due  next  year. 

Robosurgery 


IN  EARLY-STAGE  PROSTATE  CANCER,  THE  GOLD  STANDARI 
of  treatment  for  the  past  25  years  has  been  the  surgica 
removal  of  the  prostate.  Prostatectomy  vanquishes  tht 
tumor  80%  of  the  time.  But  it  requires  a  five-inch-lonj 
slash  across  the  abdomen  and  often  results  in  urinary 
incontinence  and  erectile  disfunction.  Sixty  percent  of  men  wen 
rendered  impotent  by  the  operation,  according  to  one  study. 

But  a  new  surgical  procedure  eliminates  the  surgeon's  bij 
incision  and  possibly  reduces  side  effects.  It  aims  to  hav< 
patients  fixed  and  back  to  work  in  as  little  as  a  week — witr 
their  sexual  function  intact.  In  one  of  the  biggest  shifts  in  twe 
decades,  dozens  of  hospitals  have  started  offering  the  nev 
approach,  a  less  invasive  procedure  that  entails  making  five  o: 
six  keyhole  incisions  through  which  instrument: 
and  a  tiny  camera  are  inserted. 

Many  doctors  now  do  this  with  the  help  of  I 
$1.3  million  robot  from  Intuitive  Surgical  in  Sun 
nyvale,  Calif.  The  surgeon,  instead  of  wielding 
scalpel  and  cutting  away,  sits  at  a  3-D  monitoi 
across  the  room  from  the  patient  and  control: 
three  robotic  arms  with  two  joysticks.  "Robotic 
surgery  is  going  to  go  down  as  one  of  the  landmart 
developments  in  prostate  cancer  treatment,"  say; 
City  of  Hope  Cancer  Center  urologist  Marl 
Kawachi.  "In  the  right  hands  it  produces  fantastic 
results."  Kawachi  says  his  colleagues  were  able  tc 
preserve  potency  in  80%  of  175  patients  operatec 
on  by  the  robot. 

Of  the  70,000  prostate  removals  done  this  year 
only  6,000  or  so  used  the  new  robot  technology,  bu 


that  is  up  threefold  in  a  year,  Intuitive  estimates.  As  sales  of  the 
equipment  surged  in  the  past  year,  Intuitive  shares  have  risen 
60%  to  $26.  Skeptics,  and  there  are  many,  contend  it  is  an 
expensive  fad  with  no  major  advantage.  "It  has  been  hyped  by 
the  instrument  makers,"  says  Johns  Hopkins  University  urol- 
ogist Patrick  Walsh,  renowned  for  inventing  a  nerve-sparing 
prostatectomy  procedure  that  preserves  sexual  function.  "I 
don't  think  there  is  any  solid  evidence  you  get  better  results." 

Prostatectomy  often  reduces  sexual  function  because  of  col- 
lateral damage  to  nearby  nerves;  the  prostate  sits  less  than  a 
millimeter  away  from  bundles  of  nerves  and  blood  vessels 
involved  in  maintaining  erections.  Complicating  matters  fur- 
ther: The  urethra  passes  through  the  center  of  the  prostate  and 
must  be  reconnected  back  to  the  bladder  once  the  prostate  is 
removed. 

Little  hard  data 
exists  comparing  the 
minimally  invasive 
operation  with  the 
old  "open"  version. 
But  proponents 
argue  that  the  better 
visualization  pro- 
vided by  the  3-D 
camera  will  boost 
doctors'  ability  to 
spare  the  delicate 
nerve  bundles. 

Minimally  inva- 
sive prostate  removal 
was  pioneered  in  the 
late  1990s  by  two  French  surgeons,  Guy  Vallancien  and 
Bertrand  Guillonneau.  They  did  the  operation  manually, 
maneuvering  chopstick-like  instruments  through  small  inci- 
sions while  watching  via  a  laparoscope,  a  tube  with  a  tiny  cam- 
era at  the  end.  But  the  operation  was  so  demanding  technically 
that  most  urologists  were  afraid  to  try  it.  (One  doctor  likens  it 
to  backing  up  a  tractor  trailer  around  a  curve  by  looking 
through  the  rearview  mirror.) 

The  robot,  first  approved  in  2000  for  gallbladder  and 
heartburn  surgery,  started  catching  on  for  prostate  surgery  in 
2002  after  urologist  Mani  Menon  at  Detroit's  Henry  Ford 
Hospital  reported  that  it  was  a  far  easier  way  to  learn  the  new 
technique. 

The  robot  "has  leveled  the  playing  field,"  says  Duke  Uni- 
versity urologist  David  Albala,  who  has  done  many  robot- 
assisted  prostate  removals.  But  some  surgeons  who  perform 
traditional  open  surgery  warn  that  the  rush  to 
offer  the  minimally  invasive  operation  may  compromise 
patients'  health. 

"People  think  it  is  a  highly  refined  procedure,"  says  Peter 
Scardino,  chairman  of  urology  at  Memorial  Sloan-Kettering 
Cancer  Center.  But  because  so  few  doctors  have  mastered  the 
operation,  "in  reality,  it  is  almost  certain  to  give  you  worse  con- 
tinence and  worse  potency." 


Precise  Plan  Treatment  plan  for 

IMRT  radiation  ensures  that 

high  doses  (red)  hit  only  the  prostate. 


Tumor  Zappers 


THE  ADVANCES  IN  SURGERY  MIGHT  HAVE  ECLIPSED 
the  other  main  treatment  choice — radiation — but 
startling  developments  on  this  front  have  created  a 
kind  of  engineering  arms  race  between  the  two  rival 
approaches.  In  the  past  radiation  was  a  clumsy  and 
undiscriminating  weapon,  killing  cancer  cells  and  healthy  cells 
in  one  sweep.  Now  new  computer-guided  systems  cut  down  on 
collateral  damage  by  molding  the  radiation  beam  to  the  precise 
contours  of  the  prostate,  reducing  side  effects  and  boosting  cure 
rates.  "Radiation  is  now  as  good  as  surgery,  and  that  wasn't  the 
case  15  years  ago,"  says  Daniel  Shasha,  a  radiation  oncologist  at 
Beth  Israel  Medical  Center  in  New  York. 

External  beam  radiation  involves  zapping  a  patient  with 
high-dose  X  rays  generated  by  a  machine  called  a  linear  acceler- 
ator. The  trick  here  is  to  blast  all  the  cancer  while  frying  as  little 
healthy  tissue  as  possible.  Until  the  1980s  radiation  oncologists 
could  only  crudely  estimate  where  to  aim  based  on  the  position 
of  nearby  bones  in  2-D  X  rays.  In  the  late  1980s  computer-aided 
techniques  used  data  from  CT  scans  to  mold  the  radiation  beams 
to  the  shape  of  the  prostate.  This  allowed  for  slightly  higher 
doses,  but  it  still  caused  significant  rectal  damage. 

In  recent  years  instrument  makers  have  refined  the  therapy 
further  with  a  technique  called  Intensity  Modulated  Radiation 
Therapy.  IMRT  systems  contain  computer-controlled  metal  fin- 
gers that  move  in  and  out  to  vary  the  shape  and  intensity  of  the 
radiation  beam  during  treatment.  This  allows  doctors  to  boost 
the  dose  at  the  core  of  the  tumor  while  giving  lower  doses  at  the 
edges,  preserving  healthy  tissue.  Roughly  40%  of  hospitals  now 
have  the  $1.5  million  systems,  which  are  sold  by  Varian  Medical 
Systems,  Siemens  and  Elekta.  Researchers  at  Memorial  Sloan- 
Kettering  reported  in  2002  that  a  mere  4%  of  698  prostate  can- 
cer patients  who  underwent  IMRT  suffered  significant  rectal 
bleeding,  less  than  one-third  the  rate  for  older  technology.  In  a 
separate  study  they  found  that  IMRT's  higher  doses  let  90%  of 
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Gene  Hunters  Researchers  are  analyzing  hundreds  of  prostate 
samples  to  search  for  the  genes  that  make  some  prostate  tumors  lethal. 
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early-stage  patients  remain  cancer  free  for  five  years,  up  from 
77%  of  patients  treated  with  older  methods. 

Another  option  that  has  taken  hold  in  recent  years,  radioac- 
tive seeds,  aims  to  minimize  side  effects  by  placing  the  radiation 
source  directly  inside  the  prostate.  Doctors  implant  .100  or  so 
tiny  radioactive  pellets  into  the  prostate  during  a  short  opera- 
tion. The  seeds  must  be  evenly  spread  out  to  cover  the  cancer 
fully,  but  at  first  doctors  had  no  way  of  knowing  whether  they  had 
all  the  seeds  in  the  right  place  until  afterward,  when  it  was  harder 
to  fix  mistakes.  Now  they  can  get  an  earlier  peek  with  software 
that  has  been  tested  by  oncologists  at  several  institutions  across 
the  country.  It  takes  real-time  ultrasound  data  during  the  seed  op- 
eration to  confirm  that  the  right  dose  is  going  to  the  right  place; 
doctors  can  adjust  on  the  fly  if  needed.  West  Virginia-based  Schif- 
fler  Cancer  Center  radiation  oncologist  Gregory  Merrick  says  it 
will  revolutionize  how  radio  seed  therapy  is  done. 

Killer  Genes  

FOR  ALL  THE  ADVANCES  SOME  DOCTORS  LAMENT 
that  they  are  unnecessarily  treating  thousands  of 
men  who  would  have  survived  without  any  inter- 
vention at  all.  One  study  found  that  among  elderly 
prostate  patients  who  shunned  treatment  after  diag- 
nosis, only  16%  died  from  their  cancer  in  the  next  20  years;  75% 
died  of  other  causes.  The  study,  though  it  covered  only  223 


patients,  pointed  up  a  painful  choice:  Because  doctors  have  ri 
way  of  telling  which  cases  are  benign,  they  er  on  the  side 
treatment",  despite  the  side  effects. 

But  scientists  are  gaining  a  peek  into  this  cancer's  future.  Tir 
strands  of  DNA  hidden  inside  prostate  tumors  offer  clues,  stui 
ied  via  DNA  chips  and  other  exotic  new  technologies.  The  goal: 
gene-based  prognostic  test,  one  that  could  predict  years  in  a^ 
vance  which  tumor  will  metastasize  and  kill  you.  Harvard  patha 
ogist  Mark  Rubin  says  such  a  genetic  fingerprint  would  have  fj 
more  predictive  power  than  current  methods.  The  clumsy  pro; 
noses  available  today  center  on  changes  in  PSA  levels  in  bloc 
and  on  the  so-called  Gleason  score,  a  pathology  grading  syster 

Rubin's  team  at  Harvard,  along  with  colleagues  at  the  Un 
versity  of  Michigan,  has  identified  three  genes  that  may  be  ii 
volved,  including  one  that  appears  to  remove  the  normal  brak 
on  cellular  growth,  allowing  prostate  cells  to  spread  like  wildfir 
Meanwhile,  Todd  Golub  at  MIT  and  Harvard's  Broad  Institu 
has  found  a  group  of  five  genes  involved  in  prostate  cancer  pr< 
gression.  The  two  have  joined  forces,  and  they  plan  to  combir 
a  dozen  or  more  gene  markers  into  one  test;  they  hope  to  confiri 
the  results  in  a  study  of  2,000  doctors  with  prostate  cancer. 

Elsewhere,  Celera  Diagnostics,  Abbott  Labs  and  closely  he! 
Genomic  Health  also  are  pursuing  prognostic  gene  tests  ft 
prostate  cancer  (and  for  other  tumors,  as  well).  The  efforts  are  i 
tacit  recognition  of  a  medical  inevitability:  Even  the  most  sluj 
gish  cancer  can't  be  stopped  if  you  don't  see  it  coming  at  yc 
early  enough. 


Disease  and  Redemption 


PROSTATE  CANCER,  ONCE  A  RE- 
search  backwater,  is  suddenly 
sexy  thanks  to  the  work  of  one 
patient:  Michael  Milken,  the 
Wall  Street  wizard  who  fell  from 
grace  in  the  late  Eighties  and 
found  redemption  in  a  medical 
miracle. 

Milken  was  diagnosed  with 
prostate  cancer  in  early  1993 
and  was  told  he  had  II  months 
to  live.  He  underwent  hormone 
therapy  and  radiation,  and 
vastly  altered  his  diet  to  beat 
the  disease.  The  same  year  he 
founded  the  Prostate  Cancer 
Foundation,  committing  $25 
million.  He  figured  the  research 
effort  needed  new  blood. 

The  Milken  foundation 
acted  like  a  venture  capital  firm, 
funding  high-risk  projects  un- 


likely to  win  government 
grants  and  wooing  young 
researchers  into  the  field. 
Milken  doled  out  small 
grants  to  get  upstart  scien- 
tists established;  they 
could  then  leverage  prelim- 
inary results  to  snag  bigger 
bucks  from  more  cautious 
government  agencies. 

The  Milken  group  re- 
quired only  a  five-page  ap- 
plication and  cut  checks 
within  90  days;  government 
grants  run  on  for  scores  of 
pages  and  can  take  up  to  a  year 
to  go  through.  One  catch:  nor- 
mally secretive  researchers 
were  required  to  share  their  re- 
sults at  an  annual  conference. 

"Milken  is  probably  the  sin- 
gle most  effective  layperson  ad- 


vocate for  cancer  research," 
says  former  National  Cancer 
Institute  director  Samuel 
Broder,  now  an  officer  at  Cel- 
era Genomics.  Back  in  the  early 
1990s  "the  word  on  the  street 
was  that  prostate  cancer  was- 
n't being  funded,"  so  the  best 
scientists  and  their  proteges 


were  uninterested,  Broder  say 
"Milken  primed  the  pum 
He  started  funding  young  ir 
vestigators  and  suddenly  tf 
quality  of  grant  applications  gi 
better."  Milken  also  cofounde 
the  National  F'rostate  Canc< 
Coalition  in  ^S^.  It  successful 
lobbied  Cong,  3ss  to  create 
prostate  progr-*'  i  at  the  Depar 
ment  of  Defense,  which  no 
spends  $85  million  a  year  on 
The  Milke  •  foundation  ha 
a  crucial  early  ■  ole  in  numeroi 
prostate  dru0s  now  in  late 
stage  trials.  Among  others,  i 
1995  it  funded  a  young  Johr 
Hopkins  researcher  to  test 
new  concept  for  a  prostal 
cancer  vaccine  on  20  patient 
The  trial  was  successful,  an 
now  the  vaccine,  called  GVA: 
has  begun  a  final-stage  trial  o 
600  patients  at  biotech  fin 
Cell  Genesys.  —  R,\ 
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What's  a  drug  good  for?  Don't  ask  the  FDA,  says  this  economist  |  By  Ira  Camahan 


Regulatory  Overdose 


N  1989  THE  U.S.  FOOD  &  DRUG  ADMIN- 
istration  approved  Botox  to  treat 
uncontrolled  blinking  and  crossed 
eyes.  But  it  wasn't  very  long  before 
doctors  started  using  Botox  injections 
u  for  cosmetic  purposes,  too.  Finally,  in 
2002  the  FDA  approved  Botox  for  wrin- 
kles— but  only  between  the  eyebrows. 
™  Using  it  for  crow's-feet  and  lip  lines  is  still 
a  considered  "off-label." 

There's  an  odd  contradiction  in  the 


current  FDA  regime:  Before  marketing  a 
drug,  a  company  must  spend  years  prov- 
ing it's  effective  for  a  particular  condition. 
Yet  once  the  FDA  approves  a  drug  for  a 
single  "on-label"  use,  doctors  are  free  to 
prescribe  it  for  any  other  malady,  whether 
closely  related  or  not.  Such  off-label  use  is 
now  common,  with  studies  finding  most 
cancer,  AIDS  and  pediatric  patients  receive 
off-label  prescriptions.  "Off-label  is 
almost  the  rule,  not  the  exception,  in  this 


country,"  says  Dr.  Lawrence  Reed,  a  Man- 
hattan plastic  surgeon. 

Fans  of  the  nanny  state  might  prefer 
to  bar  the  use  of  drugs  for  any  patients  or 
purposes  the  FDA  hasn't  approved.  But 
George  Mason  University  economist 
Alexander  Tabarrok  has  a  different  idea: 
Abolish  FDA-required  efficacy  testing 
altogether.  Such  testing  is  a  big  reason  it 
typically  takes  10  to  15  years  from  the 
time  a  new  drug  is  discovered  until  the 


Alexander  Tabarrok's 
I  prescription 
ut  drug  costs. 
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FDA  approves  it  for  sale.  In  Phase  I  trials  a 
company  studies  how  a  drug  moves 
through  the  body  and  its  safety  for 
human  use.  Then  a  drug  enters  Phase  II 
and  Phase  III  trials,  which  typically  take 
years  and  focus  on  efficacy  as  well  as 
safety.  The  long  wait  can  cost  lives  and 
runs  up  new-drug  costs — to  an  estimated 
$900  million  per  successful  drug. 

Tabarrok  says  this  system  makes  little 
sense;  the  FDA  demands  costly,  time- 
consuming  efficacy  tests  for  some  uses 
and  no  tests  for  others.  And  while  the  FDA 
allows  off-label  prescribing  by  docs,  it 
strictly  limits  the  drugmakers'  promotion 
of  such  uses  to  doctors  and  permits  none 
at  all  to  patients. 

Violations  are  harshly  punished.  In 
May  Pfizer  subsidiary  Warner-Lambert 
agreed  to  plead  guilty  to  criminal  fraud 
and  pay  $430  million  in  fines  and  dam- 
ages for  improper  off-label  promotion  of 
Neurontin  before  it  was  acquired  by 
Pfizer.  Neurontin  was  first  approved  as  an 
epilepsy  medicine,  but  an  estimated  90% 
of  prescriptions  are  for  off-label  uses, 
including  manic  depression  and  attention 
deficit  disorder.  Eli  Lilly  and  Schering- 
Plough  are  also  now  under  investigation 
for  off-label  promotion. 

But  why  limit  the  truthful  information 
that  drugmakers  can  provide  to  doctors 
about  off-label  uses?  Don't  we  want  doc- 
tors to  be  informed  about  all  the  research? 
There's  a  free-speech  issue  here,  too.  In 
1998  a  U.S.  District  Court  judge  in  Wash- 
ington, DC.  held  that  old  FDA  limits — 
which  kept  drug  companies  from  distrib- 
uting any  journal  articles  on  unapproved 
uses — violated  the  First  Amendment. 

One  potential  pitfall  is  that  if  the  FDA 
gets  out  of  the  business  of  demanding 
proof  of  efficacy,  drug  companies  might 

Living  Off-the-Lahel 


no.  longer  have  an  incentive  to  demon- 
strate that  their  drugs  work.  Tabarrok  re- 
sponds that  drugmakers  won't  be*  able  to 
get  doctors  to  prescribe  their  products  un- 
less there's.convincing  evidence  the  prod- 
ucts are  effective.  Another  issue  is  whether 
health  insurers  will  pay  for  drugs  used  for 
purposes  the  FDA  hasn't  declared  effective. 
In  fact  they  already  do,  with  reimburse- 
ment for  off-label  uses  the  norm. 

Of  course,  drugs  aren't  simply  safe  or 
unsafe;  all  have  side  effects.  If  a  drug  is 
effective  enough,  even  substantial  side 
effects  may  be  acceptable,  while  with  min- 
imal or  no  effectiveness  they  wouldn't  be. 
The  present  system  gives  a  drug  a  green  or 
red  light  after  a  combined  review  of  safety 
and  efficacy.  Patients  might  be  better  off 
with  a  system  that  scored  a  drug  on  each 
attribute  and  let  the  doctor  and  patient 
make  the  final  decision. 

While  Tabarrok's  proposal  is  radical, 
a  recent  survey  of  500  doctors  he  carried 
out  with  Santa  Clara  University  econo- 
mist Daniel  Klein  revealed  that  27% 
backed  the  idea.  Another  15%  were  unde- 
cided. By  contrast,  just  2%  favored  ban- 
ning off-label  prescribing. 

Tabarrok  and  Klein  also  offer  some 
alternative  proposals  at  FDAReview.org. 
One  is  to  make  all  FDA  testing  optional. 
Drugs  that  didn't  go  through  the  process 
would  be  labeled  "Not  FDA  Approved." 
Under  this  approach,  they  say,  "the  FDA 
would  become  a  genuinely  voluntary 
institution,  much  like  Underwriters  Lab- 
oratories." Another  idea  is  for  the  FDA  to 
award  letter  grades,  A  to  D,  to  claims 
made  by  drugmakers,  much  as  it  is  con- 
sidering doing  for  health  claims  for  foods 
and  dietary  supplements.  The  FDA  could 
still  have  its  say,  but  wouldn't  be  able  to 
impose  long  delays,  since  a  new  drug 


could  be  marketed  at  first  as  "unrated." 

At  the  least,  Tabarrok  argues,  the  FD 
should  permit  drug  companies  to  sell  an 
drug  that  has  been  approved  by  othe 
sophisticated  drug  regulators,  such  as  thos 
in  Canada,  Australia  or  the  Europeai 
Union.  Under  such  a  system  U.S.  patient 
would  get  speedier  access  to  new  medicine 
without  losing  out  on  safety  protection. 

So  are  drugmakers  jumping  up  an< 
down  promoting  Tabarrok's  ideas?  Nop< 
"Our  thought  is,  'If  it  ain't  broke,  why  fi 
it  with  a  new  scheme?'"  says  Jeffre 
Trewhitt,  a  spokesman  for  the  Pharma 
ceutical  Research  &  Manufacturers  c 
America.  He  adds,  "The  system  has  bee 
made  more  efficient,  and  it  certainly  is  th 
regulatory  gold  standard  of  the  work 
and  we're  comfortable  with  it." 

Tabarrok's  cynical  view  is  that  bi 
pharma  companies  like  the  status  qu 
because  it  drives  up  costs,  thus  forcin 
many  entrants  to  sell  off  their  discoverie 
to  established  drug  companies. 

An  FDA  spokesman,  for  his  par 
emphasizes  that  agency  initiatives  such  a 
"fast  track"  have  made  approval  faste 
than  it  used  to  be  and  argues  that  drug 
makers  could  be  exposed  to  greater  liabi] 
ity  risk  with  less  FDA  regulation. 

Tabarrok  replies  that  the  drugmakei 
don't  seem  to  get  much  protection  fror 
the  trial  lawyers  anyway,  even  with  FD 
approval.  Baycol  (the  anticholesterol  dru 
from  Bayer),  Rezulin  (the  diabetes  dru 
from  Warner-Lambert)  and  Propulsid  (a 
antiheartburn  drug  from  Johnson  I 
Johnson)  were  all  once  FDA-approved,  bi 
their  manufacturers  have  been  swampe 
with  lav/suits.  The  latest  target:  Merck 
just-pulled  arthritis  drug,  Vioxx.  "Th 
trial  lawyers,"  concludes  Tabarrok,  "ar 
no  respecters  of  the  FDA's  opinion."  I 


Once  the  FDA  approves  a  drug  as  effective  for  one  disease,  doctors  are  free  to  prescribe  it  for  other  maladies,  too. 

DRUG/MANUFACTURER 

COMMON  0N-LABEL  USES 

OFF-LABEL  USES 

Neurontin/Pfizer 

epilepsy 

back  pain,  migraines,  fibromyalgia 

Zyprexa/Eli  Lilly 

schizophrenia,  manic  depression 

Alzheimer's,  depression 

Wellbutrin/GlaxoSmithkline 

depression,  smoking  cessation 

manic  depression,  chronic  fatigue 

Lexapro/Forest 

depression,  generalized  anxiety  disorder 

obsessive-compulsive  disorder,  seasonal  affective  disorder 

Zoloft/Pfizer 

depression,  panic  disorder 

chronic  fatigue,  premenstrual  dysphoric  disorder 

Source:  Decision  Resources. 
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"Our  3,200  sales  agents  are 
independent,  but  that 
doesn't  mean  they're  on 
their  own.  With  Citrix, 
they  have  secure  access 
to  critical  applications  — 
from  anywhere.  Our 
access  strategy  will  also 
cut  our  IT  support  costs 
by  20%." 


Charlton  Monsanto 
Senior  Vice  President  and  CIO 
Prudential  Fox  &  Roach  REALTORS 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

Prudential  Fox  &  Roach  REALTORS,  one  of  the 
largest  full-service  realty  firms  in  the  U.S.,  needed  to 
keep  up  with  the  IT  needs  of  900  full-time  employees 
and  3,200  independent  sales  agents  in  70  different 
offices.  Support  technicians  were  constantly  on  the 
road  racing  to  fix  problems,  and  application  downtime 
was  slowing  down  agents  -  and  sales.  So  Prudential 
Fox  &  Roach  did  what  99%  of  the  Fortune  500  have 
already  done.  They  turned  to  Citrix"  and  developed 
an  access  strategy.  Now  they  can  deploy  and  manage 
applications  centrally  and  far  more  cost-effectively. 
Agents  get  secure,  easy,  and  instant  access  to  essential 
information  —  anywhere,  anytime,  from  any  device. 
It's  called  the  on-demand  enterprise.  And  it's  helping 
Prudential  Fox  &  Roach  —  and  over  120,000  other 
customers  —  save  money  and  reduce  IT  complexity. 
To  learn  what  Citrix  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrix.com. 


CITRIX 


©2004  Otnx  Systems.  Inc  All  rights  reserved  Otnx  is  a  registered  trademark 
ot  Citrix  Systems.  Inc  n  the  U.S.  and  other  cnuntnes  All  other  trademarks 
and  regsterad  trademarks  are  the  property  ot  ther  respective  owners 
Prudential  Fox  &  Roach  REALTOFtS  e  an  Independently  Owned  and 
Operated  Member  of  Prudential  Real  Estate  Affiliates  Inc 


As  he  takes  over  the  casino  and  resort 
empire  built  by  his  father,  Butch  Kerzner 
places  a  $3.5  billion  gamble  on  growth. 

By  Seth  Lubove 


'rince  of 
Kerzner 
xes  with 
friends. 


RIDING  THE  "LEAP  OF  FAITH" 
water  slide  at  the  Atlantis  casino 
resort  on  Paradise  Island  in  the 
Bahamas  is  a  lot  like  riding  the 
log  flume  at  a  theme  park. 
Without  the  log. 

After  wriggling  on  your  back  over  a 
precipice,  you  shoot  down  a  nearly  verti- 
cal 60-foot-long  slide,  seemingly  in  free 
fall,  before  abruptly  going  horizontal  into 
an  acrylic  tube  that  slices  through  a 
shark-infested  tank.  Seconds  later  you 
pop  out,  arms  flailing,  into  a  shallow 
pool,  hoping  your  tailbone  won't  smash 
on  the  bottom  at  splashdown.  Snaking 
lines  of  dripping  tourists  wait  under  a 
blistering  Caribbean  sun  for  this  and 
other  amusements,  built  into  a  six-story 
faux  Mayan  temple  that  is  equal  parts 
Disneyland  and  Las  Vegas  casino. 

Now  Howard  (Butch)  Kerzner  wants 
to  take  his  shareholders  on  an  even  wilder 
plunge.  Kerzner,  40,  has  taken  over  as 
chief  executive  of  Kerzner  International, 
the  casino  resort  company  founded  by  his 
flamboyant  father,  Solomon.  Revenue 
will  hit  $630  million  this  year.  Dad  is  still 
around  and  much  involved,  but  the  son  is 
waging  a  brazen  $3.5  billion  expansion 
that,  he  insists,  could  quadruple  the  assets 
of  the  company  in  three  years. 


"We  have  this  notion  that  we  can 
change  the  way  people  spend  their  leisure 
time,"  says  Kerzner,  a  wiry  former  invest- 
ment banker  with  a  Stanford  M.B.A.  who 
prefers  snowboarding  and  rock-climbing 
to  water  slides. 

His  father,  a  onetime  accountant, 
grew  up  in  a  poor  town  outside  Johan- 
nesburg, South  Africa  and  established  his 
reputation  in  1964  by  brashly  building  a 
luxury  hotel  on  a  deserted  beach  in  a  fish- 
ing village  north  of  Durban.  He  dubbed 
it  the  "Beverly  Hills,"  then  developed  a 
string  of  21  hotels.  In  1979  he  opened  the 
infamous  Sun  City  resort  in  a  controver- 
sial black  "homeland"  set  up  by  the 
apartheid  government;  it  was  vilified  in 
an  all-star  music  album  in  1985.  Kerzner 
has  sold  off  much  of  his  stake  in  the  com- 
pany that  now  owns  Sun  City. 

Dad's  DNA  for  embracing  risk  is  evi- 
dent in  the  son,  who  recently  went  on  a 
seven-mile  run  through  South  Africa's 
Kruger  National  Park,  a  game  preserve 
roamed  by  lions,  leopards  and  other 
frightfully  fleet  predators.  "It's  actually 
really  safe,"  Butch  Kerzner  says,  noting 
that  he  jogged  alongside  a  Range  Rover 
driven  by  a  rifle-packing  ranger. 

But  in  the  past  year  the  younger 
Kerzner  has  been  betting  bigger  and 
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brasher  on  projects  that 
make  even  his  father  blink. 
Defying  the  accepted  wis- 
dom that  9/11  changed 
travel  forever,  Butch 
Kerzner  is  pushing  into  the 
Middle  East.  He  is  steering 
a  $  1 . 1  billion  joint  venture 
to  build  a  2,000-room  At- 
lantis in  Dubai  and  a  $230 
million  project  to  con- 
struct a  casino  in  Morocco. 
In  the  United  Kingdom, 
pending  government  ap- 
proval, Kerzner  plans  to 
spend  $1  billion  to  build 
three  casinos,  one  of  them 
at  London's  white  elephant, 
the  Millennium  Dome. 

The  company  already  has  set  up  shop 
in  such  exotic  locales  as  Los  Cabos  in 
Baja,  Mexico  and  Mauritius  and  the  Mal- 
dives in  the  Indian  Ocean  with  a  chain  of 
six  luxury  resorts  aptly  named 
One&Only.  "We  have  some  very  bold 
projects,"  says  Kerzner,  who  also  hopes  to 
open  an  Atlantis  in  Asia,  an  Indian  casino 
in  the  Catskills  and  more  One&Onlys. 

But  the  company,  13%-owned  by  the 
Kerzner  family,  has  failed  before  in  trying 
to  produce  a  hit  destination  beyond  the 
Bahamas. 

The  Kerzners  thrived  in  the  Bahamas 
after  paying  entertainer  Merv  Griffin 
$125  million  in  1994  for  the  bankrupt 
Resorts  International  Bahamas  hotel, 
which  became  the  foundation  of  Adantis. 
But  they  got  clobbered  in  a  second  deal 
with  Griffin:  In  1996  they  acquired  Grif- 
fin's 644-room  casino  hotel  in  Atlantic 
City.  Butch  Kerzner  promised  "something 
different — that,  I  guarantee."  It  was  a  bil- 
lion-dollar fiasco  ($350  million  in  stock 
and  debt  to  buy  it,  $342  million  in  oper- 
ating losses  and  a  $229  million  charge 
against  earnings).  Kerzner  sold  it  for  $144 
million  in  2001  to  Colony  Capital.  After 
sinking  as  low  as  $16  a  share  in  2000,  the 
company's  stock  has  since  almost  tripled. 

"We  thought  we  could  change  it,  but 
it  was  a  B  location,"  Kerzner  says  now. 
Lesson  learned:  Shun  me-too  properties 
in  commodity  markets  such  as  Atlantic 
City  and  Las  Vegas.  "We're  not  the  low- 
cost  operator,"  Kerzner  confesses,  mean- 


Sol  Kerzner  is 
still  sweating 
the  details,  even 
the  bathrooms. 


slippery  creatures,  and  the  5,000-square- 
foot  "Bridge  Suite"  that  retails  for  $25,000 
a  night  (said  to  be  prosecuted  pop  star 
Michael  Jackson's  favorite  place  to  stay). 

Now  Kerzner  is  spending  $800  mil- 
lion to  add  1,500  rooms  (to  the  2,317 
already  in  place),  a  new  4-acre  water 
park  with  a  two-thirds-mile  river-rapids 
ride,  and  another  100,000  square  feet  of 
convention  space.  Later  he  may  add 
2,200  more  rooms.  His  father  fusses 
over  the  plans,  shuffling  around  a  con- 
ference room  one  recent  day  and  frown- 
ing at  architectural  drawings  for  the  new 
bathrooms.  He  gives  a  dismissive  wave 
and  orders  the  designers  to  redraw  the 
loos  by  adding  a  shower  stall  without 
increasing  size  or  cost.  "Sol  hates  to  doi 


"Sol  Kerzner  is  probably  the  best 
production  designer  that  ever  lived." 


ing  the  company  can't  survive  where  it 
has  to  compete  on  price. 

On  Paradise  Island  in  the  Bahamas, 
home  to  the  Atlantis,  Kerzner  doesn't 
have  to  compete  at  all.  Kerzner  Interna- 
tional holds  an  exclusive  gambling 
monopoly  granted  by  the  government 
that  will  last  until  2027.  The  government 
also  built  a  new  bridge  from  the  main 
island  of  New  Providence  and  has  agreed 
to  Kerzner's  demand  to  overhaul  the  air- 
port, the  better  to  serve  the  planeloads  of 
passengers  arriving  to  roll  the  dice  in  the 
Atlantis'  50,000-square-foot  casino.  In 
Morocco,  likewise,  Kerzner  and  its  local 
partners  have  an  exclusive  15-year  right 
to  develop  and  manage  the  only  casino  in 
a  territory  that  includes  Casablanca, 
home  to  4  million  people.  "The  way  we've 
developed  our  business,  we  won't  wake 
up  tomorrow  and  see  a  competitor  down 
the  road,"  says  Butch  Kerzner. 

The  Atlantis  provides  89%  of  com- 
pany revenue  and  91%  of  operating  profit 
(in  the  sense  of  earnings  before  taxes, 
depreciation  and  amortization).  Kerzner 
has  showered  $1  billion  so  far  on  Adantis 
(including  the  acquisition  price)  for  such 
things  as  a  new  1,200- room  tower  with 
giant  bronze  blue  marlins  that  appear  to 
leap  from  the  roof,  an  1 1  million-gallon 
aquarium  housing  50,000  fish  and  other 


cookie  cutters,"  says  the  company's  chief 
architect,  Sorin  Zdrahal. 

At  the  posh  107-room  One&Only 
resort  on  Paradise  Island,  which  came 
with  the  Resorts  International  deal,  the 
company  spent  $110  million,  or  the 
equivalent  of  more  than  $1  million  per 
room,  to  add  a  new  wing  of  oceanfront 
rooms  and  suites,  three  opulent  villas 
that  go  for  $4,500  a  night  and  a  restau- 
rant run  by  celebrity  chef  Jean-Georges 
Vongerichten.  It  made  the  money  back 
by  selling  nearby  golf  course  home  lots 
to  such  celebrities  as  Michael  Jordan  and 
home  run  slugger  Barry  Bonds. 

Guests  receive  a  box  of  Godiva  choco- 
lates every  night,  along  with  a  bottle  of 
champagne  delivered  with  chocolate- 
dipped  strawberries.  They  can  work  it  off 
in  the  morning  at  one  of  eight  private  spa 
suites,  where  a  "Symphony  of  Global 
Fusion"  treatment,  starting  with  a  "Floral 
Foot  Wash  Ritual,"  costs  $820  per  couple. 

To  bankroll  such  high-class  digs, 
Kerzner  relies  on  a  heap  of  new  debt — 
and  the  kindness  of  obliging  govern- 
ments. In  Dubai  a  government  company 
is  Kerzner's  partner  and  is  putting  up  half 
of  the  initial  $120  million  in  equity.  The 
new  Atlantis  will  be  built  on  a  1.5-mile 
stretch  of  beachfront  on  the  most  promi- 
nent section  of  a  giant  man-made  island 
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A  temple  dedicated  to  celebrities  and  sea  life:  the  Atlantis 
"Leap  of  Faith"  water  slide  (top);  John  Travolta  at  Kerzner's 
surprise  party  for  him;  aquarium  at  Atlantis. 


shaped  like  a  palm  tree — property  of  the 
government.  And  in  September  the 
Dubai  government  company  acquired  a 
13%  stake  in  Kerzner  International, 
bought  from  outside  shareholders  and 
from  the  company,  providing  a  timely 
cash  infusion  of  $150  million. 

Besides  that  money,  Kerzner  issued 
$400  million  in  debt  at  8.9%  interest  and 
$230  million  in  convertible  notes,  and 
negotiated  a  $500  million  line  of  credit. 
"We  don't  have  to  begin  making  repay- 
ments until  2011,"  Kerzner  says.  "We  can 
absorb  some  shocks  for  seven  years." 

By  "shocks"  he  means  a  reprise  of  the 
9/11  terrorist  attacks,  which  spared  few  in 
the  leisure  industry,  including  Kerzner, 
whose  adjusted  net  income  plummeted 
40%  in  2001.  Competitors  hunkered 


down  until  the  shock  faded,  but  Kerzner 
went  on  a  publicity  offensive.  He  enticed 
CBS  into  airing,  on  Thanksgiving  Day 
2001,  a  one-hour  concert  by  the  boy  band 
'N  Sync  at  the  Atlantis.  Kerzner  also  lured 
the  suddenly  grown-up  Olsen  twins  and 
their  producer  to  film  a  straight-to-video 
movie  at  Atlantis,  setting  almost  every 
scene  in  or  around  the  hotel.  The  90- 
minute,  thinly  plotted  film,  released  in 
time  for  Christmas  2001,  was  almost  an 
infomercial  for  the  resort.  Tucked  inside 
each  video  was  a  coupon  good  for  a  $100 
rebate  on  a  stay  at  Atlantis. 

The  p.r.  push  contributed  to  Kerzner's 
strong  results  the  following  year,  when 
adjusted  net  income  jumped  54%  on  a 
9%  increase  in  sales.  "Most  people  in  the 
travel  industry  considered  2000  the  high 


mark,"  says  Howard  Karawan,  Kerzner'; 
chief  marketing  officer.  "Post-9/1 1  wa: 
our  best  year." 

The  image-stoking  is  led  by  Cerarc 
(Jerry)  Inzerillo,  who  formerly  ran  So 
Kerzner's  Sun  City  resort  and  worked  at  th< 
Four  Seasons  and  Hilton  chains  and  at  Iai 
Schrager's  hypertrendy  hotels.  Inzerillo,  ai 
executive  vice  president,  procures  celebri 
ties,  who  in  turn  attract  flattering  press  cov 
erage.  Early  this  year  he  wanted  to  mark  th» 
reopening  of  the  172-room  One&Onh 
Palmilla  on  the  Sea  of  Cortez  in  Los  Cabos 
Mexico  after  a  $90  million  overhaul.  Inzer 
illo  heard  that  actor  John  Travolta  had  ; 
50th  birthday  coming  up  last  February.  Sc 
he  contacted  Travolta's  wife,  actress  Kelh 
Preston,  and  his  actor  pal  Dan  Aykroyd  anc 
suggested  an  all-expenses-paid  surprisi 
party.  The  A-list  guests  included  Ton 
Cruise,  Tony  Bennett,  Barbr; 
Streisand  and  Carly  Simon 
generating  tons  of  press  anc 
photo  spreads  in  People  and  It 
Style  magazines.  Oprah  Win 
frey  was  still  talking  up  th« 
party  when  she  had  Travolt; 
on  her  show  in  September. 

"One  night  I  sat  next  t( 
Buzz  Aldrin,"  marvels  mone; 
manager  Ronald  Baron 
whose  $8.8  billion-asset  func 
family  is  the  largest  outsid> 
shareholder  in  Kerzner  Inter 
national,  with  5.9  millioi 
shares,  or  17%  of  the  com 
pany.  "To  my  left  is  Jennife 
Flavin  and  Sylvester  Stallone.  Right  behint 
me  is  Robin  Williams.  Every  time  some 
thing  happens  he  bangs  my  chair." 

Inzerillo's  handiwork  will  be  in  ful 
view  on  Nov.  12,  when  the  movie  Afte 
the  Sunset  opens.  Set  in  and  around  tb 
Bahamas  Atlantis,  the  movie  feature 
Pierce  Brosnan  as  a  jewel  thief  shadowec 
by  an  FBI  agent,  played  by  Woody  Harrel 
son.  The  Kerzners  contributed  little  mor 
than  some  free  rooms  for  the  crew  ano 
the  use  of  the  Bridge  Suite  for  a  scene  tha 
features  a  shot  of  Atlantis'  sprawlin; 
lagoon.  "Sol  Kerzner  is  probably  the  bes 
production  designer  that  ever  lived, 
enthuses  Brett  Ratner,  the  director,  wh« 
admits  he  gambled  away  "a  good  five  fig 
ures"  in  the  casino.  "Atlantis  is  the  bes 
movie  set  in  the  world."  ■ 
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Unilever's  $27  billion  food 
business  is  struggling  along 
with  the  rest  of  the  company. 
Maybe  it  can  innovate  its  way 
back  to  growth. 
By  Michael  Freedman 


mam  rs]  VIK  ro  say  that  dr.  leenderi 

I  Wesdorp  takes  more  interest  in 
I  ketchup  than  the  average  burger- 
I  eater.  A  Dutch  chemical  engineer 
I  and  an  expert  in  margarine  and 
I  other  oilseed  spreads,  Wesdorp 
HH  heads  business  development  at 
I  Unilever's  food  research  center 
BH  near  Rotterdam,  where  scientists 
are  attempting  to  transform  this  familiar 
mix  of  tomato,  sugar  and  vinegar  into  a 
food  that  packs  the  same  nutritional 


punch  as  a  pure  tomato. 

First  attempts  ended  with  a  condi- 
ment that  tasted  too  tomatoey  and  had 
a  consistency  a  little  too  close  to  that  ol 
peanut  butter.  Now,  Wesdorp  says,  by 
using  enzymes  naturally  present  in 
tomatoes,  his  crew  can  mix  a  nutritious 
ketchup  that  has  the  appeal  of  the  Hell- 
mann's  brand  that  Unilever  sells  in 
supermarkets  abroad.  "It's  fantastic!' 
exclaims  the  44-year-old  scientist.  Still 
to  be  resolved:  how  to  mass-produce 
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Leendert  Wesdorp  and  Gert  Meijer: 
"You  need  technology  to  stand  out." 


this  substance  affordably. 

Unilever  has  no  time  to  waste.  In 
September  executives  at  the  $48  billion 
(2003  sales)  Anglo-Dutch  company  low- 
ered their  predictions  of  double-digit 
earnings  growth  to  low-single-digit 
growth.  The  food  division  is  56%  of  rev- 
enue, and  like  industry  rivals  Kraft, 
Nestle  and  Danone,  Unilever  is  ham- 
strung by  competition  from  discounters 
and  low-cost  store  brands.  Despite  rising 
ingredients  costs,  it's  all  the  big  manufac- 


turers can  do  to  push  their  prices  up  1% 
a  year.  What  a  contrast  to  the  glorious 
1980s  and  1990s,  when  food  manufac- 
turers enjoyed  weak  commodity  prices 
and  plump  product  prices. 

Another  vexation  is  the  obesity  epi- 
demic. What's  to  stop  society  from 
demonizing  junk  food  as  it  did  tobacco? 
It's  not  too  fanciful  to  posit  a  barrage  of 
tort  lawsuits,  advertising  restrictions  and 
taxes  aimed  at  food  companies. 

Unilever's  problems  go  deeper  still. 


Under  the  leadership  of  cochairmen 
Antony  Burgmans  and  the  recently 
retired  Niall  FitzGerald  the  company  has 
spent  the  last  five  years  slashing  hundreds 
of  food  and  personal-care  products  from 
its  portfolio  to  concentrate  on  400 
brands.  The  move  improved  the  com- 
pany's operating  margin  a  few  points,  but 
food  sales  slipped  3%  last  year.  North 
American  sales  of  Unilever's  Slim-Fast 
shakes  dropped  21%  last  year  as  dieters 
chose  to  cut  carbohydrates  instead.  In  the 
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first  half  of  2004  ice  cream  and  other 
frozen  foods  were  off,  too. 

In  response  Unilever  vows  to  increase 
advertising  and  promotion  spending.  But 
revving  up  growth  in  the  long  term  will 
require  new  products  that  differentiate 
the  company  from  competitors.  Merely 
introducing  a  few  flavors  of  soup  or  ice 
cream  each  year  isn't  going  to  cut  it.  So 
the  company  is  looking  for  blockbusters 
and  novelties,  even  while  (at  least  for  the 
record)  working  hard  on  nutritional 
quality.  The  marketing  department  is 
becoming  more  involved  in  setting  the 
research  agenda — and  even  engaging  in 
debates  with  scientists  over  the  kind  of 
health  claims  that  can  be  made  on  food 
labels.  Unilever  devotes  2.5%  of  sales  to 
R&D,  up  from  1.9%  a  decade  ago.  "You 
need  technology  to  stand  out  in  the  mar- 
ket," says  Wesdorp. 

Most  breakthroughs  in  food  technol- 
ogy are  taken  for  granted  (see  box).  A 
British  merchant,  for  instance,  got  a 
patent  in  1810  for  the  can,  which  extended 
shelf  life.  (It  wasn't  much  use  until,  in 
1858,  a  Connecticut  man  patented  the 
first  can  opener. )  Clarence  Birdseye  started 
a  food  revolution  with  frozen  veggies  in 
1923 — and  in  the  1940s  figured  out  a  way 
to  keep  them  cold  in  supermarkets.  In  its 
74-year  history  Unilever  has  had  its  share 
of  firsts.  At  a  conference  in  Switzerland  on 
obesity  earlier  this  year  cochairman 
Burgmans  described  how,  just  after  World 
War  II,  the  British  government  voiced 
concern  about  childhood  malnutrition. 
Fish  were  plentiful,  but  U.K.  kids  would 
not  eat  the  foul-smelling  creatures. 
Unilever  took  herring  and  cod,  coated 
them  with  bread  crumbs  and  sliced  them 
into  rectangles  small  enough  for  children 
to  pick  up.  Behold,  one  of  the  less  heralded 
contributions  to  the  advancement  of  civi- 
lization: the  fish  stick. 

In  the  early  1960s,  at  the  urging  of 
Dutch  doctors,  Unilever  began  looking 
for  better  alternatives  to  butter.  For  years, 
Wesdorp  says,  Dutch  consumers  dis- 
dained more  healthful  vegetable  oil 
because  they  mistakenly  believed  it 
caused  diarrhea.  Five  years  of  research 
culminated  in  a  eureka.  A  small  amount 
of  special  fat  gave  the  oil  the  solid  texture 
of  butter  without  the  saturated  fatty 


It  can  take  years  of  laboratory  work  and  research  to  develop 
a  breakthrough  in  food  technology.  Here  are  some  big  ones. 


The  humble  can  was  invented  by  British 
merchant  Peter  Durand  as  a  way  of  pre- 
serving food.  At  last  count  some  700  U.S. 
companies  were  selling 
$20  billion  a  year  in 
canned  fruits  and  vegeta- 
bles. Leaders  include  Dole 
and  Del  Monte. 


1  1 


Frenchman  Louis  Pasteur 
found  he  could  kill 
bacteria  and  mold  in 
dairy  products  by 
heating  the  milk. 
The  U.S.  dairy 
food  market  is 
now  $70  billion 
a  year. 


Henri  Nestle  invented  baby  for- 
mula. Today  it's  a  $13  billion  mar- 
ket led  by  companies  that  include 
Henri's  Swiss 
namesake,  the 
U.S.  company 
Wyeth  and  the 
Dutch  Royal 
Numico. 


Clarence  Birdseye  spent 
$7  on  an  electric  fan,  slabs 
of  ice  and  buckets  of  brine 
and  invented  a  system  of 
packing  fresh  food  into 
cardboard  and  freezing  it. 
Today  the  Rochester,  N.Y.  Birds 
Eye  is  the  U.S.  leader  in  frozen  vegetables.  It  earned 
$32  million  on  $843  million  in  sales  in  fiscal  2004.  ■ 


Saccharin,  the  first 
artificial  sweetener, 
was  discovered  by 
researchers  at  Johns 
Hopkins  University.  It  is 
now  best  known  as  Sweet'n  Low,  a 
brand  introduced  in  1957  by  the 
family-owned  Cumberland  Packing  Corp. 
of  New  York  City.  The  19th-century 

invention  commands  8% 
of  a  $1  billion  global 
market  that  includes 
Aspartame  and  Sucralose. 


■M.F. 
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i  can  expect  more. 

Introducing  DHL  Smart  &  Global  Mail. 

This  new  single-source  mailing  provider  delivers  more  to  your  office  door  -  more  reliability,  more 
customized  services,  and  more  integrated  mailing  solutions.  We've  combined  the  domestic  and  catalog 
expertise  of  two  well-known  mail  providers,  SmartMail®  and  QuikPak™,  with  the  international  mailing 
capabilities  of  Deutsche  Post  Global  Mail®.  That's  thinking  outside  the  envelope.  For  reduced  mail  costs, 
seamless  domestic  and  international  mail  services  and  more,  visit  DHL  Smart  &  Global  Mail  online  at 
www.dhlglobalmail.com  or  call  1-866-616-MAIL  (616-6245). 
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acids  of  butter.  The  product,  Becel,  is 
now  a  $1  billion  brand. 

Today  one-third  of  Unilever's  food 
products  come  out  of  Wesdorp's  research 
center,  where  450  scientists,  physicians, 
psychologists  and,  of  course,  chefs  spend 
their  days  with  microscopes,  mass  spec- 
trometers and  industrial  ovens.  The 
daunting  questions  include  these:  How 
do  you  get  children  in  Scotland  to  eat 
more  vegetables?  Can  you  make  a  better- 
tasting  low-fat  mayonnaise?  Is  there  a  way 
to  put  fruit  inside  a  cookie  without  mak- 
ing the  whole  thing  soggy? 

Wesdorp  looks  over  his  shoulder  at 
Nestle,  the  world's  largest  food  com- 
pany, and  tracks  everything  from  patents 
to  dollars  spent  on  research.  He  claims 
Unilever  was  the  first  big  food  company 
to  introduce  a  line  of  low-carb  options 
in  the  U.S.  Yet  any  advantage  that  may 
have  given  the  company  was  short-lived. 
Food  companies  once  had  lead  times  of 
20  years  to  get  products  like  Becel  on 


cold-temperature  uses,  Unilever  brought 
it  to  the  $430  billion  beverage  market, 
where  it — not  Snapple — is  by  far  the 
number  one  tea  drink,  measured  by  vol- 
ume, and  -the  third-largest  nonalcoholic 
beverage  in  the  world. 

Wesdorp's  shop  spent  five  years  study- 
ing the  properties  that  made  ice  cream 
creamy.  Finally,  a  discovery:  Flavor  and  con- 
sistency came  only  from  the  outside  of  the 
fat  droplets  in  ice  cream.  The  interior  added 
calories  but  neither  taste  nor  texture.  With 
that  in  mind  the  scientists  attempted  to  fig- 
ure out  how  to  eliminate  the  interior.  One 
solution:  Fill  the  droplet  with  something 
healthier,  like  a  protein.  Another:  Reduce 
the  size  of  each  droplet  by  90%  and  increase 
the  number  of  droplets,  thus  increasing 
total  surface  area.  It  took  two  more  years 
to  develop  the  technology  to  mass-produce 
the  new  Breyers  ice  cream.  And  as  a  result 
the  company  moved  from  a  U.S.  market 
growing  by  only  2%  a  year  to  a  submarket 
for  "healthy"  ice  cream,  where  Unilever  is 


diet  lasts  just  days,  and  a  company  thai 
favors  health  over  taste  risks  marke 
share  in  the  long  term. 

The  solution,  then,  is  to  toy  with  fla- 
vors to  find  more  healthful  replicas.  Foj 
instance,  Unilever  scientists  have  spen< 
five  years  working  with  yeast  cells  tha 
replicate  human  taste  receptors,  and  ther 
extracting  substances  from  food  to  se< 
how  they  might  trigger  these  receptors 
The  company  is  just  now  beginning  to  se< 
results,  finding,  for  instance,  that  othei 
components,  like  citric  acid,  influence  th< 
salty  taste  of  a  product. 

Wesdorp  won't  discuss  disappoint 
ments — even  they  can  yield  later  pay 
offs — but  he  says  one  of  a  researcher'; 
biggest  frustrations  is  the  number  of  year: 
it  takes  to  bring  products  with  real  con- 
sumer benefit  from  the  laboratory  to  th« 
supermarket  shelf.  One  much-sought 
after  goal  is  a  fruity  cookie  with  a  lonj 
shelf  life.  Consumers  find  crispy  ano 
crunchy  textures  to  be  more  interesting 


Among  the  daunting  questions  Unilever's  researchers  ask  is: 
How  do  you  get  to  eat  more  vegetables? 


supermarket  shelves.  Now  they  have  4 
at  most.  And  the  day  after  a  product 
patent  expires,  copycats  show  up  in 
supermarkets. 

A  lot  of  the  innovation  is  just  copycat- 
ting,  notes  Morgan  Stanley  analyst 
Michael  Steib.  Unilever,  for  instance, 
attempted  to  enter  the  dairy  and  mineral- 
water  markets  controlled  by  Nestle  and 
Danone.  This  makes  it  tough  for  con- 
sumers to  distinguish  one  product  from 
another,  forcing  manufacturers  to  spend 
more  money  on  marketing. 

Still,  relatively  small  changes  can 
transform  a  product  and  help  open  new 
markets  for  Unilever.  Bertolli,  once  sim- 
ply an  olive  oil,  is  now  in  spreads,  sauces 
and  dressings.  Bertolli-branded  sand- 
wiches are  being  sold  in  Europe's  gas  sta- 
tions, where  a  patented  technology  pro- 
tects the  bread  from  the  moist  filling.  The 
brand  has  grown  annually  by  an  average 
of  10%  in  the  last  three  years,  to  $600 
million  in  sales.  Lipton  was  once  a  player 
in  the  $30  biliion  hot  tea  market.  Accord- 
ing to  ABN  Amro,  by  coming  up  with 


growing  9%  annually. 

The  Atkins  diet  craze  and  changes  in 
consumer  and  regulatory  attitudes  toward 
food  have  forced  companies  to  reorient 
their  R&D  budgets  toward  nutrition.  At 
Nesde  20%  of  a  $1  billion  tab  goes  to  that. 
Half  of  its  600  scientists  work  on  nutrition. 
Unilever's  answer  to  this  is  its  new  "Vitality" 
campaign,  introduced  to  investors  in  June. 
The  company  will  spend  the  next  year  re- 
assessing salt,  fat  and  sugar  content  in  every 
one  of  its  products,  says  Gert  W.  Meijer, 
head  of  Unilever's  health  institute. 

Some  organic,  or  "health,"  foods 
have  fared  better  than  the  rest  of  the  sec- 
tor of  late.  But  ultimately  taste  is  still  the 
most  important  concern.  Humans  are 
programmed  to  like  fat  and  salt,  Meijer 
says,  so  Unilever  faces  something  of  a 
prisoner's  dilemma  in  its  response.  A 
decision  to  remove  salt  and  fat  from  its 
products  unilaterally  may  reap  a  short- 
term  public  relations  gain  and  even 
cause  a  quick  sales  boost  from  con- 
sumers eager  to  try  more-healthful 
products.  But  Meijer  says  the  average 


than  other  consistencies.  Yet  fruits  anc 
vegetables  typically  have  high  water  con 
tent,  making  long-lasting  crispiness  a  chal 
lenge.  Moreover,  an  apple  can  sit  for  day 
in  a  fridge.  But  once  sliced  it  is  mere  min 
utes  before  it  turns  an  unappetizinj 
brown.  So  researchers  developed  a  tech 
nology  that  replicates  the  natural  skin  o 
an  apple,  to  provide  separation  from  th< 
dry  cookie.  The  scientists  also  eliminate< 
the  bacteria  that  cause  the  apple  to  tun 
brown  by  applying  more  than  6,000  at 
mospheres  of  pressure  to  the  cookie  for ; 
tenth  of  a  second. 

Wesdorp  says  a  product  like  thi 
could  add  $500  million  or  more  t« 
annual  sales;  researchers  working  on  th< 
project  call  it  the  holy  grail  of  snacl 
foods — a  guilt-free  piece  of  a  $430  bil 
lion  global  snack  food  market.  Yet  scien 
tists  are  still  unable  to  combine  the  twc 
technologies,  making  a  crispy  cooki< 
with  fresh  apple  maddeningly  unobtain 
able.  For  now,  Unilever  is  going  to  be  sell 
ing  more  chocolate  chip  than  appl« 
cookies.  I 
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How  to  reach  retirement  and 

actually  get  to  stay  there. 


A  lot  of  investors  look 
forward  to  the  day  when 
"      they  can  finally  retire.  Yet  the 
closer  they  \  get,  the  more  they  wonder 
how  they're  going  \  to  manage  their  money. 
At  Vanguard,  we're  continually  \  expanding  our 
lineup  of  retirement  income  solutions.  \  Investors 
nearing  or  in  retirement  turn  to  us  for  | 
low-cost  mutual  funds,  online  planning 
tools,  expert  guidance,  and  the  Vanguard 
Lifetime  Income  Program',"  which  can  provide 
guaranteed  income  for  life*  In  short,  we  want  to^  ^ 
help  make  your  money  last  throughout  your 
retirement.  So  you  can  retire  with  confidence 

If  you'd  like  to  see  how  a  long-term  retirement  strategy 
can  keep  working  for  you,  call  us  at  1-800-523-0656, 
or  visit  us  at  Vanguard.comf  We  can  help. 


1-800-523-0656 

www.vanguard.com 


THryansuardGROUP 


investment  returns  are  not  guaranteed  and  annuity  guarantees  are  based  on  the  claims-paying  ability  of  the  issuing  insurance  company, 
lutual  funds  and  variable  annuities  are  subject  to  risk.  The  Vanguard  Lifetime  Income  Program,™  an  annuity,  is  issued  by  AIG  Life  Insurance 
ompany,  Form  Numbers  11EGAN403PAand  11GVIA1000,  and  in  New  York  by  American  International  Life  Assurance  Company  of  New  York, 
orm  Numbers  21GVIA1 000  and  21 EGAN403,  and  distributed  by  American  General  Equity  Services  Corporation.  Call  for  fund  and  annuity 
ontract  prospectuses,  which  include  investment  objectives,  risks,  charges,  expenses,  and  other  information.  Read  and 
onsider  them  carefully  before  investing.  ©2004  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


Hispani 


Show 
Me  the 
Dinero 


Banco  Popular  has  toiled  to 
be  the  bank  of  the  Hispanic 
unbanked  for  43  years.  Now 
the  big  guys  want  to  horn  in. 

By  TatianaSerafin 


AS  LOUD  SPANISH  MUSIC  COM- 
petes  with  Spanish-speaking 
voices,  bank  manager  Elba 
Pichardo  walks  the  floor  of  a 
crowded  Banco  Popular  branch 
in  upper  Manhattan,  shaking  hands  and 
nodding  at  familiar  faces.      ing  a  com- 


mercial client,  she  asks  in  Spanish  what  he 
needs  and  then  escorts  him  to  open  a  per- 
sonal checking  account.  "I  didn't  want 
him  to  wait,"  Pichardo  explains. 

The  nation's  largest  Hispanic-owned 
bank,  Banco  Popular  will  need  such 
neighborly  tactics  to  stave  off  big  banks 


Brand  identity: 
Chief  Richard  Carrion. 


in  what  has  suddenly  become  a  hot  mar 
ket  for  Hispanics'  banking  business.  His 
panics  are  the  nation's  fastest-growing 
ethnic  group  at  13.3%  of  the  U.S.  popu 
lation,  a  share  expected  to  grow  to  15.5% 
or  48  million  people,  by  2010.  Forme] 
U.S.  Treasurer  Rosario  Marin  estimate: 
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ADVERTISEMENT 


Robust  Commercial  Market  Segment 

OFFERS  SAVINGS OPPORTUNITY 


CCE  Index  Tracks 

And  Forecasts  Spending 

The  latest  Commercial  Consumption  Expenditure  (CCE) 
Index  shows  that  business  and  government  spending  is  robust, 
but  also  suggests  that  businesses  have  a  huge  opportunity  to 
save  time  and  costs  when  processing  commercial  payments. 

Developed  by  Visa  USA  to  help  financial  institutions 
track  commercial  spending  and  measure  their  market  share, 
the  CCE  is  the  first  unbiased,  consistent  metric  that  tracks 
and  forecasts  U.S.  business  and  government  spending.  Visa 
updates  the  index  once  a  year  after  the  release  of  Bureau  of 
Economic  Analysis  (BEA)  and  Census  Bureau  data  on  inter- 
mediate inputs,  wholesale  and  retail  purchases,  private  fixed 
investment  and  government  capital  expenditures. 

By  the  end  of  2004,  the  CCE  projects  that  U.S.  business 
spending  will  reach  $14.5  trillion,  up  4.4%  from  2003.  Visa 
economists  project  steady  growth  through  2010,  bringing 
business  spending  to  nearly  $18  trillion. 


U.S.  Commercial  Payments  Market:  CCE  Expenditure  2000-2010 


Source:  Visa  USA,  Strategic  and  Economic  Analysis.  June  2004,  with  data 
provided  by  the  Bureau  of  Economic  Analysis  &  Census  Bureau 


than  2%  of  CCE  is  snent  using 

payment  cards  as  an  alternative  to  c 

—  N 

/lichael  Dreyer,  Visa  USA 

Time  Is  Money 

Yet  in  this  vast,  robust  market,  businesses  are  losing  time  — 
and  thus  money  —  because  so  many  of  them  still  rely  on 
cumbersome  paper-based  payment  processes.  Payment  card 
companies  currently  handle  just  1.94%  of  business-to-business 
payments,  a  noteworthy  increase  from  0.3%  15  years  ago,  but 
still  only  a  sliver  of  the  commercial  payments  market  segment. 

"We  know  that  less  than  2%  of  CCE  currentiy  is  spent 
using  payment  cards  as  an  alternative  to  checks,"  says  Michael 
Dreyer,  senior  vice  president  for  commercial  solutions  at  Visa 
USA.  "That  is  why  Visa  is  working  with  our  member  banks  to 
help  commercial  and  government  clients  best  manage  their 
spending  to  achieve  new  levels  of  procurement  and  payment 
efficiency  by  eliminating  the  cosdy  process  of  using  checks." 

For  years,  businesses  have  been  replacing  paper  checks 
with  things  like  purchasing  cards  that  have  significantly 
lowered  business  costs  when  buying  office  supplies  and 
computer  peripherals.  In  November  2003,  Visa  USA's  Visa 
Commerce  non-card-based  payment  system  made  its  debut 
as  the  next  generation  of  electronic  payment  solutions  for 
invoice-based  payments  of  up  to  $10  million  each. 

Electronic  Payments 
Offer  Significant  Savings 

Despite  the  growing  number  of  ways  to  save  money  during  the 
procurement  process,  businesses  still  use  checks  for  roughly 


86%  of  their  commercial  transactions  (another  12%  go 
through  wire  transfers  or  automated  clearing  houses).  It's 
hardly  surprising,  then,  that  not  even  10%  of  corporate  CFOs, 
treasurers  or  controllers  believe  their  current  cash  manage- 
ment processes  are  very  efficient. 

Visa  USA  believes  that  electronic  payments  can  provide 
businesses  significant  savings  opportunities.  For  example, 
with  a  Visa  Purchasing  card,  the  average  cost  per  transaction 
drops  from  $91.13  to  $21.79.  Not  only  are  electronic  pay- 
ments more  efficient,  they  can  do  things  that  checks  cannot. 
For  example,  electronic  payment  systems  allow  companies  to 
send  detailed  information  with  each  payment  and  integrate  it 
with  financial  management  software  and  systems. 

Companies  are  beginning  to  take  notice  of  these  new 
commercial  payment  solutions.  At  Visa  alone,  commercial 
payment  volume  has  increased  at  a  compound  annual  growth 
rate  of  nearly  22%  since  1999.  Visa  is  the  world's  leading  pay- 
ment brand  and  largest  payment  system.  More  than  21,000 
financial  institutions  worldwide  rely  on  the  VisaNet  process- 
ing system  to  facilitate  $2.5  trillion  in  transactions  each  year. 


For  more  information  about 
Visa  Commercial  Solutions, 

please  visit 
www.visa.com/commercial. 


VISA 
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that  40%  of  the  10  million  people  in 
America  who  do  not  have  direct  rela- 
tionships with  a  mainstream  financial 
institution  are  Hispanic.  Hence  the  chase 
by  U.S.  and  foreign  banks  for  Hispanic 
dollars. 

Bank  of  America  has  designated  2,450 
branches  as  Hispanic  (which  it  defines  as 
having  a  10%  or  more  Hispanic  popula- 
tion within  a  3-mile  radius  of  the 
branch),  while  Citibank  has  more  than 
300  (it  uses  a  25%  threshold).  This  means 
staffing  those  branches  with  bilingual 
speakers  and  with  Spanish  marketing 
materials  at  the  ready.  Then  there  are  the 
Spanish  conquistadors,  recently  on  a 
global  acquisition  spree.  Spain's  second- 
largest  bank,  Banco  Bilbao  Vizcaya 
Argentaria  (BBVA),  in  September  acquired 
Laredo  National  Bancshares,  which  has  a 
23%  market  share  in  the  Texas-Mexico 
border  area. 

These  giants  make  Popular  look  small 
indeed.  It  has  just  127  branches  in  the 
U.S.  and  not  even  a  1%  share  of  total 
bank  deposits  in  the  metropolitan  areas  it 
serves.  Chief  Executive  Richard  Carrion, 
52,  the  third  generation  of  his  family  to 
run  the  bank,  remains  unperturbed,  at 
least  in  public.  "Obviously  we  have  to 
respect  the  size  of  these  folks  and  the 
financial  resources  they  have,"  he  says. 
"[We  are]  confident  in  our  ability  to  com- 
pete with  them." 

Banco  Popular  began  as  the  bank  of 
the  poor  in  Puerto  Rico  in  1893.  By  the 
time  Rafael  Carrion  Pacheco  took  control 
of  Popular  in  the  1920s  the  bank  was  pro- 
moting innovative  ways  for  lower  classes 
to  save,  such  as  steel  coin  banks  given  to 
customers  who  pledged  to  bring  them 
back  periodically  so  the  money  collected 
could  be  deposited  into  savings  accounts. 
It  began  its  move  into  the  U.S.  in  1961  as 
Puerto  Ricans  streamed  north. 

Today  the  bank  has  1 1,000  employees 
and  $39.6  billion  in  assets.  With  U.S. 
assets  of  $15.4  billion,  it's  the  49th-largest 
bank  here.  Its  branches  are  mainly  in  or 
around  New  York  City  and  in  California, 
Texas,  Illinois  and  Florida.  Though  it 
slightly  underperforms  its  domestic  peer 
group  in  return  on  assets  and  return  on 
equity,  Popular's  earnings  per  share  are 
growing  faster  (15.3%  vs.  12.7%  com- 


pound annual  growth  over  the  last  five 
years).  Its  stock  is  up  31%  over  the  past 
year,  yet  remains  fairly  cheap  at  15  times 
trailing  net. 

The  hottest  battle  is  over  Hispanics 
who  don't  have  bank  deposits.  That 
doesn't  mean  they  don't  buy  banking  ser- 
vices. They  send  $38  billion  abroad  annu- 
ally, a  third  of  that  to  Mexico,  using  West- 
ern Union,  check-cashing  outlets  and 
banks  for  the  remittances.  Banks  want 
not  only  the  fees — which  average  4.4%  of 
the  transfer — but  also  a  chance  to  per- 
suade the  customer  to  open  an  account  or 
take  out  a  loan. 

By  the  Numbers 

Banks  are  looking  to  grab  a  share  of 
the  growing  Hispanic  banking  dollar. 

of  Hispanics  have  bank 
accounts. 

of  non-Hispanic  whites 
have  bank  accounts. 


lispanic  checking 


account  balances  in  2004,  up  from 
$17  billion  in  2000. 

of  new  U.S.  financial  services 
growth  will  come  from  Hispanics  in 
the  next  five  years. 

Sources:  Pew  Hispanic  Center,  Research  &  Advisory  Group: 
TowerGroup. 

Popular  is  taking  a  different  course. 
While  it  offers  remittance  products  at  its 
bank  branches,  it  is  also  running  130 
Cash  Express  check-cashing  outlets  as  an 
inexpensive  market-entry  point.  The 
business  is  barely  break-even,  but  the  ser- 
vice links  customers  to  nearby  Popular 
branches  so  that  customers  might  open 
savings  and  checking  accounts. 

Many  banks  shy  away  from  check- 
cashing  outlets  because  of  their  some- 
times deserved  reputations  as  havens  for 
money  laundering  and  usurious  pay- 
check lending.  Popular's  North  Ameri- 
can head,  Roberto  Herencia,  counteracts 
the  sector's  seedy  image  by  proudly  dis- 


playing the  Popular  name  alongside 
Cash  Express. 

For  Hispanics  who  have  been  here 
longer,  Popular  pitches  annuities  and 
CDs.  Its  two  current  CD  offerings:  a 
12-month  CD  with  a  2.75%  yield  and  a 
36-month  CD  with  a  4%  yield.  In  July 
Popular  partnered  with  AIG  to  offer  Pop- 
ular Choice  Annuity,  an  investment  vehi- 
cle that  guarantees  a  first-year  bonus  rate 
of  5.15%  and  several  interest-rate 
options  thereafter.  Its  commercial 
loans — those  under  $10  million  to  small 
business  owners,  say,  for  taxi  medallions 
in  New  York  City — have  landed  it  the 
number  six  spot  on  the  Small  Business 
Administration  loan  rankings.  Numbei 
one  is  Bank  of  America. 

Carrion  has  decided  that  at  the  leasl 
the  bank  needs  to  bulk  up.  It  recentl) 
bought  the  27-branch  Quaker  Cit> 
Bancorp  in  southern  California  and 
Kislak  National  Bank's  8-branch  network 
in  Miami;  it's  also  looking  at  the  10- 
branch  Unibank  there.  "If  you  want  to  be 
taken  seriously  as  a  bank  for  Hispanics  ir 
the  U.S.  nationally,  you  have  to  have  i 
credible  presence  in  Miami,"  says  Coher 
Bros,  analyst  Joseph  Gladue.  More  deal; 
are  in  the  works,  say  Popular  executives. 

But  what  it  lacks  in  scale,  Popula 
tries  to  make  up  in  intangibles — mostly 
its  Hispanic  brand  identity.  At  Popula 
branches  in  Hispanic  neighborhoods 
most  employees  speak  Spanish  and  liv< 
nearby.  On  Spanish-language  networl 
Univision,  Popular  sponsored 
15-minute  segment  on  a  variety  show 
Sdbado  Gigante,  on  Saturdays. 

Popular  forks  over  millions  to  get  big 
name  Latino  singers  like  Ricky  Martii 
and  Marc  Anthony  to  perform  at  ai 
annual  concert.  The  concert  is  broadcas 
in  parts  of  North  and  South  America  ii 
December,  and  CDs  and  videos  of  it  ar 
later  sold  in  Popular  branches,  generatin 
traffic.  Carrion  served  as  the  grand  mar 
shal  of  New  York's  2004  Puerto  Rica 
Day  parade. 

Popular  says  Banco  Bilbao  made 
failed  bid  for  it  (Popular  won't  say  when 
backing  off  after  being  rebuffed.  "W 
don't  want  to  be  a  Hispanic  banking  arr 
of  a  big  institution,"  insists  Carrion.  Oth- 
ers may  have  a  different  idea.  I 
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Data  Rich  Transactions 
Versatile  Payment  Options 
Knowledge  Services 


Visa®  Commercial  Solutions  can  provide  a  better  way  to  pay  and  be  paid.  From 
improving  the  way  you  acquire  materials,  goods  and  services  to  paying  for  and 
managing  travel  and  entertainment  expenses,  you'll  find  the  solutions  you  need  for 
virtually  every  type  of  purchase  and  process.  All  with  rich  data  to  help  improve  your 
ability  to  track  spending,  control  costs,  manage  supplier  relationships  and  facilitate 
company  and  regulatory  compliance.  To  learn  more  about  how  Visa  Commercial 
Solutions  makes  the  business  of  paying  pay,  visit  visa.com/commercial  or  contact 
your  financial  institution. 


It's  everywhere  you  want  your  company  to  be. 


VISA 


innovative  lommunicaiion 


How  a  Nebraska  boy  built  an  island  empire  with 
other  people's  money  By  Matthew  Swibel 


lands  regulators  questioned 
whether  Innovative's  phone 
company  there  had  made  an 
improper  $28.5  million  loan  to 
Belize  Telecommunications, 
which  an  affiliate  of  Innovative 
acquired  for  $105  million  in 
stock  in  March. 

When  pressed,  Prosser 
admits  he  has  thought  "for 
more  than  a  moment  about 
losing  it  all."  At  a  sale  of  phys- 
ical assets,  say,  at  bankruptcy, 
its  assets  would  likely  go  for  an 
estimated  $360  million.  But  as 
of  now  Prosser  is  keeping  cur- 
rent on  all  his  loan  payments 
and  so  may  be  able  to  hang  on 
to  his  steeply  leveraged 
empire.  "I  am  waiting  to  see  if 
any  of  my  four  children  are 
interested  in  coming  in  the 
company,"  he  says. 

The  ruddy-faced  6-foot-3 
Prosser  grew  up  in  Falls  City, 
Nebr.  (pop.  5,000).  As  a 
teenager  he  drove  a  bulldozer 
and  spliced  cable  for  the  tele- 
phone company  where  his 
father  worked.  In  Lincoln  he 
got  an  accounting  degree  at 
the  University  of  Nebraska.  He 
was  off  to  the  Caribbean  at  age 
25  on  behalf  of  some 
Nebraska  investors  interested 
in  buying  an  alumina  plant  in 
St.  Thomas.  The  purchase  col- 
lapsed, but  he  kept  angling  for 
deals  there.  When  he  learned 


JEFFREY  PROSSER,  OWNER  AND 
head  of  Innovative  Communica- 
tion, spent  his  48th  birthday  this 
September  in  Washington,  D.C. 
working  with  $500-an-hour 
lawyers  to  stave  off  a  pack  of  creditors  and 
regulators  who  are  ready  to  have  him  tarred 
and  feathered.  "Yuck,"  he  says,  with  an  ex- 
aggerated shudder.  He  would  have  been 
happier  in  the  U.S.  Virgin  Islands.  That's 
the  base  from  which  he  has  built  a  constel- 
lation of  telephone,  newspaper,  banking, 
cellular  phone  and  cable  TV  assets  with 
cunning,  moxie  and  other  people's  money. 
Or  in  Palm  Beach,  Fla.,  where  he  and  sec- 
ond wife,  Dawn,  regulars  on  the  charity  cir- 
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cuit,  reside  with  one  of  his  four  children 
while  their  $  14  million  St.  Croix  beachfront 
mansion  gets  a  makeover. 

Among  Prosser's  adversaries  are  the 
former  minority  shareholders  of  a  firm 
Prosser  merged  into  Innovative.  In  May  a 
Delaware  chancery  judge  found  Prosser 
personally,  and  his  corporation,  liable  to 
them  for  $220  million  in  damages. 

A  month  later  the  not-for-profit  Rural 
Telecommunications  Finance  Cooperative 
of  Herndon,  Va.  accused  Innovative  of  3 1 
breaches  of  its  lending  agreement  and  filed 
suit  to  get  the  $550  million  it  lent  Innova- 
tive— the  most  it  has  ever  lent  one  com- 
pany— repaid  at  once.  In  August  Virgin  Is- 


ITT  was  selling  its  Virgin  Islands  telephone 
business,  Vitelco,  he  made  an  unsolicited 
$87  million  bid.  The  telecom  giant  gave 
the  then  29-year-old  the  cold  shoulder.  But 
six  months  later,  in  June  1986,  it  finally 
gave  in  to  his  persistence.  Prosser  lined  up 
105%  debt  financing  from  E.F.  Hutton  & 
Co.  with  help  from  Neil  Prior,  a  telecom 
banker  at  now-defunct  Kidder,  Peabody  & 
Co.  Prior  left  Kidder  and  took  30%  of 
Vitelco's  equity  for  himself. 

Prior  knew  a  good  deal  when  he  saw 
one.  Vitelco  faced  no  competition  and 
was  guaranteed  an  11.5%  return  on  in- 
vestment by  the  Virgin  Islands  Public  Ser- 
vice Commission.  Sweetening  the  deal,, 


EVERYTHING  WE  KNOW. 
ONE  SEDAN. 


INTRODUCING  THE 
FORD  FIVE  HUNDRED. 

Our  new  flagship  sedan  is  the  sum  total  of  1 00  year 
of  design  and  engineering  experience.  The  result? 
Command  Seating™  for  a  better  view  of  the  road. 
Enormous  room  and  comfort  for  five  passengers. 
Available  All-Wheel  Drive.  A  six-speed  transmissio 
for  performance  and  fuel  economy*  The  new 
Ford  Five  Hundred.  It  elevates  the  sedan. 


Visit  fordvehicles.com. 

Well-equipped  at  $22,795.** 


*EPA  Racing  29  hwy/21  city  for  Five  Hundred  with  6-speed  transmission  and  FWD. 

*2005  Five  Hundred  SE;  as  shown  2005  Five  Hundred  Limited  with  $28,495  MSRP;  taxes,  title  and  license  fees  extra. 


Innovative  Communication 


the  USVI  Industrial  Development  Com- 
mission had  granted  the  company  an 
abatement  of  90%  of  income  taxes  and 
100%  of  gross  receipts,  property  and  ex- 
cise taxes.  The  new  owners  refinanced  in 
just  one  year,  replacing  the  Wall  Street 
loan  with  a  $104  million  loan  at  a  below- 
market  rate  from  the  Rural  Telecommu- 
nications Finance  Cooperative. 

In  1991  Prosser  and  his  partners 
bought  80%  of  Guyana  Telephone  & 
Telegraph  for  $25  million.  Eleven  months 
later  they  took  Vitelco's  holding  company 
public  with  an  offering  of  4.4  million 
shares,  40%  of  the  total,  at  $19  per  share. 
That  made  the  then  35-year-old  Prosser's 
stake  worth  $63  million.  He  divorced, 
remarried  and  bought  a  Rolls-Royce. 

Prosser's  acquisitions  and  spending 
style  led  to  a  falling-out  with  the  older 
Prior.  They  sued  each  other  in  1995. 
Prosser  was  facing  protests  over  his  use  of 
private  jets  as  well  as  a  shareholder  plan  to 
oust  him.  The  putsch  failed,  but  Prosser 
and  Prior  agreed  in  1996  to  split  the  com- 
pany in  half.  Prosser  ended  up  owning 
52%  of  the  publicly  traded  Virgin  Islands 
business,  now  called  Emerging  Communi- 
cations. Prior  took  the  Guyana  telecom. 

Prosser  kept  buying.  He  used  a  newly 
formed  company  named  Innovative  to 
acquire  four  Caribbean  cable-TV  compa- 
nies and  Gannett's  Virgin  Islands  Daily 
News.  Then  he  moved  to  consolidate  his 
budding  empire,  eventually  settling  on  a 
plan  to  have  Innovative  buy  out  Emerg- 
ing Communications,  ridding  himself  in 
the  process  of  minority  shareholders. 

Innovative  paid  $10  a  share  for  Emerg- 
ing Communications,  the  telecom  finance 
co-op  that  Prosser  arranged  to  finance  the 
buyout,  determined  the  shares  were  worth 
$28  each.  Nevertheless,  Prosser's  hand- 
picked  board  at  Emerging  approved  the 
$10  price.  In  addition  to  holding  Prosser 
and  Innovative  liable  for  $220  million,  the 
judge  in  Delaware  held  two  Emerging 
board  members  liable  for  part  of  that;  one 
was  Prosser's  personal  attorney  from 
Omaha,  who  also  served  as  general  coun- 
sel of  Emerging.  Prosser  considered  an  ap- 
peal but  now  looks  likely  to  setde  for  $100 
million.  He  appears  to  be  chastened  by  the 
decision.  "The  Delaware  case  made  me 
open  my  eyes,"  he  says. 


Some  federal  agencies,  however,  still 
seem  to  have  their  eyes  shut.  Despite  the 
litigation,  last  December  the  U.S. 'Depart- 
ment of  Agriculture's  Rural  Utilities  Ser- 
vice guaranteed  a  $64.7  million  loan  to 
Innovative  from  the  Treasury's  Federal 
Financing  Bank  at  an  annual  interest  rate 
of  only  1%.  (Very  few  of  FFB's  183  other 
borrowers  have  gotten  more  than  $2  mil- 
lion.) The  RUS  lent  another  $1.6  million 
directly  to  Innovative  at  4.3%.  In  addi- 
tion to  the  subsidized  loans,  Prosser 
collects  $1.2  million  a  month  from  the 
Federal  Communications-administered 
Universal  Service  Fund.  This  is  a  subsidy 
slush  fund  paid  for  by  a  federal  phone  tax. 

With  the  financing  still  flowing,  Prosser 


By  the  Numbers 

Island  Adventure 

Jeffrey  Prosser  has  assets  and  a 
mountain  of  debt  across  the  Caribbean. 

$550  million  Prosser's 

outstanding  loan  from  RTFC. 

70,000  Number  of  Vitelco 
customers. 

3  Private  jets  owned  by  Innovative. 

$105  million  Amount  paid 

for  Belize  Telecommunications  Ltd. 

Sources:  Innovative  Communication;  legal  documents. 


kept  on  buying.  In  April  the  government  of 
Belize  gave  Innovative  permission  to  buy 
all  the  stock  of  Belize  Telecommunications 
Ltd.  from  Lord  Michael  Ashcroft  and 
Carlisle  Holdings  for  $105  million.  "If 
someone  wanted  to  break  free  from  regu- 
lators and  creditors,  this  is  a  place  to  con- 
sider opening  shop,"  snipes  Eric  Cowan, 
outside  counsel  for  the  RTFC. 

For  that  deal  to  go  through,  Prosser 
needed  cash  to  pay  down  Belize  Telecom- 
munications' debts  to  the  Belize  govern- 
ment. In  February  Vitelco  sold  85,000 
shares  of  preferred  stock  to  unidentified 
investors  for  $82  million.  Both  the  rural 
telecom  cooperative  and  Virgin  Islands 
regulators  allege  that  Vitelco  wrongfully 


took  $28.5  million  of  its  proceeds  and  len 
it  to  Belize  Telecommunications  in  March 

Oops.  The  co-op's  loan  agreemen 
requires  Innovative  and  its  subsidiaries  t< 
use  any  funds  from  financing  activities  tc 
pay  down  the  loan  from  the  co-op.  S( 
says  the  co-op,  at  any  rate.  Prosser  argue 
otherwise.  The  dispute  is  tangled  up  ii 
arcane  arguments  about  subsidiaries  an< 
technical  defaults.  Prosser  also  says  tha 
the  Belize  transaction  is  irrelevan 
because  Virgin  Islands-based  Innovative 
which  borrowed  the  RTFC  money,  didn' 
acquire  it.  That  was  done  by  a  differen 
special-purpose  Delaware  corporation 
also  named  Innovative. 

In  an  effort  to  settle,  Innovative  ha 
twice  offered  to  restructure  loan  pay 
ments.  But  the  co-op  is  in  no  mood  to  cu 
deals  with  Prosser;  it  wants  him  removec 
and  wouldn't  mind  seeing  Innovativ< 
forced  into  bankruptcy. 

Meanwhile,  the  Virgin  Islands  Publi< 
Service  Commission's  rules  prohibi 
Innovative  or  Vitelco  from  making  an' 
loans  to  foreign  businesses,  such  as  Beliz' 
Telecommunications.  And  the  commis 
sion's  staff  is  raising  a  stink  about  hov 
Innovative  could  claim,  in  its  recen 
request  for  an  extension  of  tax  breaks,  t< 
need  more  money  for  capital  project 
while  at  the  same  time  shipping  $28  mil 
lion  off  to  Belize. 

"We  are  looking  into  whether  or  no 
the  loan  was  or  wasn't  technically  in  vio 
lation  of  a  PSC  order  from  years  ago,"  say 
Lanny  Davis,  a  Washington,  D.C.  lawye 
speaking  for  Prosser.  (The  smooth 
talking  Davis  is  best  known  as  spin 
meister  to  former  President  Clintoi 
during  the  Monica  Lewinsky  days.) 

Meantime,  competition  from  wireles 
and  an  upstart  Virgin  Islands  broadbanc 
service  launched  in  November  coul« 
erode  Vitelco's  customer  base  and  it 
$53  million  a  year  in  revenue.  As  a  goin; 
concern,  Innovative's  assets  might  b 
worth  $  1  billion,  says  Prosser.  But  in  a  sal 
like  bankruptcy,  physical  assets  would  g< 
for  maybe  $360  million.  That's  only  65°/ 
of  its  debt  to  the  rural  co-op. 

Is  Innovative  insolvent?  "It  depend 
on  what  your  definition  of  insolvency  is, 
says  Davis.  Clinton  couldn't  have  said  i 
better.  ■ 
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What  Would  Mao  Say? 

Fast-track  Shanghai  shows  Formula  One  fans  overseas  a  new  China 

By  Robyn  Meredith 


LEAVE  IT  TO  CHINA,  LAND  OF  THE  CAPITALIST  COMMU- 
nists,  to  set  a  new  record  for  irony.  Shanghai  managed 
to  stir  up  national  pride  by  hosting  a  car  race  in  a  coun- 
try where  only  a  tiny  slice  of  the  population  can  afford 
to  buy  cars. 

When  the  Formula  One  race  circuit  came  to  China  last 
month,  state-run  CCTV  devoted  three  days  of  live  coverage  to 
practice  laps,  qualifying  runs  and  the  race.  National  oil  company 
Sinopec  sponsored  the  race  and  used  the  global  TV  coverage  to 
burnish  its  image — and  English  name — with  investors  overseas. 
Even  car  racing's  answer  to  basketball's  Yao  Ming  was  on  hand. 
"Fl  can  be  seen  as  symbolic  for  the  incredible  development  of 
China  and  especially  Shanghai,"  declares  Dutch-born  Ho-pin 


Tung,  who  between  signing  autographs  in  China  is  driving  01 
Europe's  Formula  Three  circuit  and  training  for  the  rigors  o< 
Formula  One  racing. 

In  many  ways  the  race  was  a  resounding  success.  Shanghai' 
futuristic  track  won  kudos  from  fans  and  racecar  drivers  alike 
China  built  the  track  with  the  same  sense  of  purpose  it  usual!; 
reserves  for  building  new  factories:  Peasants  were  cleared  fron 
the  land,  and  new  expressways  to  the  track  were  poured,  all  in  11 
months.  Message  to  the  world:  Beijing  will  be  ready  to  host  th< 
2008  Olympics. 

And  listen  to  those  lucky  enough  to  claim  one  of  the  150,001 
stadium  seats,  such  as  31 -year- old  Jade  Hong,  wearing  a  red  Fer 
rari  shirt  and  matching  baseball  cap,  thrilled  at  the  sound  of  th< 
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Young  Ferrari  fan  and  150,000 
others  were  drawn  to  cheer  the 
world's  best  drivers.  Ho-pin  Tung 
(right)  hopes  to  join  their  ranks  and 
is  already  an  autograph  catch. 

engines  revving.  "I  wish  that  all 
the  world  can  welcome  China 
as  a  member  of  the  world  com- 
munity," says  Hong,  who  runs 
the  data  processing  department 
of  a  Korean  shipping  com- 
pany's Shanghai  office.  Secretary  Lily 
Yung,  26,  doesn't  have  a  car  of  her  own 
but  insists,  "My  country  and  Shanghai  are 
getting  better  and  better." 

The  cheap  seats  to  this  race  cost  $125, 
a  month's  pay  for  an  average  Chinese 
worker,  so  the  seats  are  taken  mosdy  by 
foreigners  and  rich  Chinese.  Bringing 
Formula  One  to  China  had  a  similarly 
high  price  tag  for  the  nation:  China  spent 
more  than  $340  million  on  the  rights  to 
host  the  race  for  seven  years,  plus  build- 
ing the  track  and  the  roads  leading  to  it. 
Shanghai  spent  another  large  sum  setting 
off  fireworks  to  celebrate.  The  invest- 
ment was  a  lot  for  a  nation  just  learning 
to  drive. 


Marketing  ex- 
perts don't  expect 
Chinese  to  buy  more 
cars  as  a  result  of 
the  warm  feelings  in 
China  about  the  race. 
The  closest  they  may  come  is  the  spike  in 
sales  of  Ferrari  T  shirts,  visible  over  the 
race  weekend. 

"Fl  has  no  relevance  here,"  says 
Thomas  Doctoroff,  chief  executive  of 
Greater  China  for  J.  Walter  Thompson, 
the  WPP  Group  advertising  agency. 
"Chinese  people  are  not  great  spectator- 
sports  fans."  Marketers  looking  to  appeal 
to  Chinese  are  better  off  choosing  differ- 
ent sports,  like  soccer.  Better  bang  for  the 


buck  comes  from  something 
even  less  grand:  table  tennis. 
"Ping-Pong  is  something  that 
everybody  plays,  so  there  is 
going  to  be  an  interest  in  it," 
says  Doctoroff. 

Indeed,  with  signs  along 
the  track  printed  in  English 
instead  of  Chinese,  sponsors 
like  Mobil,  Toyota,  Olympus, 
DHL  and  Panasonic  were 
mostly  aiming  at  the  foreign 
television  audience.  So  was 
Sinopec,  Doctoroff  says. 

Even  the  state-run  China 
Daily  was  taken  aback  by  the 
cost.  "Forming  stronger  eco- 
nomic foundations  should  be  more  im- 
portant than  spending  mammoth 
amounts  on  any  image-amplifying  proj- 
ect," read  a  stern  editorial  after  the  race. 

The  biggest  winner,  as  usual,  was  no 
doubt  Bernie  Ecclestone,  fee-loving  chief 
executive  of  Formula  One  Management. 
"The  first  Formula  One  Chinese  race  is  a 
very  significant  addition  to  the  global  For- 
mula One  calendar,"  he  says.  If  not  for 
carmakers,  then  for  him.  F 
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Looking  Forward  Virginia  Postrel 


Disabilities 
In  the  E.R. 


WHEN  MARK  BREIMHORST  TOOK  THE  GRADUATE 
Management  Admission  Test  a  few  years  ago,  he 
got  extra  time  to  accommodate  his  disability. 
The  Educational  Testing  Service  noted  the 
"nonstandard  administration"  when  it  reported 
his  scores  to  business  schools. 

Protesting  the  stigma  of  flagged  scores,  Breimhorst  sued 
under  the  Americans  With  Disabilities  Act.  ETS  settled  and 
agreed  to  stop  reporting  special  accommodations.  Now  profes- 
sional schools  can't  tell  the  difference  between  high  scores 
earned  by  students  under  normal  deadlines  and  high  scores 
earned  by  students  who  get  extra  time. 

In  Breimhorst's  case,  that's  justice.  He  was  born  without 
hands  and  needs  extra  time  to  fill  out  test  forms.  Neither  busi- 
ness school  classes  nor  management  jobs  demand  significant 
manual  dexterity. 

But  what  about  mental  dexterity?  There,  the  same  principles 
of  disability  law  behind  Breimhorst's  suit  are  clashing  with  the 
demands  of  professional  life  and  the  schools  that  prepare  stu- 
dents for  it. 

Over  the  past  decade  students  with  learning  disabilities  have 
gotten  used  to  having  extra  time  on  tests  and,  in  some  cases,  sep- 
arate rooms  to  reduce  distraction.  In  many  cases  that  makes 
sense.  Giving  a  dyslexic  third  grader  extra  time  on  a  standard- 
ized test  makes  it  more  likely  that  his  answers  will  show  what  he 
knows  rather  than  how  fast  he  reads. 

But  a  sensible  accommodation  for  little  kids  can  create  a 
misleading  double  standard  for  adults.  How  much  you  know 
isn't  the  only  thing  that  matters  in  school — especially  when 
you're  training  for  a  demanding  professional  job.  What  patient 
wants  a  genius  doctor  who  can't  focus  in  a  distracting  environ- 
ment, reads  so  slowly  that  she  can't  keep  up  with  medical  jour- 
nals or  tends  to  misspell  drug  names  on  prescriptions? 

There  are,  of  course,  excellent  physicians  with  learning  dis- 
abilities. But  they  succeeded  the  hard  way,  without  special 
accommodations.  They  demonstrated  that  they  could  work 
around  their  problems.  I  

That's  not  fair,  argue  disability  activists,  and  it's  FOfbCS 
not  legal.  I  -  "com 


"You're  disabled  or  you're  not,"  says  Stephen  Tollafield,  an 
attorney  with  Disability  Rights  Advocates  in  Oakland,  Calif. 
"A  person  tan  have  a  substantial  disability  in  reading  even 
though  their  intelligence  and  hard  work  have  helped  them  to 
compensate  for  their  disability.  But  the  law  requires  that  if  you 
have  a  substantial  disability,  you're  entitled  to  accommodation." 

In  a  class  action  filed  in  California  state  court  in  July,  he 
and  other  attorneys  argue  that  medical  school  admissions  tests 
unfairly  discriminate  against  applicants  with  disabilities  like 
dyslexia.  The  Association  of  American  Medical  Colleges, 
argues  the  suit,  is  too  stingy  about  giving  learning-disabled 
students  the  accommodations  they've  depended  on  through- 
out their  academic  careers. 

The  plaintiffs,  says  the  suit,  "have  earned  high  school  and 
college  diplomas,  often  with  high  grades  and  other  significant 
achievements.  Plaintiffs  were  able  to  reach  their  potential  and 

succeed,  in  part,  because  they 


Why,  if  it's  illegal 
to  discriminate 
against  medical 
students  who  are 
slow  readers,  is 
it  not  illegal  to 
discriminate 
against  the 
ones  who  are 
slow  learners? 


received  reasonable  accommo- 
dations at  school  and  on  previ- 
ous standardized  admissions 
tests  such  as  the  SAT." 

The  lawsuit  ignores  the 
nature  of  medical  training, 
which  is  notoriously  grueling 
for  a  reason.  Patients'  lives 
depend  on  physicians'  ability 
to  perform  under  pressure.  If 
learning-disabled  students 
can't  do  well  on  a  timed  test, 
maybe  they  aren't  suited  to 
be  doctors. 

Irrelevant,  says  Tollafield. 
"The  MCAT  is  not  a  test  that's 
designed  to  predict  how  you 
would  do  as  a  doctor.  It's  designed  to  predict  how  you'll  do  on 
other  tests  in  medical  school  and  the  grades  that  you'll  earn." 

That  argument  denies  the  fundamental  reality  of  profes- 
sional schools.  No  matter  how  theoretical  their  classes,  these 
programs  aren't  about  learning  for  learning's  sake.  They're  trade 
schools  that  prepare  and  certify  people  for  demanding  jobs.  In 
those  jobs,  performance — not  intelligence  or  knowledge — is 
what  matters. 

Besides,  the  disability  rights  people  have  no  objection  to  the 
most  blatant  form  of  educational  discrimination:  the  prejudice 
against  people  who,  thanks  to  the  genetic  lottery,  aren't  excep- 
tionally bright. 

For  an  aspiring  doctor,  average  intelligence  is  a  far  greater 
handicap  than  dyslexia  or  attention  deficit/hyperactivity  disor- 
der. Why  do  some  brain  attributes  matter  more  than  others: 
Why,  to  use  the  trendy  jargon,  should  we  "privilege"  intelligence; 

"Wow,"  says  Tollafield.  "That's  a  big  policy  question.  I  don'l 
know  that  I'm  capable  of  answering  it." 


Virginia  Postrel's  most  recent  book  is  The  Substance  of  Style:  How  tht 
Rise  of  Aesthetic  Value  Is  Remaking  Commerce,  Culture,  anc 
Consciousness.  Her  Web  site  is  www.dynamist.com. 


134     FORBES"  November  1,  2004 


MLB.com  knows  the  power  of  SAS  software. 


How  does  MLB.com"  give  fans 
the  ultimate  baseball  experience? 


ENTERPRISE  INTELLIGENCE 
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IRGANIZATIONAL  INTELLIGENCE 
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Millions  of  fans.  Thirty  teams.  One  passion.  And  24/7  access  to  it  all  through  MLB.com. 
At  the  official  site  of  Major  League  Baseball,  fans  can  experience  baseball  in  a  whole  new 
way  -  from  live  ballgames  to  stats  in  real  time,  from  history  to  fantasy,  across  the  league  or 
by  connecting  to  individual  club  sites.  MLB.com  is  the  richest,  deepest  source  of  original 
baseball  news  and  highlights  on  the  Internet.  SAS  is  proud  to  provide  the  state-of-the-art  data 
management,  predictive  analytics  and  marketing  automation  software  that's  helping  Major 
League  Baseball  enrich  the  interactive  experience  for  the  hundreds  of  millions  of  visitors 
who  make  MLB.com  such  a  big  hit.  To  find  out  more  about  SAS,  visit  our  Web  site  or  call 
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Why  Mot?  Ian  Ayres  and  Barry  Nalebuff 


Race,  Tips 
And  Economics 


counterfeit  to  the  driver  at  the  beginning  of  the  ride. 

Or  an  even  more  direct  social  custom  would  be  to  partially 
prepay  the  tip.  When  hailing  a  cab  a  passenger  might  simply 
hold  up  a  dollar  that  would  immediately  be  given  to  the  driver 
upon  entering.  The  dollar  would  not  count  toward  the  fare  and! 
might  not  be  the  full  tip,  but  it  would  immediately  signal  that 
the  passenger  wasn't  part  of  the  25%  who  leave  nothing. 

While  the  tipping  flag  might  reduce  cab  driver  discrimina- 
tion against  minority  passengers,  it  doesn't  stop  passengers 
from  discriminating  against  minority  drivers.  Ian's  study 
found  that  black  drivers  in  New  Haven  were  tipped  a  third  less 
than  white  drivers. 

African-American  drivers  were  80%  more  likely  to  be 
stiffed  by  passengers  than  white  drivers.  The  passenger  dis- 
crimination imposes  the  equivalent  of  a  6.6%  tax  on  the 
income  of  black  drivers. 


ECONOMISTS  HAVE  A  HARD  TIME  EXPLAINING  WHY 
people  leave  tips.  "To  get  good  service"  is  not  a  good 
answer  because  you  tip  after  the  service  is  over,  and 
you'll  probably  never  see  the  person  again.  Why  don't 
people  just  pay  the  bill  and  say  good-bye? 
When  it  comes  to  taxicabs,  it  turns  out  that  many  people 
follow  the  economist's  model — they  don't  leave  a  tip.  Ian  (with 
coauthors  Fredrick  Vars  and  Nasser  Zakariya)  recorded  tips  on 
over  a  thousand  taxi  rides  in  New  Haven.  In  a  study  forth- 
coming in  the  Yale  Law  Journal,  they  found  that  while  the  aver- 
age tip  is  16%,  almost  a  quarter  of  passengers  left  no  tip  what- 
soever. This  includes  a  bunch  of  people  who  asked  for  25  cents 
back  from  their  $5  bill  when  the  fare  was  $4.75. 

The  difference  between  tippers  and  nontippers  makes  a  big 
difference  to  drivers'  take-home  pay.  Drivers  would  like  to  know 
the  tipping  histories  of  prospective  passengers.  But  they  can't  ask 
for  your  expense  reports  before  they  pick  you  up.  Instead, 
drivers  probably  make  decisions  based  on  who  looks  like  a  good 
or  a  bad  tipper. 

In  Ian's  data,  these  differences  would  tend  to  cause  drivers  to 
avoid  serving  African-American  passengers.  Forty  percent  of 
blacks  left  no  tip,  compared  with  10%  of  whites.  Overall, 
rational  drivers  (taking  into  account  other  curbside  observables, 
such  as  dress)  expect  that  their  total  revenue  from  serving 
African-American  passengers  would  be  8.6%  lower  than  from 
serving  whites. 

One  way  to  combat  the  reluctance  of  drivers  to  pick  up  black 
passengers  would  be  to  provide  them  with  better  information. 
Cab  drivers  could  distribute  "good  tipping"  flags.  (Think  of  the 
"Be  Nice  to  Me,  I  Gave  Blood  Today"  sticker.)  Any  passenger 
who  tipped  at  least,  say,  1 5%  would  be  given  a  distinctive  tip- 
ping flag  at  the  end  of  the  trip.  The  passenger  would  be  able  to 
wave  the  flag  to  hail  down  the  next  taxi.  The  passenger  would 
turn  in  the  flag  at  the  beginning  of  the  fare  and  get  it  back  only 
after  leaving  a  good  tip. 

Of  course,  we  might  imagine  that  a  market  for  counterfeit 

flags,  which  would  be  hard  to  distinguish  from  a  dis-  i  

tance,  would  spring  up.  But  the  passenger  would  have  FOI*t)CS 
some  explaining  to  do  when  he  or  she  tried  to  hand  the  I  "com 


Passenger 
discrimination 
imposes  the 
equivalent 
of  a  6.6% 
tax  on  the 
income  of 
black  taxicab 
drivers. 


To  combat  the  twin  prob- 
lems of  driver  and  passenger 
discrimination,  we  suggest  a 
more  radical  change.  Your 
city's  taxi  commission  might 
raise  fares  15%  and  require 
taxis  to  display  a  "tipi 
included"  decal.  This  kind  of 
service  compris  setup  is  stan- 
dard practice  in  Europe. 
While  people  there  routinely 
add  on  a  bit  more,  the  possi- 
bilities for  stiffing  and  differ- 
ences in  what  passengers  tip 
drivers  would  be  substan- 
tially reduced. 

Of  course,  many  will  argue 
that  a  gratuity-included  system  undermines  the  incentives  for 
service.  No  one  would  ever  do  something  that  was  bothersome 
without  an  appropriate  economic  incentive.  But  then  again, 
that  is  just  what  every  passenger  does  now  who  voluntarily 
adds  15%  or  20%  to  the  fare. 

Tipping  seems  like  an  unshakable  norm  that  is  expressly 
handed  down  from  generation  to  generation.  But  in  the 
early  20th  century  the  act  of  tipping  was  often  seen  as 
degrading  and  corrupting,  even  un-American.  The  Anti- 
Tipping  Society  attracted  100,000  members,  and  seven  states 
and  the  District  of  Columbia  went  so  far  as  to  outlaw  various 
forms  of  gratuities. 

The  (mythical)  etymology  of  "tip"  has  the  word  coming 
from  the  phrase  "To  Insure  Promptness."  Today  the  acronym 
might  be  read  instead  as  "To  Insure  Prejudice."  Giving  cus- 
tomers discretion  over  how  much  to  tip  leads  many  people  to 
leave  nothing  at  all.  This  pattern  of  capricious  payment  is  bad 
enough,  but  it  becomes  all  the  worse  when  it  leads  to  predictable 
discrimination  against  minority  passengers  and  drivers. 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School  and  Yale 
School  of  Management  and  coauthors  of  Why  Not?  and  are  average  tip- 
pers. For  more  ideas  or  to  send  your  own.  visit  www.forbes.com/whynot 
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MARSICO 

FUNDS' 

Helping  you  appreciate  lif 


I  Marsico  Funds,  the  investments  we  vafue  most  reach  beyond  the  financial 
arid.  For  you  and  for  us,  sharing  hopes  and  dreams  with  family  is  what 
jly  matters.  That's  why  we  invest  in  our  funds  right  alongside  you.  Because 
I  of  us  want  to  experience  more  of  what  we  truly  value  in  life.  Life  itself. 
)u  should  consider  the  Funds'  investment  objectives,  risks  and  charges 
id  expenses  carefully  before  investing.  For  a  prospectus,  which  contains 
is  and  other  information  about  the  Funds,,  call  888-860-8686  or  visit 
arsicofunds.com.  Please  read  the  prospectus  carefully  before  investing, 
utuai  fund  investing  involves  risks,  including  the  possible  loss  of  principal. 
ie  ticker  symbols  are  fictitious  and  do  not  refer  to  existing  securities. 
2004  Marsico  Capital  Management,  LLC.  UMB  Distribution  Services,  LLC,  Distributor. 


Where  IP  and  telecom  unite. 
Where  security  is  offensive,  not  defensive. 
Where  e-commerce  is  safe  commerce. 
Where  content  is  mobile  and  personal. 

Where  infrastructure  is  more  intelligent. 


CON 


VeriSign.  Where  it  all  comes  together. 

Billions  of  times  each  day.  the  world  interacts  with  a  company  you  may  not  realize  is  there.  One  that  is  driving  dynamic  transformations  at  the 
very  core  of  commerce  and  communications.  VeriSign:  Through  our  Intelligent  Infrastructure  Services,  we  enable  businesses  and  individuals  to 
find,  connect,  secure,  and  transact  across  today's  complex  Internet,  telecom,  and  converged  networks.  We  operate  the  systems  that  manage 
.com  and  .net,  handling  14-billion  Web  addresses  and  emails  every  day.  We  run  one  of  the  largest  telecom  signaling  networks  in  the  world, 
enabling  services  such  as  cellular  roaming,  text  messaging,  caller  ID,  and  multimedia  messaging.  We  manage  network  security  services  for 


I  2004  VeriSign,  Inc  All  rights  reserved  VeriSign,  the  Vt" .Sign  logo.  "Where  it  all  comes  together,"  and  other  trademarks,  service  marks, 
and  designs  are  registered  or  unregistered  trademarks  of  VeriSign  and  its  subsidiaries  m  the  United  States  and  in  foreign  countries. 


3.000  global  businesses.  And  we  handle  over  30  percent  of  all  e-commerce  transactions  in  North  America,  amounting  to  $100-million  in  daily 
sales.  As  next-generation  networks  emerge  and  converge,  Verisign  will  be  there,  deploying  the  Intelligent  Infrastructure  Services  necessary  for 
everything  from  RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile  and  rich  media  content  distribution.  Whether  you're  a  telecom 
carrier  looking  to  rapidly  deploy  new  services;  a  Fortune  500  enterprise  needing  comprehensive,  proactive  security  services;  or  an  e-commeree 
leader  wanting  to  securely  process  payments  and  reduce  fraud,  we  can  help.  We're  VeriSign.  Where  it  all  comes  together™ 


www.VeriSign.com 

Download  Now:  Free  white  paper  on  Intelligent  Infrastructure  Services 
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ENTREPRENEUR  OF  THE  YEAR 


At 

Death's 


By  taking  extreme  risks.  Bill  Borne  has  saved 
his  home  health  care  company  from  destruction — 
and  built  it  into  a  prosperous  provider. 

By  Luisa  Kroll 


William  Borne  went  to  sleep  one  night  in 

1998  running  a  fairly  healthy  operation.  It 
had  $55  million  in  sales  from  nursing, 
home  care  and  a  hodgepodge  of  other  ser- 
vices. By  the  next  day  the  company  was  on 
the  verge  of  collapse. 

Borne  had  known  for  some  time  that 
Medicare  was  planning  to  overhaul  the 
way  it  paid  him  and  other  home  health 
care  providers,  switching  from  cost-plus  to 
a  flat  rate  determined  in  part  by  the  diag- 
nosis. But  it  wasn't  until  that  day  in  April 
1998  that  he  found  out  the  details.  The 
changeover  wouldn't  take  place  for  two 
years.  In  the  interim,  however,  the  govern- 
ment slashed  home  care  payments  by 
more  than  half,  in  Borne's  case,  and  made 
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ibm.com/mediumbusiness/express 


Jeresting  as  it  may  be  to  read  about  the 
jl's  most  successful  mid-sized  companies, 
|e  probably  got  something  else  in  mind: 
wning  one  of  the  world's  most  successful 
lized  companies.  What  are  they  doing? 
I  are  they  thinking?  What's  giving  them 
[competitive  edge?  There  are  no  easy 
lers.  But  there  are  some  important  trends. 

I 

[id  large,  all  of  these  businesses  have  some 
Is  in  common:  they're  responding  to  the 
I  pressures,  and  fluctuations  of  an  on  demand 
|,  and  they're  doing  it  better  than  anyone 
They're  integrated.  Flexible.  Ready  for 
ing.  They  understand  that  volatility  is  here 
y,  so  they're  incorporating  it  into  their  plans, 
hey're  winning. 

do  you  join  their  ranks?  You  could  spend 
buying  technology,  retooling  your  business 
jsses,  and  hoping  everything  works  together, 
u  could  call  IBM. 


You  probably  have  some  doubts.  After  all,  does 
IBM  know  anything  about  mid-sized  companies? 
(Yes.)  Don't  they  cost  a  fortune?  (No.)  Aren't 
they  a  huge  corporation?  (Yes  and  no.)  Read  on. 

INTRODUCING  THE  IBM  EXPRESS  PORTFOLIO. 

IBM  has  developed  offerings  specifically  designed 
for  mid-sized  businesses,  spanning  software, 
hardware,  services,  and  financing.  They're  easy 
to  install  and  manage.  Competitively  priced. 
And  easy  to  buy  from  IBM  or  one  of  thousands 
of  Business  Partners  backed  by  IBM's  experience 
and  resources  (most  of  whom  are  mid-sized 
businesses  themselves). 

IBM  Express  Portfolio™  offerings  are  already 
helping  mid-sized  companies  like  Cirque  du 
Soleil  and  Sur  La  Table  thrive  in  an  on  demand 
world.  Turn  the  page  to  see  what  they  can  do 
for  your  business. 


HORT 

1ST 


INTEGRATE  WHAT  YOU  ALREADY  HAVE. 

Integration  is  a  daunting  task  for  mid-sized  businesses.  It  promises  the  brass  ring  of 
end-to-end  data  sharing  between  separate  systems  and  vendors,  but  can  cost  you  plenty. 
What  you  need  is  an  integration  solution  that  lets  you  tie  together  your  current  technology 
without  having  to  reinvent  the  wheel.  Like  IBM  WebSphere"  Business  Integration  Express 
software.  It's  flexible.  Based  on  open  standards.  Quick  and  easy  to  install.  And  most 
importantly,  it  works  with  what  you  already  have. 

GET  MORE  OUT  OF  YOUR  INFRASTRUCTURE. 

Do  more  with  less.  It's  a  mantra  these  days,  especially  in  your  company's  IT  department. 
So  how  about  a  server  that  pulls  its  own  weight?  The  IBM  eServer™  p5  Express  family  is 
loaded  with  features  that  make  them  simple  to  install,  easy  to  operate,  and  heavy  on  the 
ROI.  Like  Micro-Partitioning™  capabilities.  You  can  run  multiple  applications  on  the  same 
machine  and  shift  power  to  handle  heavy  loads.  It's  more  uptime  with  less  hardware. 
And  priced  starting  under  $5,000*  they're  also  surprisingly  affordable. 

Managing  desktops  poses  a  different  challenge.  Even  a  handful  of  end  users  can  overwhelm 
smaller  IT  departments,  and  hiring  extra  in-house  staff  isn't  always  realistic.  That's  where 
IBM  Desktop  Management  Services  comes  in.  Total  support.  Hardware  and  software.  24/7. 
And  for  as  little  as  $45/seat,f  it  boosts  productivity  without  inflating  your  overhead. 

BE  PREPARED. 

Natural  disasters.  Freak  accidents.  Hacker  attacks.  These  things  happen,  and  you  have  to 
be  ready.  But  you're  a  mid-sized  business.  You  don't  have  another  server  farm  under  a 
mountain  somewhere.  So  how  do  you  help  ensure  business  continuity  without  buying  two 
of  everything?  IBM  Protection  Express.  IBM  assesses  risks,  identifies  weaknesses,  and 
detects  potential  threats  to  your  company's  infrastructure.  And  in  the  event  of  an  emergency, 
107  offices  in  77  countries  can  help  you  get  back  up  and  running  as  quickly  as  possible. 
It's  big-corporation  resiliency  without  the  big-corporation  price  tag. 

KEEP  THE  LINES  OF  COMMUNICATION  OPEN. 

With  an  increasingly  mobile  workforce,  it's  easy  for  productivity  to  fall  through  the  cracks. 
Keep  information  flowing  with  IBM  Lotus®  Dominos  Express  software.  Reliable  e-mail  with 
integrated  instant  messaging  lets  your  team  communicate  and  share  expertise.  In  real  time. 
From  almost  anywhere  in  the  world.  Think  of  it  as  a  central  hub  for  your  company's  most 
important  asset.  And  since  it  starts  at  $48/user*you  can  afford  to  keep  everyone  in  the  loop. 

PROTECT  YOUR  DATA. 

Hackers.  Viruses.  Unprotected  Web  sites.  It  can  be  a  dangerous  world  out  there  for  your 
company's  data.  IBM  Security  Express  Portfolio  Solution  for  eServercan  help  you  get  peace 
of  mind.  It  combines  the  reliability  of  the  IBM  eServer  iSeries™  system  with  an  environment 
that  supports  Linux'  so  you  can  consolidate  your  company's  security  functions  on  one  server. 

DEMAND  BUSINESS 

IBM.  the  IBM  logo,  the  On  Demand  logo.  Express  Portfolio.  WebSphere.  Lotus.  Domino.  eServer,  iSeries.  AIX  5L  and  Micro-Partitioning  are  registered  trademarks  or 
trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  *  2004  IBM  Corporation  All  rights  reserved- 'U  S.  list  price  for  the 
IBM  eServer  p5  model  520,  1-way  1.5GHz  POWER5  Processor,  512MB  memory,  one  36.4GB  disk.  Prices  do  not  include  AIX  5L  or  Linux  operating  system  software,  which 
must  be  purchased  separately.  Reseller  prices  may  vary.  Linux  is  a  trademark  of  Linus  Torvalds  in  the  United  States,  other  countries,  or  both.  'Requires  a  purchase  of  100 
seats  or  more  lor  the  $45  price  per  chair.  'IBM  Lotus  Domino  Messaging  Express  is  priced  at  $48  per  user.  Suggested  Volume  Price,  when  migrating  from  competitive 
messaging  systems.  New  user  price  is  $96  per  user.  Suggested  Volume  Price.  The  prices  stated  above  are  Suggested  Volume  Prices  through  Passport  Advantage 
level  BL-your  Passport  Advantage  reseller  sets  actual  price,  which  may  vary.  For  more  information,  visit  www.lotus.com. 


Checking  in:  Borne  calls  on  a  Baton  Rouge  patient  with  Dawn  Francis,  R.N.  Amedisys  provided 


!  the  changes  retroactive  for  six  months. 

i  Amedisys,  the  Baton  Rouge,  La.  company 
he  founded  in  1984,  had  to  return 

i  $17  million  in  revenues,  much  of  which  it 
had  already  spent.  It  had  $10  million  in 

:  vendor  bills  it  couldn't  pay.  "I  wouldn't 
stop  at  red  lights  because  I  was  afraid  I'd 

i  get  dragged  out  of  my  car,"  Borne  jokes. 
He  did  lots  of  driving  in  those  days — call- 
ing on  suppliers  to  renegotiate  those  pay- 
ments. His  accountant  recommended  he 
simply  file  for  Chapter  11.  Borne  nixed  the 
idea  because  Amedisys  didn't  have  the  $  1 
million  for  legal  fees. 

His  solution  was  hallmark  Borne:  to 


risk  it  all  on  home  nursing,  the  very  indus- 
try that  had  pushed  his  company  to  the 
brink,  making  him  even  more  dependent 
on  the  ever-mutable  Uncle  Sam.  He  sold 
off  other  businesses — surgery  and  infu- 
sion centers,  nurse  staffing,  physician 
practice  management — for  an  eventual 
$35  million  and  poured  it  all  into  home 
care  for  Medicare  patients.  He  bought  83 
agencies  from  ailing  Columbia/HCA  in  a 
distress  sale,  paying  $10  million  in  cash 
and  $14  million  in  a  note  paying  7.5% 
interest.  "People  thought  we  were  nuts," 
he  says.  "But  the  closer  you  are  to  death 
without  dying,  the  stronger  you  are." 


home  services  for  36,000  people  last  year. 

That  mantra  has  earned  him  the  mon- 
icker Crazy  Cajun.  A  former  emergency- 
and  operating-room  nurse,  Borne  has 
pulled  his  company  through  several  near- 
death  experiences.  There  were  lawsuits,  a 
case  of  wrongdoing  at  an  acquired  com- 
pany, the  significant  loss  of  receivables 
when  Amedisys'  lender  collapsed  and  the 
death  of  its  36-year-old  chief  financial  offi- 
cer on  New  Year's  Day  in  2002. 

The  wild  ride  has  made  Amedisys 
stronger.  Today  it  has  101  offices,  serving 
an  average  1 1 ,000  patients  a  day  in  a  dozen 
southern  and  southeastern  states.  Over  the 
last  12  months  Amedisys'  earnings  per 
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share  jumped  152%  to  $1.27,  and  its  sales 
41%  to  $183  million.  Making  its  debut  on 
the  list  of  the  200  Best  Small  Companies  in 
America,  Amedisys  ranks  number  4  on  a 
financial  scorecard  that  considers  earn- 
ings-per-share  growth  and  other  mea- 
sures. Borne  controls  shares  and  options 
worth  $13  million. 

For  now  the  horizon  looks  limitless, 
what  with  the  aging  of  the  population  and 
the  willingness  of  that  population  to  tax 
itself  to  cover  health  costs.  Of  the  estimated 
$38  billion  a  year  spent  on  home  health 
care  agencies,  $12  billion  is  in  Medicare 
payments  to  companies  like  Amedisys. 
That  slice  of  an  expanding  pie  is  growing 
7%  a  year,  reports  the  Centers  for  Medicare 
8c  Medicaid  Services. 


Borne,  46,  is  doing  what  he  can  to  roll 
up  pieces  of  a  very  fragmented  industry. 
At  the  moment  it  consists  of  7,300  agen- 
cies, 350  owned  by  Amedisys  and  its 
publicly  traded  competitor  Gentiva.  In 
the  past  two  years  Amedisys  has  raised 
$116  million  of  capital,  mostly  equity,  for 
a  buying  binge.  In  2004  the  company  has 
bought  five  agencies.  "The  acquisition 
strategy  is  risky,"  says  Joshua  Stewart,  an 
analyst  with  Sidoti  &  Co.  "But  at  least 
they  won't  be  sitting  around  the  board- 
room a  few  years  from  now  discussing 
woulda-coulda-shoulda." 

Timidity  has  never  been  Borne's  prob- 
lem. As  a  teenager  growing  up  in  Reserve, 
La.  he  hunted  alligators  and  drag-raced 
motorcycles.  As  an  entrepreneur  he  has 


A  Quickening  Pulse 

America  will  spend  an  estimated  $!.8  trillion  on  health  care  this  year  and 
$3.4  trillion  by  2013.  Home  care  agencies  are  still  a  tiny  slice  of  the  total.  But 
over  the  next  decade  they're  expected  to  rise  7%  per  annum  to  $73  billion. 

e  health  industry  expenditures1 


Medicare  home  nursing 


Other  (includes 
physician,  clinical 
and  dental  services; 
prescription  drugs; 
medical  equipment; 
R&D;  and  public 
and  private  health 
insurance)  j$. 


'02    '03    '04    '05    '06    07    '08    '09    10    II    12  13 

'2001  Home  Health  Care  Industry  Market  Update,  released  September  2003. 2Based  on  2002  National  Health 
Expenditures  released  in  January  2004.  Sources.  Centers  tor  Medicare  &  Medicaid  Services:  Deutsche  Bank. 


200  Best  Small  Companies 

tried  everything  from  catering  to  selling 
antitheft  devices  for  cars.  "I  feel  like  I  can 
be  dropped  into  any  town  with  $  1 00  and 
start  a  business,"  he  says.  Sometimes  with 
disastrous  results.  In  the  early  1980s  he 
sold  Cambridge  Diet  products  and 
became  so  confident  in  its  prospects  that 
he  bought  an  18-wheeler-truckload  of  diet 
drinks.  About  that  time  the  parents  of  a 
young  woman  who  died  while  taking  the 
diet  sued  the  company,  setting  off  a  blitz  of 
negative  publicity  and  helping  drive  it  into 
Chapter  11.  Borne  lost  $20,000  but  held 
on  to  many  of  the  cans  to  illustrate  a 
point.  "All  success,"  he  proclaims  when 
giving  them  away,  "is  built  on  a  founda- 
tion of  failure." 

And  the  quick  energy  to  rebuild.  While 
attending  Nicholls  State  University  in 
Thibodaux,  La.,  Borne  decided  he  wanted 
to  become  an  anesthetist  but  discovered 
he  would  have  to  become  a  registered 
nurse  first.  Bucking  the  gender  hurdle,  he 
got  his  R.N.  degree  from  Charity  Hospital 
School  of  Nursing  in  New  Orleans.  He 
worked  as  a  prison  medic  in  that  city,  then 
transferred  to  a  hospital  where  he  became 
head  of  nursing  at  age  22.  When  the  hos- 
pital closed  in  1983  after  a  dispute  among 
the  medical  staff,  he  took  out  a  second 
mortgage  to  start  two  businesses:  a  clean- 
ing service  and  a  consultancy  to  teach  hos- 
pitals how  to  be  more  fiscally  responsible. 
While  Borne  was  visiting  a  potential  client, 
a  hospital  administrator  told  him  bluntly, 
"I  don't  need  your  advice.  What  I  need  is 
an  emergency  room  nurse  to  fill  the  Friday 
night  shift  from  7  p.m.  to  7  a.m."  Borne 
stepped  in  himself  and  started  a  nurse 
staffing  business. 

An  encounter  with  a  hospital  patient 
in  the  mid-1980s  persuaded  Borne  that  his 
calling  might  lie  in  home  nursing.  He 
looked  at  the  chart  of  the  bedridden 
woman  to  see  what  she  was  in  for — gastri- 
tis, a  case  of  bad  indigestion.  The  bills  were 
piling  up,  and  the  woman  told  him  she 
would  have  to  file  for  personal  bank- 
ruptcy. "I  started  thinking  about  the  many 
times  I  had  worked  with  patients  who 
didn't  need  to  be  there,"  he  recalls,  "and 
what  a  waste  of  money  it  was." 

Borne  was  eager  to  expand  from  nurse 
staffing,  but  investment  banks  wouldn't 
touch  the  $17  million  (sales)  company.  So 


I 
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IBM  and  Gehry  Technologies  are  helping  architects  precisely 
and  efficiently  translate  radical  designs  into  remarkable  buildings. 


ON  DEMAND  BUSINESS 


Best  Small  Companies 


he  found  a  Hauppauge,  N.Y.  shell  called 
M&N  Capital  Corp.  and  took  Amedisys 
public  through  a  reverse  merger  in 
December  1993.  Some  of  the  larger  M&N 
investors  joined  his  board — which  also 
included  a  former  boss  and  a  bunch  of 
doctors — and  got  30%  of  the  merged 
company  in  exchange  for  chipping  in 
$1.2  million  of  new  cash.  Borne  used  the 
money  to  pick  up  a  handful  of  surgery 
centers  and  physician-management  prac- 
tices to  help  lift  the  fortunes  of  his  staffing 
and  home-nursing  businesses. 


Ever  resdess,  Borne  decided  one  day  in 
1997  that  he  didn't  have  the  expertise  to 
take  his  company  to  the  next  level.  So  he 
met  with  every  member  of  the  board  and 
persuaded  each  one  to  resign.  His  new 
directors  included  a  principal  in  an 
accounting  firm,  the  chief  executive  of  a 
publicly  traded  restaurant  chain,  an  adjunct 
professor  of  finance  from  Tulane  Univer- 
sity and  a  health  care  consultant  (who  is 
now  overseeing  the  restructuring  of 
Westchester  Medical  Center  in  New  York). 
Borne  welcomed  them  with  a  small  salary 


and  5,000  stock  options  apiece. 

He  should  have  offered  them  seat 
belts.  Within  months  of  their  arrival  came 
the  upheaval  in  Medicare  reimburse- 
ments. Amedisys  would  have  to  redo  the 
profit-and-loss  statements  for  both  1997 
and  1998.  For  the  latter  year  it  ended  up 
losing  $29  million  on  revenue  of  $38  mil- 
lion. That  made  it  doubly  tough  to  swal- 
low Borne's  recovery  plan:  to  bet  every- 
thing on  home  nursing  for  Medicare 
recipients.  He  argued  that  the  cuts  would 
drive  many  rivals  out  of  business — one- 
third  of  home  care  agencies  did  shut  down 
between  1998  and  2000 — creating  an 
opportunity  for  Amedisys.  The  new  fixed- 
payment  system,  which  would  go  into 
effect  in  2000,  would  benefit  Amedisys,  he 
claimed.  By  delivering  home  care  quicker, 
cheaper  and  more  effectively  than  rivals, 
the  company  could  show  strong  profits. 
"Have  faith,"  he  told  his  senior  managers. 
"We'll  get  to  the  sunlight  again." 

First,  though,  lots  of  stormy  weather. 
Amedisys  had  to  contend  with  problems 
of  its  own  making  and  struggled  even  to 
make  payroll  each  week.  In  1999,  after  exit 
interviews  with  nurses  at  a  recently 
acquired  agency  in  Monroe,  La.  and  a  fol- 
low-up internal  audit,  Amedisys  discov- 
ered a  host  of  "improprieties."  Like  not 
documenting  home  visits  properly,  arous- 
ing suspicions  that  they  hadn't  been  made 
at  all.  Amedisys  voluntarily  disclosed  the 
findings  to  the  Department  of  Health  & 
Human  Services.  (It  finally  settled  in  Feb- 
ruary 2003,  agreeing  to  make  three  annual 
rebates  of  $386,000  and  to  sign  a  three- 
year  "integrity"  plan.)  It  has  since  tight- 
ened up  its  inspection  process  before 
acquiring  even  the  smallest  agencies.  Now 
ten  department  heads,  from  bill  collec- 
tions to  regulatory,  review  each  potential 
acquisition  and  fill  out  checklists;  each  has 
veto  power.  In  the  past  two  years  Amedisys 
has  walked  away  from  at  least  four  deals 
after  uncovering  either  Medicare  liabilities 
or  clinical  care  issues. 

And  despite  Borne's  reassurances, 
there  were  problems  complying  with  the 
new  payment  system  when  it  finally  took 
effect  in  October  2000.  The  government 
switched  to  a  flat  rate  rather  than  a  per- 
visit  payment,  but  with  80  adjustments: 
for  everything  from  the  severity  of  the 
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ailment  to  the  difficulty  of  traveling  to 
the  patient.  The  Amedisys  software  for 
handling  the  adjustments  wasn't  100% 
ready.  Neither  was  Medicare,  which  was 
still  paying  set  amounts.  That  made  it 
difficult  to  reconcile  anticipated  pay- 
ments with  actual  ones.  When  the  dust 
cleared,  Amedisys  discovered  it  had 
overstated  revenues  for  the  fourth  quar- 
ter of  2000  and  the  first  quarter  of  2001 
and  issued  a  restatement. 

That  enraged  investors.  Led  by  a  for- 
mer employee  at  an  acquired  company, 
they  filed  a  class  action  alleging  fraud  and 
claiming  that  Amedisys  knew  of  the  prob- 
lems and  deliberately  inflated  revenue  in 
order  to  inflate  its  stock  price  so  that  it 
could  continue  to  make  acquisitions.  Self- 


fulfilling  prophecy:  News  of  the  suit 
knocked  the  stock  down  60%  in  a  day.  The 
suit  is  pending  and  the  stock  has  since 
increased  sevenfold. 

Some  of  Amedisys'  lingering  troubles 
were  not  self-inflicted.  During  its  cash 
crunch  in  1998  the  company  went  to  a 
unit  of  National  Century  Financial  Enter- 
prises, which  provided  $15  million  in 
receivables  financing.  When  National 
Century,  crushed  by  financial  and  legal 
difficulties,  filed  for  bankruptcy  in 
November  2002,  Amedisys  lost  $7  mil- 
lion— that  being  the  difference  between 
the  receivables  it  handed  over  and  the  cash 
advance  it  got.  Its  suit  against  a  bond 
trustee  for  the  failed  company  is  so  far 
unsuccessful. 

A  final  whack  from  Medicare:  In  the 
second  quarter  of  2002  it  imposed  yet 
another  5%  rate  reduction  that  had  been 
written  into  the  Balanced  Budget  Act  of 
1997  but  which  the  home  health  care 
industry  wrongly  expected  would  be 
repealed.  As  a  result,  Amedisys'  fourth- 
quarter  earnings  took  a  40%  cut. 

Borne  insists  he's  got  a  firm  grip  on 
expenses — even  if  he  can't  control  what 


the  government  pays.  An  $8  million 
investment  in  technology  over  the  last  four 
years  has  made  the  company  more  effi- 
cient, hooking  up  each  office  to  centralized 
phone,  patient  information  and  billing 
operations.  Every  day  all  1 00  site  managers 
and  1 1  regional  administrators  can  track 
every  patient  in  their  bailiwick  according 
to  1 1  different  factors,  including  medical 
condition  and  nursing  visits  per  episode. 
Those  patients  who  are  not  improving  as 
expected  get  their  attention. 

Changing  the  dressing  on  wounds  is 
not  exactly  high  tech,  but  Amedisys  is  also 
doing  some  telemedicine  experiments.  In 
Georgia  it  is  testing  a  monitoring  system 
that  records  vital  signs — weight,  blood  pres- 
sure, blood  sugar  levels  and  so  forth — and 


transmits  the  information  over  a  phone  line 
to  an  Amedisys  nurse.  In  northeast  Ten- 
nessee it  is  trying  out  a  device  that  uses 
voice  technology  to  wake  up  patients  and 
walk  them  through  the  tests,  then  sends  the 
data  via  satellite  communications.  Such  giz- 
mos make  Borne  uncharacteristically  cau- 
tious because,  at  $150  a  month,  they  gobble 
up  nearly  one-fifth  of  what  Medicare  pays 
to  treat  a  typical  patient.  "I  want  to  be  the 
first  settler,  not  the  pioneer,"  he  says. 

He  has  taken  the  lead  in  one  aspect  of 
cost-cutting:  educating  patients  at  home. 
The  idea  is  to  reduce  the  number  and 
length  of  nurses'  visits,  as  well  as  to  mini- 
mize return  trips  to  the  hospital.  Amedisys 
has  seven  disease-management  programs. 
With  diabetics,  for  instance,  nurses  work 
with  patients  on  controlling  diet,  stocking 
refrigerators  and  keeping  daily  logs. 
Wound  patients  learn  to  watch  for  early 
signs  of  infection.  Those  who  suffer  from 
congestive  heart  failure  keep  an  eye  on 
their  weight  and  look  for  swelling  of  the 
ankles.  Since  such  programs  were  intro- 
duced in  2001,  Amedisys  has  cut  its  per- 
patient  visits  from  19.5  for  each  60-day 
episode  to  17.5. 


Borne's  caregivers — some  2,000  nurses 
therapists,  social  workers  and  other  travel 
ing  staffers— get  paid  on  a  per-visit  basis 
Twenty-five  or  more  home  visits  a  weel 
constitute  full-time  work  (60%  of  the  vis 
iting  staff),  and  trigger  health  benefits  anc 
participation  in  the  401(k)  program.  A  full 
timer's  pay  might  be  as  low  as  $35,000 
year.  To  boost  morale  Borne  has  an  e-mai 
newsletter  and  a  weekly  "spirit  award"  win 
ner.  He  says  annual  staff  turnover  is  dowi 
to  26%,  from  32%  a  year  ago.  Borne  claim 
he  hasn't  missed  a  single  orientation  meet 
ing  for  new  employees,  held  throughou 
the  organization  every  two  weeks.  There  hi 
regales  them  with  his  own  hard-knocl 
experiences  as  a  nurse  and  entrepreneui 
He  has  spent  $150,000  on  inspirationa 
books  to  hand  out.  Amonj 
the  recent  titles:  From  Goot 
to  Great  and  From  Chaos  ti 
Coherence,  as  well  as  Th 
Five  People  You  Meet  h 
Heaven. 

While  Amedisys'  to] 
line  grew  40%  internall; 
during  the  first  six  month 
of  2004,  Borne  is  still  buying.  With  $90  mil 
lion  in  the  bank  and  only  $5  million  in  debl 
he  doesn't  have  to  slow  down.  He  pays  typ 
ically  between  three  and  five  times  operat 
ing  income  (in  the  sense  of  net  before  de 
preciation,  interest  and  taxes)  for  small 
underperforming  outfits.  So  far,  so  good 
But  closing  deals  for  larger  companies  ma 
get  harder  as  private  equity  players  jump  ii 
and  bid  up  prices.  In  March  Amedisy 
walked  away  from  an  auction  to  buy  $24t 
million  (sales)  Tender  Loving  Care  of  Lak 
Success,  N.Y.  Crescent  Capital  Investment 
bought  it  for  six  and  a  half  times  operatin; 
income.  (The  sale  is  pending.) 

With  such  new  players  on  the  field- 
along  with  the  attendant  anxieties  o 
depending  on  the  feds  for  92%  of  its  rev 
enues — Amedisys  is  constantly  war 
gaming  various  strategies  and  toying  witl 
alternate  budgets.  Chief  Financial  Office 
Gregory  Browne  seems  to  speak  fo 
investors  when  he  points  to  a  hoped-fo 
future  with  "less  drama  than  the  past." 

But  not  Bill  Borne.  "The  more  radia" 
the  change,  the  more  opportunities  fo 
us,"  he  says  bravely.  "We'd  be  all  over  i 
like  a  dog  on  a  bone."  I 


Led  by  a  former  worker  at  Amedisys, 

investors  filed  a  class  action  alleging  fraud.  News 
of  the  suit  knocked  shares  down  60%  in  one  day. 
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Urban 
Cowboy  _ 

Harnessing  merchandising  creativity  and 
tight  financial  controls,  Dick  Hayne  is  riding  a 

retail  phenom  By  Heidi  Brown 


Walk  into  the  Urban  Outfitters  in  Man- 
hattan's West  Village  and  you're  tempted 
to  sit  down  on  one  of  the  white  vinyl 
benches  near  the  entrance.  From  there  you 
can  admire  the  antique  armoire  with  mir- 
rored front,  along  with  champagne  flutes, 
martini  shakers  and  small  metallic  Christ- 
mas trees.  There  are  plenty  of  casual 
clothes  for  young  women  and  men  (target 
age:  18-30),  as  well  as  accessories,  furni- 
ture, books,  gifts,  makeup  and  soaps.  If 
you  want  shoes,  you  have  to  go  to  the  back 
of  the  store  near  the  registers,  where  the 
display  is  archly  arranged  to  resemble  a 
woman's  dressing  room. 

Half  a  mile  away  you  can  find  those 
same  martini  shakers  and  champagne 
glasses  in  the  East  Village  store.  But  you 
have  to  go  downstairs,  where  they're  dis- 


played with  bar  towels  and  ashtrays  on  top 
of  a  1970s-era  bar  made  of  cut  beer  barrels 
topped  with  orange  leather,  with  bar  stools 
to  match.  Women's  shoes  are  near  the 
entrance  on  the  first  floor,  arrayed  about 
an  antique  wooden  table,  with  a  vintage 
couch  for  trying  them  on. 

"No  two  of  our  stores  are  the  same," 
says  Richard  Hayne,  57,  founder  and  chief 
executive  of  the  Urban  Outfitters  chain. 
That's  deliberate.  In  a  triumph  of  retail 
trompe  l'oeil,  each  store  varies  the  dis- 
plays, color  schemes,  cutout  decorations 
and  soundtracks  to  give  the  illusion  of 
being  unique — even  though  the  merchan- 
dise is  essentially  identical  at  each  location. 

Hokey,  perhaps.  But  it  sure  pulls  in  the 
customers.  Same-store  sales  in  the  sector 
have  flattened  over  the  summer.  Hayne,  by 
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contrast,  racked  up  27%  for  his  68  Urban 
stores  and  25%  for  his  58  Anthropologic 
outlets  (geared  to  women  aged  30-45)  for 
the  quarter  ended  July  31.  "At  a  mall  you 
can  almost  get  frostbite,  it's  so  boring,"  says 
Hayne.  "Looking  different  is  worth  a  lot." 
Over  the  last  12  months  the  company's  EPS 
and  sales  have  jumped,  respectively,  102% 
and  40%,  earning  the  company  the  num- 
ber 27  spot  on  our  list  of  the  200  Best  Small 
Companies.  Urban's  shares  are  up  92%  to 


of  the  brain  working  together." 

How  does  it  work?  Every  Monday 
Urban  executives  analyze  and  react  to  sales 
for  the  last  week;  Tuesdays  they  often 
adjust  orders,  store  displays  and  so  on.  Yet 
from  the  chief  financial  officer  on  down, 
the  bean  counters  at  headquarters  focus 
on  distribution  and  potential  kinks  in 
inventory,  but  not — as  they  do  at  other 
retailers— on  merchandising  decisions. 
That  job  belongs  to  the  company's  two 


and  Japan,  picking  up  inspirations  for 
shirts,  pants,  shoes,  accessories  and  the 
like.  But  they  have  an  extraordinary 
amount  of  freedom — "autonomy  within 
a  structure,"  as  Senk  puts  it.  Monitored 
daily,  they  must  meet  goals  for  revenues 
and  gross  margins  (the  company  declines 
to  be  specific)  in  order  to  receive  bonuses. 
Still,  they  can  decide  when  to  take  a 
national  markdown,  a  crucial  liberty.  At 
other  retailers  such  as  the  Limited,  says 


"Like  two  sides  of  the  brain  working  together":  exerting  rigid  budget  controls,  but  allowing  each  store  a  long  leash  in  terms  of  merchandising. 


$36  so  far  this  year,  making  Hayne's  30% 
stake  worth  $820  million. 

Urban's  strategy  is  very  simple. 
Exert  rigid  budget  controls  at  head- 
quarters in  Philadelphia  and  give  the 
staff  at  each  store  a  long  leash  when  it 
comes  to  merchandising.  "We  believe 
strongly  in  creativity,"  says  Hayne,  who 
launched  the  company  in  1970.  In  a 
twist  on  the  old  loose-tight  properties 
celebrated  in  the  pages  of  In  Search  of 
Excellence,  Hayne  has  built  an  organiza- 
tion that,  as  he  puts  it,  is  "like  two  sides 


brand  presidents,  Glen  T.  Senk  at  Anthro- 
pologic and  Ted  G.  Marlow  at  Urban,  who 
set  quarterly  merchandising  plans  gov- 
erned by  budgets  and  fashion  forecasts. 
The  system  is  flexible  enough  to  change 
direction  on  a  weekly  basis,  depending  on 
new  information  about  what's  selling  and 
what  isn't.  The  presidents  also  decide  how 
often  to  rotate  general  merchandise  in  the 
stores  and  what  lines  to  emphasize. 

Taking  cues  from  the  presidents,  buy- 
ers are  responsible  for  specific  categories 
of  merchandise,  and  they  travel  to  Europe 


Urban  Chief  Financial  Officer  John  Kyees, 
those  decisions  come  from  on  high.  "It 
you-take  the  markdown  when  you  need 
it,  you  have  a  better  chance  of  selling  it," 
he  says. 

The  look  of  the  stores  follows  a  simi- 
lar hierarchy.  Three  national  creative 
directors — including  Hayne's  second 
wife,  Margaret  (Meg) — set  display  bud- 
gets; the  finance  people  typically  adapt  to 
their  requests.  But  individual  decisions 
within  each  outlet  are  left  to  district  man- 
agers and,  below  them,  store  visual  man- 
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agers  and  their  staffs,  often  artists  and 
interior  designers  by  training,  who  man- 
age decorative  themes,  the  positioning  of 
merchandise  and  window  displays.  "The 
creative  element  in  this  business  has  a  lot 
of  latitude,"  says  Kyees.  "The  corporate 
structure  doesn't  interfere;  we  support 
the  organization.  If  we  need  better  distri- 
bution, call  centers,  more  store  loca- 
tions— it's  our  job  to  take  care  of  it." 

As  minutely  articulated  as  this  organi- 
zation is,  it  evolved  somewhat  haphaz- 
ardly. In  1969,  after  graduating  with  a 

■ 


$4;()0()  they  opened  a  store  near  the  Uni- 
versity of  Pennsylvania  to  serve  the  col- 
lege crowd  and  cash-poor  hippies — 
"kids  just  like  us,"  Hayne  recalls. 
Demonstrating  an  early  knack  for  mar- 
keting, he  called  the  store  Free  People 
and  sold  mostly  used  clothes,  furniture 
and  cheap  knickknacks  from  Asia.  Back 
then  strapped  customers  could  get  some 
clothes  for  free;  today  the  store  sells  used 
clothes  under  the  private  label  Urban 
Renewal.  By  1975  Urban  Outfitters,  as 
the  company  was  renamed  that  year,  had 


degree  in  anthropology  from  Lehigh  Uni- 
versity, Hayne  and  his  first  wife,  Judy — 
both  long-haired  antiwar  protesters  at  the 
time — joined  Vista  and  spent  ten  months 
freezing  near  the  Bering  Sea  in  the  tiny 
village  of  Chefornak,  Alaska.  It  was  a  for- 
matively  tough  experience  for  him.  "It 
was  like  getting  an  arm  amputated," 
recalls  Hayne.  "No  TV,  no  radio,  almost 
no  electricity." 

They  ended  up  in  Philadelphia.  With 


expanded  into  New  York  and  Boston. 
"The  traditional  wisdom  back  then  was 
to  cluster  stores,"  says  Michael  Schultz, 
who  left  in  2000  after  15  years  at  the  com- 
pany and  is  now  chief  executive  of  Lulu 
Guinness,  the  British  handbag  designer. 
"But  he  wanted  to  go  where  the  hip 
young  kids  were." 

How  to  discern  what  that  crowd 
wanted — and  sell  it  at  a  profit?  Hayne  fas- 
tened onto  an  ingenious  plan.  Because  he 


L.A.  chic  versus  N.Y.  funk:  Each  Anthropologic 
store  strives  for  an  entirely  different  look. 

refused  to  grow  through  debt — a  maxir 
he  still  clings  to — Urban  was  too  small  ( si 
stores  in  1985)  to  have  any  heft  with  sup 
pliers,  who  refused  to  take  orders  for,  sa; 
20  T  shirts.  So  Hayne  got  into  the  whole 
sale  business  small-time,  contracting  wit 
clothing  manufacturers  mainly  in  Asia. 

By  producing  his  own  private-lab< 
goods,  he  could  sell  to  other  retailers,  a 
the  while  conducting  internal  marke 
research.  "We  could  make  our  own  met 
chandise  and  test  how  it  sold  in  our  ow 
stores  and  in  other  stores,"  says  Schult; 
The  wholesale  division,  called  Free  Peoph 
today  supplies  up  to  one-quarter  of  th 
company's  merchandise  (the  rest — fror 
Diesel  jeans  to  Puma  shoes — is  bought  o: 
the  market).  It  also  sells  to  1,100  competi 
tors.  If  Urban  buyers  see  something  tha 
sells  well  in  a  rival's  store,  they  can  orde 
the  line  and  have  it  on  shelves  quickly. 

By  the  early  1990s  Hayne  made  th 
obvious  but  critical  discovery  that  hi 
prime  customers  were  aging.  Women  wer 
earning  more,  settling  down  and  havin 
children;  their  tastes  were  changing.  Few  i 
any  other  retailers  had  ever  kept  their  orig 
inal  focus  and  designed  a  separate  chain  ti 
capture  customers  as  they  grew  older  am 
more  affluent.  (A  decade  later  Gap  is  dis 
cussing  a  similar  rollout.)  The  result  wa 
Anthropologic  chockablock  with  funk 
doorknobs  and  exotic  floral  bedding 
instead  of  college-age  fondue  pots  an< 
lava  lamps;  droopy  angora  sweaters,  rathe 
than  baby  Ts. 

Hayne  plucked  Glen  Senk,  now  47,  t< 
run  the  chain.  It  took  coaxing.  After  ; 
successful  run  at  Bloomingdale's  ant 
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You  can  save  up  to  30%  vs.  The  UPS  Store 
when  you  ship  via  FedEx  Express  from  any 
FedEx  Kinko's.  Is  this  good  for  your  business? 


1  Yes.  I  No.  I  know  how  this  works.  You  help  me 

save  30%  and  then  suddenly  you're  borrowing 
my  lawnmower  and  using  my  pool  and  before 
I  know  it,  you're  over  every  night,  eating 
me  out  of  house  and  home.  No,  thank  you. 

 : 

FedEx  Kinko's, 

fedexkinkos.com  Our  office  is  your  office...       Office  and  Print  Center 


12004  FedEx.  Up  to  30%  savings  compared  to  The  UPS  Store  Retail  Rates  for  walk-m  non-account  holders  shipping  via  FedEx  Express  at  FedEx  Kmkos  locations. 
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Williams-Sonoma,  Scnk  was  trying  to 
start  a  food  business  in  San  Francisco. 
But  he  came  back  to  Haync  after  discov- 
ering how  much  he  hated  raising 
money — and  how  much  autonomy  he'd 
have  at  Urban:  Anthropologic  would  be 
run  as  a  separate  business,  with  its  own 
creative  group,  budgets,  market  research, 
even  headquarters  (at  a  19th-century 
mansion  in  Philly,  around  the  corner 
from  Urban  Outfitters). 

He  was  quick  to  put  his  stamp  on  the 
place.  Drawing  on  his  experience  running 
Bloomie's  by  Mail,  Senk  invested  in  a  cat- 
alog, arguing  that  women's  shopping 
urges  took  on  many  incarnations.  The 
venture  has  also  become  a  good  test  of 
what  customers  like.  A  sweater  that 
appeared  in  the  July  catalog  last  year  was 
a  hit;  Senk  ordered  $3  million  more  and 
had  it  in  stores  by  October.  "It's  a  prof- 
itable business,  and  at  15  million,  we  have 
a  higher  circulation  than  any  magazine," 
he  gloats. 

Online  sales  have  been  a  similar  hit. 
Senk  says  an  employee  approached  him 
six  or  seven  years  ago  with  the  idea.  "I 
admit  it — I  said  no  at  first,"  he  laughs. 
"But  he  kept  arguing.  Finally  I  gave  him 
$5,000  and  said,  'Here,  go  do  it.'  It  was 
profitable  practically  from  the  first  day." 
Catalog  and  Web  sales  now  generate  9%  of 
Urban's  revenue. 

Senk  has  been  instrumental  in  marry- 
ing the  creative  side  of  the  organization  to 
the  customer.  Buyers  at  both  Anthropolo- 
gic and  Urban,  he  says,  "go  to  the  same 
movies,  eat  in  the  same  restaurants,  listen 
to  the  same  music"  as  the  core  shopper.  At 


Vive  la  Femme 

$36  billion  What  women 

age  18-34  will  spend  on  apparel 
this  year. 

0  The  number  of  pairs  of  jeans 
the  average  U.S.  teenager  owns. 


$11.7  billion  The  size  of 

the  U.S.  online  apparel  market. 


63%  The  percentage  of 
!8-to-24-year-old  women  who 
shop  only  at  their  favorite  stores. 

Sources:  Forrester  Research; 
MarketResearch.com;  Mintel:  NPD  Group. 


annual  revenue  gains  over  the  last  five 
years.  It  accounts  for  44%  of  Urban's  sales. 

Hayne  has  stumbled  from  time  to 
time — most  notably  a  44%  drop  in  net 
income  in  2000.  By  his  own  account  he 
rushed  into  stores  twice  as  large  as  usual 
(20,000  square  feet  instead  of  9,000)  and 


Ironically,  the  biggest  strategic  challenge  these 
days  for  Urban  Outfitters'  Dick  Hayne  is  fighting 

convent  ion.  MTxer  years  ot  resisting  malls,  he  is 

expanding  into  them  "ten  years  too  late." 


Anthropologic  designers  and  merchants 
hold  "fitting  parties,"  inviting  20  to  30 
women  at  a  time  to  come  to  a  store,  try  on 
upcoming  designs  and  offer  feedback  on 
the  look  and  feel  of  the  clothes. 

Anthropologic  is  a  hit,  with  40% 


made  some  critical  merchandising  errors 
at  Anthropologic  which  tried  to  push 
sexy,  instead  of  stylish,  clothes  for  a  time. 
"We  lost  sight  of  who  our  customer  was," 
sighs  Senk. 

The  remedy:  putting  the  company  on 


what  Hayne  called  a  "millennial  diet, 
Senk  restrained  his  buying  and  desigj 
staffs,  while  Hayne  bought  lightbulbl 
price  tags — whatever  he  could — in  bull 
He  also  negotiated  better  leases  ii 
smaller  spaces.  Crucially,  though,  "W 
didn't  stop  opening  stores.  We  knew  thet 
was  nothing  fundamentally  wrong  wit 
the  business,"  says  Hayne. 

There  have  been  more  recent,  but  le; 
costly,  gaffes.  A  rather  tasteless  Ghettopol 
board  game,  on  sale  last  year,  provoke 
protests.  In  March  Urban  offered  a  T  shii 
reading  "Voting  is  for  old  people."  A  littl 
too  funky.  Both  products  were  pulled. 

Ironically,  perhaps,  Hayne's  bigge: 
strategic  challenge  these  days  is  fightin 
convention.  After  many  years  of  resistin 
malls  and  proximity  to  anchor  tenanl 
he  contemptuously  calls  "white-bo 
retailers,"  he  is  expanding  into  them- 
"ten  years  late,"  he  says.  The  cost  saving 
are  irresistible.  Landlords  give  the  coir 
pany  $100,000  to  $1  million  to  build  oi 
the  store,  and  in  the  flat  spaces  Haync 
saves  money  on  blasting  through  flooi 
and  building  staircases.  "We  end  up  gel 
ting  a  50%  better  return  on  investment, 
notes  Kyees.  It's  a  big  push  into  th 
burbs.  Of  the  30  new  Urban  and  Anthrc 
pologie  stores  slated  to  open  next  yea 
33%  will  be  in  malls. 

How  to  maintain  the  stores'  distinc 
tive  appearance?  Company  architec 
Ronald  Pompei,  who  has  left  his  mark  o 
dozens  of  Urban  and  Anthropologi 
stores,  has  a  particular  challenge  devis 
ing  individual  interiors  within  mall  sel 
tings.  Anthropologic  is  opening  in  eigl 
suburban  "lifestyle  cen 
ters" — or,  in  plain  Englisl 
strip  malls  catering  to  a 
upscale  crowd. 

Eventually  Anthropolc 
gie's  customers  will  groi 
out  of  the  brand.  Wha 
then?  Perhaps  a  store  fo 
the  empty  nesters.  Sen 
says  he's  at  work  at  clothe 
to  fit  the  still-more-mature  female  form- 
and  decor  to  fit  her  tastes.  "I'm  alread 
noticing  that  I'm  growing  away  from  th 
Anthropologic  age  group,"  he  says.  Noth 
ing  like  turning  a  midlife  crisis  into  ai 
opportunity  to  sell  more  clothes.  I 
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Sell 

The 
Sizzle 


Hawking  big  appliances  to  restaurants 
is  a  hot  business.  At  least  the  way  Selim  Bassoul 

handles  it.  By  Emily  Lambert 


Here's  how  much  Selim  Bassoul  loves 

customers — -even  the  smallest  ones.  Last 
year  the  chief  executive  of  commercial 
kitchen  equipment  maker  Middleby  Corp. 
invited  Larry  J.  Reinstein,  head  of  12-unit 
Fresh  City,  to  visit  him  at  Middleby's 
headquarters  in  Elgin,  111.,  outside  of 
Chicago.  Bassoul  took  him  on  a  factory 
tour  and  talked  up  the  latest  grills,  steam- 
ers and  toasters.  But  he  also  grilled  Rein- 
stein, who  already  did  a  little  business  with 
Middleby,  about  his  menu,  from  muffins 
to  salads.  "He  took  a  great  interest  in  us," 
says  Reinstein,  who  intends  to  expand  his 
fast-casual  restaurant  into  a  chain  of  500 


or  more  in  a  decade.  "At  one  time, 
McDonald's  was  the  small  customer,"  Bas- 
soul points  out. 

No  signed  contract  emerged  that  day. 
But  Bassoul,  47,  knows  he  can  bank  on 
upcoming  orders  from  Fresh  City  as  well 
as  from  much  larger  outfits  like  Yum 
Brands  (KFC,  Pizza  Hut,  Taco  Bell)  and 
Domino's  Pizza.  That's  why  he  spends  half 
his  time  meeting  with  prospective  and 
existing  accounts.  And  why  Middleby  has 
pulled  out  of  a  deep  slump.  (In  1998  it  lost 
$4  million  on  $132  million  in  sales.)  Since 
Bassoul  moved  to  headquarters  in  1999, 
the  116-year-old  oven  manufacturer  has 
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racked  up  average  annual  earnings-per- 
share  growth  of  114%;  sales  have  gained 
18%  a  year.  The  growth  helps  rank  Mid- 
dleby  at  12  on  our  list  of  the  200  Best 
Small  Companies.  Bassoul's  3%  stake  is 
worth  a  recent  $16  million.  "I've  never 
sold  a  single  share,"  he  says. 

Middleby's  turnaround  looked  com- 
plete last  year.  But  Bassoul  still  behaves  as 
if  it's  an  ongoing  event.  "We  do  no  victory 
laps,"  he  says.  In  his  frenzied  business, 
where  customer  loyalty  can  turn  on  a 
knife-edge,  you've  got  to  keep  selling,  sell- 
ing, selling. 

Bassoul  grew  up  in  Beirut,  Lebanon, 
where  standing  still  could  get  you  killed. 
He  attended  a  Jesuit  high  school — among 
his  classmates  were  Nissan  Chief  Carlos 
Ghosn;  Paul  Saleh,  Nextel's  chief  financial 
officer;  and  Gabriel  Yared,  who  composed 
the  music  for  The  English  Patient — and 
the  American  University,  where  he  stud- 
ied business.  It  was  the  chance  to  get  an 
M.B.A.  at  Northwestern  University  that 
brought  Bassoul  to  the  States.  After 
bouncing  around  the  health  care  industry 
doing  mergers  and  corporate  planning 
for  eight  years,  he  did  a  stint  in  sales  and 
marketing  at  Premark,  which  also  made 
industrial  cooking  gear,  before  joining 
Middleby  in  1996  as  president  of  its 
Southbend  division. 

Southbend  was  an  old  brand  of  broil- 
ers, known  for  declining  quality.  Parent 
Middleby  was  desperately  selling  every- 
thing from  refrigerators  and  slicers  to,  nat- 


Positively  boiling:  a  Blodgett  steam-jacketed  kettle  in  service  at  a  culinary  institute  in  Elgin, 


uneasy  as  she  quizzed  him  about  remak- 
ing the  division. 

It  seemed  simple:  reorganize  the  plant 
and  expand  product  lines.  He  also  offered 
90-day  full  refunds  and  expanded  war- 
ranties— which  appeared  to  be  short-term 
suicide.  The  warranties  cost  $1  million  the 
first  year,  but  customers  loved  it  and 
Southbend's  operating  income  (earnings 
before  interest,  depreciation  and  amorti- 
zation) rose  75%  in  two  years. 

His  biggest  selling  job  was  inside  the 


As  a  new  division  chief  at  Middleby,  Basso 

stunts— dropping  a  bag  of  bonus  checks  from  a 
plane  and,  another  time,  delivering  them  in  an 
armored  vehicle — endearing  him  to  subordinates. 


urally,  kitchen  sinks.  Bassoul  loved  the 
challenge  and  started  buying  company 
shares  as  they  headed  toward  a  low  of  $3. 

That  didn't  go  over  well  with  one 
tough  customer:  his  wife.  "What  about  the 
kids?"  she  asked  (they  were  then  6  and  8). 
"I  have  great  faith  in  Selim,"  she  now 
notes.  But  selling  everything,  save  the 
house,  to  buy  88,000  shares  made  her 


company.  Bassoul  organized  employee 
dinners.  He  pulled  stunts — dropping  a 
bag  of  bonus  checks  from  a  plane  and,  on 
another  occasion,  delivering  them  in  an 
armored  vehicle — that  endeared  him  to 
subordinates.  Ten  workers  painted  the 
130,000-square-foot  factory  for  free,  after- 
hours  and  on  weekends.  "Selim's  a  good 
motivator,"  says  Johnny  W  Futch,  a  pro- 


duction supervisor,  who  led  the  two 
month  effort.  Payback:  a  night  out  wit] 
Bassoul. 

The  board  was  impressed,  too,  pro 
moting  Bassoul  to  chief  operating  office 
and  bringing  him  to  Elgin.  After  weeks  c 
interviewing  employees  and  customer; 
Bassoul  setded  on  a  tough  new  strategy  fo 
the  company:  get  rid  of  15%  to  25%  of  th 
business  in  favor  of  high-margin  cookin 
and  warming  equipment.  Amazingly  th 
board  didn't  balk;  instead,  it  embraced  th 
plan.  "I  said,  'Selim,  I  wan 
you  to  be  aggressive,' 
recalls  Chairman  Willian 
Whitman  Jr.,  who  with  hi 
family  owns  40%  of  Mid 
dleby  (he  bought  the  com 
pany  in  1983  and  merged  i 
with  his  carpet  business) 
"  'If  you  go  too  far,  we  cai 
always  pull  back.' " 
In  his  first  90  days  Bassoul  inflicte< 
considerable  pain,  slashing  half  of  Mid 
dleby's  10,000  products  and  sending  ou 
200  pink  slips.  "When  you  give  up  $21 
million  worth  of  sales,  there's  a  lot  o 
angst,"  says  Mark  Sieron,  longtime  man 
ager  of  Middleby  Marshall,  a  unit  tha 
makes  conveyor  ovens.  Bassoul  als< 
applied  a  salve,  offering  severance  pack 
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ages  he  claims  exceeded  both  the  law  and 
Middleby's  policy  of  one  week  of  pay  for 
every  year  of  service.  The  survivors  got 
monthly  performance-based  bonuses. 
Bassoul  promised  results  in  a  year  and  tied 
his  own  pay  to  performance. 

Middleby  steadily  improved,  trimming 
losses  to  $1  million  in  1999.  The  company 
broke  into  the  black  again  in  2000.  A  year 
later  Bassoul  replaced  David  Riley,  who 
had  hired  him,  as  chief  executive. 

Now  to  build  back.  Key  to  Bassoul's 
plan  was  buying  Blodgett — a  market 
leader  in  convection  ovens,  ranges  and 
charbroilers — which  was  25%  bigger 
than  Middleby,  owned  by  Maytag  and, 
rumor  had  it,  doing  poorly.  Bassoul 
quizzed  Blodgett  customers,  then  sent  a 
letter  to  Maytag.  Soon  Blodgett  was  on 
the  block.  "We  felt  we  could  get  in  there 
and  turn  things  around  quickly,"  says 
Timothy  FitzGerald,  Middleby's  chief 
financial  officer. 

But  the  board  wasn't  so  sure.  Several 
directors  had  lived  through  Middleby's 
disastrous  1989  acquisition  of  Hussman 
Corp.'s  food-service-equipment  busi- 
ness. In  that  deal  Middleby  went  to  court 
claiming  that  the  parent  had  misrepre- 
sented Hussman's  profitability.  (The  case 
was  settled  in  1993  for  $19.5  million.) 
Bassoul  came  in  with  his  trademark 
detailed  research.  "I  felt  hesitant  at  first," 
concedes  board  member  John  (Jock) 
Miller  III,  but  thought  "this  was  the  guy, 
if  anybody,  that  could  make  it  happen." 
The  vote  was  unanimous.  In  the  summer 
of  2001  Middleby  agreed  to  acquire 
Blodgett  for  $95  million,  $74  million  in 
cash  and  $21  million  in  subordinated 
notes  at  12%  to  13.5%. 

Bad  timing.  After  Sept.  11,  financial 
channels  dried  up.  "The  banks  said,  'You 
do  not  want  to  do  this,'"  Bassoul 
remembers.  "That  was  a  difficult  time," 
says  George  Lyman,  a  senior  vice  presi- 
dent at  Bank  of  America,  the  lead 
lender.  He  was  persuaded  by  Bassoul's 
argument  about  why  the  deal  made 
sense.  Bassoul  slept  on  the  floor  of  his 
lawyer's  office  the  night  before  the  deal 
closed  in  December  2001. 

Bassoul  could  now  hit  large  accounts 
like  Yum  more  effectively  since  Middleby 
already  sold  ovens  to  Pizza  Hut  and  Blod- 


gett provided  KFC  with  fryers.  Some  big 
customers  like  Darden  Restaurants  (Red 
Lobster,  Olive  Garden)  loved  Blodgett 
equipment,  but  hated  the  service  and 
were  close  to  dropping  the  company  as  a 
vendor.  But  Patrick  Hynes,  senior  director 
of  purchasing  at  Darden,  changed  his 
mind  after  Bassoul  paid  a  visit.  "He  knew 
exactly  the  problems."  The  restaurant 
chain  is  now  a  big  buyer  of 
Middleby  conveyor  ovens  and 
fryers.  Bassoul  also  saw  fresh 
opportunities  in  smaller  play- 
ers. In  2001  the  growing  cate- 
gory of  fast-casual  dining 


What's 
Cooking? 

5  million 

The  number  of  pizzas 
baked  daily  in 
Middleby  ovens. 


$3.5  billion  Worldwide 

sales  of  commercial  cooking 
equipment  in  2003. 


4%  The  annual  increase  in 
U.S.  fast-food  sales  last  year. 

960,000 

The  number  of  food-service 
establishments  in  the  U.S. 


Sources:  Middleby;  Technomic;  Roth  Capital 
Partners;  National  Restaurant  Association. 


represented  1%  of  Middleby's  sales;  today 
it  accounts  for  10%,  including  chains  like 
Culver's  and  Fresh  City.  Middleby  says 
they,  too,  qualify  for  the  same  no-quibble 
warranties  the  big  guys  get. 

The  Blodgett  acquisition  has  helped  to 
spur  new-product  development.  Middleby 
will  turn  out  ten  new  items  this  year  and 
nine  more  in  2005.  The  logic:  The  latest 
devices  generate  30%  of  sales. 

That's  because  Bassoul  is  always  out 
there  drumming  up  interest.  As  in  Mid- 


dleby's energy-saving  conveyor  pizza 
oven,  now  in  its  second  incarnation.  The 
first  generation,  introduced  three  years 
ago,  cut  energy  use  by  30%  and  cooking 
time  from  9  minutes  to  7.5.  But  Bassoul 
says  Domino's  Chief  Executive  David 
Brandon  wasn't  interested  in  replacing 
old  ovens  in  his  7,500-unit  chain  unless 
new  ones  substantially  cut  his  electric 
bill.  So  the  PS670  oven,  out  mid-2005, 
cooks  a  pie  in  5.5  minutes.  "I  am 
sure  the  industry  pushed 
Middleby  to  work  on  this," 
says  Brandon.  "I  can't  take 
credit."  (Meantime,  Domino's 
placed  an  order  for  a  few  hun- 
dred first-generation  ovens.)  To 
lure  Papa  John's  chief  executive  into 
buying  the  latest  model,  Bassoul  has 
offered  to  buy  back  old  Middleby  ovens; 
they  will  be  refurbished  in  Mexico  and 
resold  to  developing  nations.  (Papa 
John's,  while  already  a  large  customer, 
hasn't  yet  bit.)  "My  biggest  marketing 
problem  is  our  products  last  forever," 
says  Middleby  Marshall's  Sieron. 

So  Bassoul  turns  to  new  prospects — 
for  ideas  as  well  as  for  potential  sales.  Two 
years  ago  he  heard  from  Hilton  hotels  that 
the  standard  32-inch  range  was  too  small. 
Middleby  now  makes  a  variety  of  36-inch 
ranges.  Potbelly  Sandwich  Works,  with  62 
stores,  is  testing  Middleby  ovens  and  those 
of  a  competitor.  Bryant  Keil,  Potbelly's 
chief,  met  Bassoul  recently  at  an  awards 
function.  "I  think  he's  making  sure  they 
get  the  product  right  before  giving  the 
hard  sell,"  says  Keil.  Bassoul,  naturally,  is 
confident  he'll  win  the  business.  "Then  I'll 
call  Bryant  Keil  and  say,  'Bryant,  what  else 
do  I  need  to  do?' " 

Some  inspiration  comes  from  unex- 
pected sources.  Although  the  industry 
is  dominated  by  men,  Bassoul  last  year 
assembled  an  all-female  focus  group  he 
credits  with  ideas  for  an  upcoming  self- 
cleaning  convection  oven  with  an  anti- 
microbial handle.  (Those  features  were 
pioneered  on  other  appliances  by  other 
companies.)  Bassoul  says  women  are 
more  practical  and  insightful  than  male 
chefs,  who  tend  to  want  things  they 
don't  need — more  heat,  say.  "It's  like 
they  have  a  V-6  [engine]  and  want  a  V- 
8,"  he  explains,  "even  though  they  will 
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A  free  Rollover  Planner 
CD-ROM  from  T.  Rowe  Price. 

At  T.  Rowe  Price,  we  think  that 
understanding  all  your  401(k)  rollover 
options  before  you  invest  is  essential. 
Our  new  Rollover  Planner  CD-ROM 
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withT.  Rowe  Price  investment  experts. 
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investing  your  money.  You'll  even  find 
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Call  our  Rollover  Specialists  to  get  your 
free  Rollover  Planner  CD-ROM. They  can 
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never  be  able  to  race  it." 

To  get  closer  to  his  customers,  Bas 
soul  is  also  refining  headquarters.  Thi 
year,  for  example,  he  fired  all  public 
entrance  receptionists.  He  wasn't  move* 
by  cost-cutting,  he  says.  Rather,  the  stal 
was  an  unnecessary  layer  betweei 
clients  and  the  company.  Bassoul  list 
his  cell  phone  number  on  his  voice  ma 
message — twice.  "Do  you  know  ho\ 
many  people  tell  me  that's  crazy?"  h 
exclaims. 

Bassoul  sometimes  oversells.  One  c 
his  pet  projects  is  a  conveyor  broiler  du 
out  next  year — put  a  hamburger  patty  o: 
its  moving  belt  and  it  emerges  two-and 
a-half  minutes  later  fully  cooked.  "It  wi 
most  probably  cannibalize  my  business, 
says  Bassoul,  convinced  the  automati 
broiler  will  make  burger-flipping  obso 
lete  and  jeopardize  $4  million  to  $5  mil 
lion  of  annual  sales.  But  he  neglects  t 
add  that  Nieco,  a  privately  held  compan 
with  $20  million  in  sales,  has  carried 
similar  product  since  the  late  1960s.  Con 
fronted  with  the  facts,  Bassoul  shrug; 
adding  that  his  line  will  be  less  expensiv 
and  more  appealing  than  what's  alread 
out  there. 

Some  efforts  simply  fall  flat.  Mid 
dleby's  multiyear  courtship  of  a  subma 
rine  sandwich  chain  has  gone  nowhere 
"We're  trying  to  convert  them  fror 
using  toasters  to  ovens,"  Bassoul  sigh: 
adding  that  he  has  repeatedly  playe< 
host — and  testing  site — to  the  compan; 
"They  were  here  a  few  weeks  ago."  Seem 
it's  a  matter  of  cost,  and  Middleby  isn 
willing  to  budge  yet. 

Meantime,  there  are  plenty  of  oppor 
tunities  to  practice  his  salesmanship.  I: 
late  September  Bassoul  took  a  four-hou 
flight  from  Beirut,  where  he'd  attended 
wedding,  to  Frankfurt,  the  site  of  a  trad 
show.  Along  the  way  he  regaled  the  busi 
nessman  next  to  him  with  the  tale  o 
Middleby's  transformation.  "He  was  fas 
cinated  by  our  story — that  there  is 
company  in  the  U.S.  still  building  toast 
ers,  fryers  and  ovens,"  Bassoul  says 
Never  mind  that  his  fellow  passenge 
didn't  buy  a  single  stainless-steel  item 
That's  because  Carl  Bistany  is  presiden 
of  Sabis  Educational  Systems,  whicl 
specializes  in  college  prep.  I 
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Shanghai  international  grand  apartment  has  won  real  estate's 
sales  award  three  years  in  a  row,  from  2001  to  2003.  It  will 
>n  display  in  America  in  November  to  welcome  the  elite. 


tral  Shanghai  Location  for  the  Elite 


p  Riviera  Garden  is  located  in  Shanghai's  CBD  --  the  prosperous  Lujiazui  Finance  and  Trade  Zone,  which 
on  Metro  line  2,  connected  to  the  East  Yan'an  Lu  Tunnel,  West  Fuxing  Lu  Tunnel,  Dalian  Lu  Tunnel,  Yangpu 
and  Lupu  Bridge,  easily  accessible  to  different  areas  in  Shanghai.  It  is  a  community  with  integrated  facilities 
s  the  Yaohan  Shopping  Mall  and  the  Hualian  Supermarket  Flagship  Outlet.  A  hospital,  school  and  cinema 

.within  a  stone's  throw. 


uring  Six  International  Themed  Parks 


iiese  Suzhou  Garden*:  Picturesque  garden  based  on  traditional  architectural  philosophy.  Rivals  the  famous 
lozheng  Garden  in  Suzhou. 

aiian  Surfing  Beach*:  Beach  materials,  wave  machines,  palm  trees  and  modern  club  recreate  the  Hawaiian  lifestyle. 

nany  Swan  Lake*:  Classic  architecture,  plant  life  and  stunning  lakeside  scenery  evoke  a  palatial  European  lifestyle. 

sh  Lawn:  Classic  English  garden  with  lush  green  grass  and  a  backdrop  of  dense  forest. 

ich  Maze  Garden:  Neatly  sculpted  box  hedges  in  beautiful  designs  with  royal  charm. 

ipic  Garden*:  Based  on  the  concept  of  the  Five  Olympic  Rings;  an  excellent  venue  for  multifunctional  recreation. 


/  Appointed  Luxury  Apartments 


3  Riviera  Garden  is  meeting  with  rave  reviews  in  the  course  of  our  global  marketing  efforts.  The  construction 
als  and  interior  fixtures  include  such  world-famous  brands  as  POGGENPOHL  cabinets,  Whirlpool  stoves 
frigerators,  ROCA  bathroom  products,  Hoppe  lockers  (used  for  the  European  Parliament  Mansion)  and 
I  air-conditioning  systems.  Bathroom  walls,  floors  and  sinks  are  of  high-quality  marble.  All  were  chosen 
ly  to  meet  the  high  expectations  of  successful  elites. 


leted 


Chinese,  American  and  German  Garden 
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Shanghai  Shimao  Riviera  Garden 


simulated  image 


Shimao  Riviera  Garden 
Houston-New  York 
Promoting  Show 

Houston  Schedule: 


11/20  9am-5pm  \ 


open  house 


11/21  9am-1pm 
11/21  2pm    select  the  apartment 
according  to  VIP  No. 
Address:  Omni  Houston  Hotel 
Four  Riverway,  Houston,  Texas  77056 

New  York  Schedule: 

11/26  9am-5pm  ) 

11/27  9am-12pm!  openhouse 

11/27  1pm    select  the  apartment 

according  to  VIP  No. 

Address:  Sheraton  LaGuardia  East  Hotel 

135-20  39th  Avenue,  Flushing,  NY  11354 


Double  Moon  Gate  Hawaiian  Surfing  Beach 


Germany  Swan  Lake 


Sitting  Room 


:ment:  Smiwe  Shimao  Group     The  Sole  Authorised  agency  in  America:  fi  m/vm  Sophia  Zeng  71 8-279-3600    Bryan  XV  71 8-225-3600 

Steven  Haw  001-3103777539 


ertisement  is  a  reference  only.  Please  see  the  attachments  of  the  contract.) 


Letting  Go 

Few  small-company  acts 

are  tougher  than  succession.  By  David  Whelan 


It  all  started  with  the  beer  fund.  As  William 

Poik  Carey  became  one  of  the  nation's  largest 
real  estate  investors,  he  sent  money  for  parties 
to  his  old  fraternity,  Delta  Phi,  at  the  Univer- 
sity of  Pennsylvania.  On  a  1987  visit  to  his 
alma  mater  Carey  was  escorted  around  cam- 
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pus  by  Delta  Phi  President  Gordon  DuGan, 
then  19.  The  kid  used  the  opportunity  to  score 
a  summer  internship.  "He  was  a  very  charm- 
ing young  man,"  Carey  recalls. 

Today  the  still-boyish  DuGan  shares  the 
chief  executive  title  at  W.P.  Carey  &  Co.,  a 


You  and  UBS.  That's  how  we  see  the  heart  of  our  business.  Where  our  teams  are  dedicated 
to  understanding  your  needs,  delivering  the  right  kind  of  solutions,  and  helping  you  to 
succeed.  Of  course,  this  demands  top-tier  advisory  and  executional  capabilities  across 
investment  banking,  equities,  fixed  income,  rates,  and  foreign  exchange.  All  you'd  expect, 
in  fact,  from  one  of  the  world's  pre-eminent  investment  banks.  But  at  UBS  you'll  also 
have  access  to  our  premier  global  asset  management  business  and  world-leading  wealth 
management  firm.  The  result?  You  can  feel  confident  about  the  financial  decisions  you 
make.  And  the  long-term  relationship  we  build  together,  www.ubs.com 
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Management 


Global  Asset 
Management 


Investment 
Bank 
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Intel®  Centrino"  Mobile  Technology 
Lower  total  cost  of  ownership 

So  durable  and  affordable,  you'll  think 
you're  pulling  a  fast  one  on  us. 
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provider  of  sale-leaseback  financing  with 
a  $  l .  1  billion  market  value.  At  exactly  half 
Carey's  age,  37-year-old  DuGan  is  the 
founder's  handpicked  successor.  He  man- 
ages the  dealmakers  who  scout  for  build- 
ings to  buy.  DuGan,  who  started  out  as  an 
assistant  to  the  chairman  right  out  of  col- 
lege in  1988,  never  received  a  formal 
anointing,  Carey  says.  He  just  impressed 
the  brass  with  his  rainmaking;  since 
DuGan  became  president  in  1999,  the 
firm's  stock  and  net  income  have  dou- 
bled. Still,  his  status  as  heir  wasn't  always 
apparent.  DuGan  left  Carey  in  1995  for 
15  months  to  run  an  ill-fated  wireless 
company.  The  old  man,  however,  forgave 
him  when  he  came  crawling  back:  "We 
don't  take  everybody  back  who  leaves," 
he  says.  "It  so  happened  that  we  needed  a 
number  two." 

Succession  works  in  strange  ways — 
when  it  works  at  all.  It  is  hard  enough  for 
the  big  boys,  as  Disney's  tortured 
attempts  to  replace  Michael  Eisner  can 
attest.  Smaller  companies,  with  less  prac- 
tice and  a  shallower  talent  pool,  often 
have  a  tougher  time  with  the  process.  The 
founders  who  give  their  creations 
lifeblood  and  identity  won't  eagerly  give 
up  the  crown.  Here  are  some  ways  they 
make  succession  work: 

►  Let  the  competition  begin. 

At  Ask  Jeeves,  George  (Skip)  Battle  took 
over  from  its  founders  four  years  ago.  The 
Emeryville,  Calif,  company  had  a  market 
cap  smaller  than  the  $110  million  in  cash 
on  its  books.  The  Andersen  Consulting 
veteran  set  to  work  mowing  down  staff. 
Battle  kept  two  divisions,  software  and 
search,  hoping  at  least  one  would  recover. 
And  in  a  move  reminiscent  of  Jack 
Welch's  tournament  for  the  GE  throne, 
Battle  hired  two  contenders — Steven 
Berkowitz,  who  had  run  the  Dummies 
series  for  IDG  Books,  to  manage  the  Web 
site,  and  Claudio  Pinkus,  who  led  Ask 
Jeeves  International,  to  run  software. 

Though  Battle  insists  the  two  men 
were  never  in  a  formal  horse  race,  what 
happened  next  was  a  textbook  case  of 
pitting  two  potential  successors  against 
each  other.  Pinkus  tried  to  build  up  the 
software  division,  selling  Jeeves  technol- 


Changing 
Of  the  Guard 

55%  The  percentage  of 
CEOs  brought  in  from  the  outside 
who  are  later  fired. 

$325,000  The  average 

cost  of  recruiting  the  CEO  of  a 
small-cap  company. 

54  The  average  age  of  an 
incoming  chief. 

i  n°/ 

JLU/O  The  percentage  of 
public  companies  that  change 
leadership  each  year. 

Sources.  Booz  Allen  Hamilton;  Hunt-Scanlon 
Advisors. 


ogy  for  businesses  to  use  internally.  Bui 
software,  Battle  says,  faced  a  nucleai 
winter.  "Small  companies  were  killing 
each  other."  Internet  searching,  mean- 
while, was  picking  up,  and  Berkowitz 
made  sure  Jeeves  climbed  on  for  the 
ride.  He  spent  $4  million,  or  a  tenth  ol 
the  value  of  the  company,  to  buy  Teoma 
a  tiny  outfit  with  a  searching  algorithm 
from  Rutgers  University.  Queries 
increased  30%.  He  struck  deals  with 
Overture  and  then  Google  to  provide 
paid  advertising  links,  a  prescient  and 
profitable  move.  Four  years  later  Battle 
has  retired,  Berkowitz  has  been  elevated 
to  chief,  the  software  division  was  spur 
off,  and  the  stock  has  risen  thirtyfold, 
Pinkus  left  recently  for  an  undisclosed 
startup. 

►  Give  'em  Herculean  labors. 

Hyperion  Solutions  (rank  127  on  the 
200  Best  Small  Companies  list)  in  Sun- 
nyvale, Calif,  makes  financial  reporting 
software.  It  looked  at  just  one  candidate. 
But  he  was  forced  into  a  competition  oi 
his  own.  In  2001  Jeffrey  Rodek,  who  had 
taken  over  in  1999  to  patch  up  a  trou- 
bled merger  with  Arbor  Software,  began 
thinking  about  succession.  A  recruiter 
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When  purchased  with  a  port  replicator, 
the  Toughbook  5  /  can  be  used  with  a 
flat  panel  LCD  and  external  keyboard 
and  mouse. 


centrino 


MOBILE 
TECHNOLOGY 


Panasonic  ideas  for  life 


1.800.662.3537 
panasonic.com/toughbook 


[Mitel ,  Intel  Centrino,  Intel  Inside,  the  Intel  Centrino  logo  and  the  Intel  inside  logo  are  trademarks  or  registered  trademarks  of  Intel  Corporation  c 
■overed  by  a  3-year  limited  warranty,  parts  and  labor.  ©2004  Matsushita  Electric  Corporation  of  America.  All  rights  reserved.  Solid_Steal_H_Fv 


200 


Best  Small  Companies 

paraded  ten  candidates  through.  God- 
frey Sullivan,  a  veteran  of  both  Apple 
Computer  and  AutoDesk,  made  the  cut, 
land  was  hired  as  president  in  late  2001. 
'Jeff  and  I  are  [kindred]  souls,"  Sullivan 
says,  pointing  out  they  were  born  four 
days  apart.  Catching  himself,  he  says, 
'Its  not  like  we  get  together  and  read 
astrology  reports." 

But  the  astrological  twins  comple- 
mented each  other.  Sullivan's  salesman- 
ship mixed  with  Rodek's  operational 
experience.  But  to  advance,  Rodek 
pushed  Sullivan  to  be  well-rounded.  And 
so  the  tests  began.  First  he  made  sure  that 
Sullivan  could  run  a  meeting  that  didn't 
put  everyone  to  sleep.  (He  could.)  Then 
he  let  Sullivan  rebrand  the  company. 
(Apparently  the  motto  "business  perfor- 
mance management  software"  wowed 
the  board.)  Next  he  let  Sullivan  fill  five 
out  of  six  top  spots  in  the  company. 
Finally  he  made  sure  Sullivan  could  close 
deal;  they  bought  the  software  com- 
pany Brio.  After  this  two-year  workout 
the  duo  met  for  dinner  last  November  at 
he  swanky  Plumed  Horse  restaurant, 
where  they  toasted  Sullivan's  future. 
Rodek  wrote  a  final  progress  report  to 
the  board.  Sullivan,  who  took  over  in 
uly,  was  relieved:  As  the  company  kept 
mproving,  he  worried  his  boss  might 
never  leave.  Rodek  laughs:  "I  have 
nough  ego  to  be  a  CEO,  but  not  enough 
to  be  a  problem." 

Don't  just  reach  for  the  stars. 


Alternative  Resources,  a  Barrington,  111. 
T  temp  staffing  company,  was  once  a 
lighflier.  It  ranked  10  on  the  200  Best 
Small  Companies  list  in  1996,  and  21  the 
next  year.  In  1998  the  company  got  seri- 
ous about  new  leadership;  founder  Larry 
I.  Kane  took  early  retirement. 

In  stepped  Raymond  Hipp,  a  long- 
time executive  and  board  member  at 
:omputer  leasing  giant  Comdisco,  who 
ooasted  he  could  show  this  entrepre- 
neurial squirt  a  thing  or  two.  And  so 
be  did.  Hipp  shuttered  sales  offices, 
centralizing  functions  and  shifting  the 
company's  business  from  IT  staffing  to 
services.  Those  reorganizations  kept 
coming  year  after  year,  along  with  write- 


downs from  office  closings.  Hipp  reas- 
sured investors  in  each  quarterly  release 
that  better  days  were  just  around  the 
corner.  But  revenue  plunged — from 
$339  million  in  1998  to  $159  million  in 
2002;  cumulative  losses  during  that  time 
were  $58  million.  Hipp  stepped  aside 
and  private  equity  investors  acquired 
warrants  to  take  over.  Alternative 
Resources'  shares  were  delisted  and  last 
traded  at  69  cents  over  the  counter.  This 
year  Pomeroy  IT  Solutions  bought  the 
company  for  $44  million,  down  from  a 
market  value  of  $571  million  in  1996. 

►  Go  ahead,  look  for  a  pro. 

When  Yankee  Candle  founder  Michael 
Kittredge  discovered  he  had  cancer  in 
1993,  he  started  handing  over  day-to- 
day power  to  a  friend  and  longtime 
employee  and  concentrated  on  estate 
planning.  He  survived  but  sold  out  in 
1998  for  $500  million  to  Forstmann  Lit- 
tle, the  private  equity  investor,  which 
took  the  company  public  soon  there- 
after. To  protect  its  50%  stake, 
Forstmann  Little  searched  for  a  new 
chief  with  public-company  experience. 

Craig  Rydin  got  the  call  in  2001 .  Why? 
The  23-year  veteran  of  the  Campbell 
Soup  Co.  had  been  running  its  Godiva 
chocolate  business,  whose  distribution 
system  mirrored  that  of  Yankee  Candle 
(rank  33);  both  sell  high-price  specialty 
goods  through  company-owned  outlets, 
gift  shops  and  department  stores.  Rydin's 
other  plus:  a  plan  for  growth. 

"I'm  not  a  large  believer  in  churn- 
and-burn,"  Rydin  says.  Nevertheless  he 
quietly  mounted  the  company's  first 
mass-market  advertising  campaign,  buy- 
ing pages  in  women's  magazines.  That 
move,  he  says,  allowed  Yankee  to  win 
accounts  with  two  huge  retailers — Linens 
'n  Things  and  Bed  Bath  &  Beyond.  He 
also  commissioned  research  that  showed 
Yankee's  strength  was  in  its  strong  fra- 
grances, which  led  to  successful  efforts  to 
sell  lotions,  soaps  and  sprays.  Three  years 
later  the  company  is  worth  three  times 
as  much  and  profits  are  up  an  average 
annual  20.5%.  Rydin  has  started  think- 
ing about  a  new  challenge:  choosing  his 
own  successor.  F 
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every  detail  is  just  as  it  should 

be,  with  nothing  overlooked. 
All  of  which  leaves  you  free  to 
focus  ON  what  brought  you  here. 


Contact  your  travel  consultant, 
visit  www.fourseasons.com  or 
in  the  U.S.  call  1-866-536-9558. 


y  d  n  e  y       Hampshire-.       Tokyo       S  h  a 
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Life  Among  the  Ruins 

Small  companies  get  pounded  on  the 
slightest  pretexts.  Sometimes  it's  well 
deserved.  Sometimes  not.  By  Michael  Maiello 


Thinly  traded,  poorly  covered 

and  ill-equipped  to  cope  with 
bad  news,  small-cap  stocks  can 
take  a  beating  when  short-sell- 
ers and  litigious  shareholders 
pile  on.  Do  some  companies  get 
unfairly  tarred?  Absolutely.  How 
to  tell  the  good  from  the  bad: 

Eon  Labs,  a  $329  million 
(2003  sales)  generic-drug  maker 
in  Laurelton,  N.Y.,  spooked 
investors  in  July  when  its 
largest  shareholder,  the  private 
German  Santo  Holding,  regis- 
tered to  sell  14.7  million  shares, 
lowering  its  stake  from  67%  to 
51%.  Eon's  stock  fell  5%  over 
the  next  two  days — and  this 
news  hit  just  after  Novartis 
announced  a  generic  version  of 
antidepressant  Wellbutrin  SR 
to  compete  with  a  knockoff  from  Eon.  (Eon's  stock  recently    looks  as  if  it  can  weather  the  storm. 

traded  at  $24,  down  from  a  $45.25  high  in  June.)  What  about  DHB  Industries?  The  Westbury,  N.Y.  maker  c 

Terrible  news?  Not  really.  The  increased  float  from  the  Santo  body  armor  recently  won  a  $239  million  U.S.  Army  contract  t 
sale  attracted  new  interest  in  Eon.  As  for  competition  from  Novar-  protect  soldiers  against  car  bombs,  causing  the  stock  to  jump  609 
tis,  Eon  has  held  its  own,  maintaining  a  50%  share  of  the  generic  to  $16.  DHB  expects  profits  to  double  this  year  to  64  cents  a  shari 
market  for  lOOmg  pills.  Analyst  Elliot  Wilbur  of  CIBC  World  Mar-  Given  Iraq  and  Afghanistan,  DHB  seems  to  have  staying  power, 
kets  notes  die  company  expects  federal  approval  of  up  to  five  new  Look  again.  The  company  didn't  make  our  list  this  year — an 
generics  by  year-end.  Eon  recently  brought  to  market  generic  a  pending  Securities  &  Exchange  Commission  investigation  is 
Cipro,  to  treat  anthrax.  CIBC  estimates  Eon's  earnings  at  $  105  mil-  big  reason  why.  DHB  neglected  to  tell  investors  that  it  had  bough 
lion  for  2004,  from  $70  million  last  year.  parts  from  a  company  owned  by  the  wife  of  the  chief  executive. " 

Concorde  Career  Colleges  of  Mission,  Kans.  runs  a  for-profit  kind  of  raised  an  eyebrow,"  says  Dennis  E.  Nielsen,  an  analy: 
college  in  six  states,  offering  vocational  training  for  health  care,  with  Feltl  &  Co.  in  Minneapolis.  The  probe  of  related-party  trans 
But  when  federal  agents  in  February  raided  the  offices  of  larger  actions  has  morphed  into  a  thorough  going-over  of  executiv 
rival  ITT  Educational  Services,  looking  into  claims  of  falsified     compensation  at  the  company. 

enrollment  and  job-placement  records,  Concorde  took  a  shel-  DHB  declines  to  comment  on  the  investigation.  But  in  its  mo; 
lacking,  despite  running  a  clean  business.  Nevertheless,  investors,  recent  quarterly  report,  it  says  it  has  put  "controls  and  proce 
fearful  of  coming  regulation  and  lawsuits,  beat  down  its  shares  dures"  in  place  that,  among  other  things,  involve  briefing  the  bos 
from  $28  to  a  recent  $15.  "on  the  requirement  to  disclose  related-party  transactions." 

Stick  with  Concorde,  advises  Trace  A.  Urdan,  an  analyst  at         Nielsen  says  the  stock  would  be  fairly  valued  at  $10.  I 


ThinkEquity  partners.  It' 
debt-free  and  earnings  shoul 
rise  20%  a  year  over  the  ne> 
few  years  as  the  market  ere 
ates  more  jobs  for  nurses  an 
hospital  technicians. 

RPM  International,  a  Me 
dina,  Ohio  maker  of  sealar 
and  corrosion-control  coal 
ings,  is  still  paying  dearly  fc 
selling  all  of  $10  millio 
worth  of  asbestos  products  ( 
stopped  in  1977).  It  has  take 
a  $140  million  pretax  charg 
for  a  reserve  to  cover  futur 
claims.  Three  of  the  five  state 
with  claimants  against  RPf 
have  already  passed  toi 
reforms  that  will  reduce  liabii 
ities.  With  an  expected  prof 
growth  of  15%  next  year,  RPf 
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OUR  ENERGY  GOES  INTO  MILLIONS  OF  HOMES. 
AND  COUNTLESS  GOOD  CAUSES. 


We  do  more  than  deliver  the  power 
that  makes  communities  tick.  We  work 
with  state  governments,  economic 
development  agencies  and  many  others 
to  attract  companies,  create  jobs  and 
expand  industry.  The  relentless  pursuit 
of  excellence.  It's  what  we're  all  about. 
progress-energy.com 

^  Progress  Energy 

People.  Performance.  Excellence. 


The  Progress  Energy  Leadership  Institute  provides 
leadership  development  opportunities  for 
principals  and  superintendents. 


Best 

Small 
Companies 


These  little  giants  are 
among  the  toughest 
competitors  in  today's 
corporate  America. 
By  Cecily  Fluke 
and  Lesley  Kump 


Every  year  we're  more  particular  about  membership  in  this 

elite  list.  To  qualify,  candidates  have  to  show  a  consistent  pat- 
tern of  positive  growth  during  a  five-year  period,  as  well  as 
over  the  last  12  months.  With  statistical  help  from  William 
O'Neil  &  Co.  in  Los  Angeles,  we  selected  companies  with 
sales  in  the  $5  million  to  $750  million  range  ("small"  by 
FORBES  standards),  net  profit  margins  greater  than  5%  and 
share  prices  above  $5  as  of  Oct.  1.  We  excluded  financial 
institutions  because  the  fate  of  their  assets  is  more  depen- 
dent on  the  markets  than  on  management;  utilities,  which 
are  regulated  by  the  government;  and  REITs,  since  they're 
required  to  pay  out  95%  of  their  taxable  income. 

That  still  leaves  us  with  a  diversified  list  of  vibrant  play- 
ers. In  the  top  10,  for  example,  you'll  find  9  different  indus- 
tries. Dominating  the  list  are  31  medical  products  outfits,  16 
computer  software  and  equipment  manufacturers  and  7  oil- 
and-gas  companies — hardly  a  surprise. 

There  are  57  newcomers  to  the  list.  Among  them:  DJ 
Orthopedics  (rank  88),  which  provides  nonsurgical  prod- 
ucts (from  knee  braces  to  bone-stimulation  devices);  its  five- 


year  earnings  growth  of  176%  was  second  best  among  tl 
200.  FLIR  Systems  (rank  59)  is  in  the  very  hot  field  of  nigh 
vision  products  and  thermography;  bouncing  back  from 
few  difficult  years,  it  recendy  won  a  $6.3  million  contract  I 
provide  imaging  cameras  to  the  U.S.  Air  Force. 

Some  200  Best  standbys — like  military-equipment  su] 
plier  Engineered  Support  Systems  and  Corinthian  Colleges- 
have  grown  too  large  for  the  list.  But  other  onetime  stalwarl 
like  Krispy  Kreme,  have  been  expelled.  The  doughnutmak 
is  the  subject  of  an  ongoing  SEC  investigation  into  same-stor 
sales  accounting  and  bizarre  earnings  guidance. 

A  few  members  showed  spectacular  growth  over  the  la 
year.  RC2,  (rank  43),  a  maker  of  collectibles  and  toys  (thir 
John  Deere  tractors  and  Nascar  racers),  jumped  130  places  c 
our  list  thanks  largely  to  a  five-year  EPS  growth  rate  of  699 
Net  income  at  Resources  Connection  (rank  19)  leaped  ahe; 
94%  last  year  as  it  spread  its  consulting  services  abroad. 

Additional  research  provided  by  Kurt  Badenhausen,  Abigc 
Lavin  and  Lacey  Rose. 
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AT  $30,000,000,000  A  YEAR, 
MEDICAL  IT  EXPENDITURES  ARE  IN 
NEED  DF  AN  EXAMINATION 


jw  do  you  streamline  costs  without  sacrificing  efficiency  or  patient  security?  With  a  comprehensive  solution  from  NEC. 
jr  years  of  experience  in  IP  telephony,  biometrics  and  wireless  security  enable  us  to  provide  a  broad  spectrum  of  products, 
'plications  and  services  to  help  you  manage  your  costs.  So  you  can  choose  wireless  LANs,  single  sign-on  applications, 
]h  availability  servers  and  more,  plus  the  support  services  to  back  them  up.  Personalized,  flexible  solutions.  It's  just  what 
e  doctor  ordered,  and  it's  another  way  NEC  empowers  people  through  innovation.  www.necus.com/IT  1-800-338-9549 

SERVICES  AND  SOFTWARE  ENTERPRISE  NETWORKING  AND  COMPOTING  SEMICONDUCTORS  IMAGING  AND  DISPLAYS 


C  Corporation  2004  NEC  and  Che  NEC  logo  are  registered  trademarks  of  NEC  Corporation 
iwered  oy  Innovation  is  a  trademark  of  NEC  Corporation 


Empowered  by  Innovation 
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Cognizant  Technology  Solutions  - 

What  do  J.P.  Morgan  Chase,  IMS  Health  and 
ACNielsen  have  in  common?  They  turn  to  Cognizant 
Technology  Solutions  for  help  with  a  range  of  IT 
services— Web  applications,  data  warehousing  and 
software  development.  Founded  in  1994  and  spun 
off  from  Dun  &  Bradstreet  two  years  later,  Cognizant 
(headquartered  in  Teaneck,  N.J.)  does  a  lot  of  on- 
site  work  with  customers  but  keeps  a  huge  portion 
of  its  staff  in  India  (70%)  to  keep  down  costs.  Over 
the  last  12  months  net  income  rose  to  $77  million, 
82%  over  the  previous  year,  helping  to  solidify  its  ** 


V 
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LOOSEN  UP.  THE  NEW  JEEP  LIBERTY  LIMITED  EDITION.  Turn  the  dress  code  into  a  distant 
memory.  With  a  restyled  exterior  and  refined  interior,  it's  the  official  uniform  of  the  totally  relaxed,  jeep.com 


hry»la>  financial 


:inancing  your  drive. 


jeep  is  a  registered  trademark  of  DaimlerChrysler  Corporation. 


200 


Best  Small  Companies 


A 


Amedisys 


Last  year  the  Baton  Rouge,  La.  company  provided 
home  nursing  services  for  35,864  patients,  and  it  will 
minister  to  an  expected  55,000  or  so  in  2004.  Nursing 
doesn't  require  much  capital— return  on  equity  in  each  of 
the  past  five  years  has  averaged  52%.  Wall  Street  has 
demonstrated  care,  too:  Amedisys  shares  have  jumped 
twofold  during  the  past  year  (see  story,  p.  140). 


Energy  and  construction  have  been  hot  sectors 
of  late,  giving  a  boost  to  the  South  Jordan,  Utah 
company.  Headwaters  develops  technologies  and 
chemical  reagents  to  produce  coal-based  solid 
synthetic  fuel;  it  has  contracts  with  coal-fired 
electric  utilities  at  110  power  plants.  The  company 
has  been  growing  through  diversification, 
acquiring  VFL  Technology,  an  engineering  services 
outfit,  for  $29  million,  and  Tapco  Holdings,  a 
building  products  company,  for  $715  million,  to 
expand  its  construction  materials  business. 


The  generic-drug  maker  has  all  the  right  trends 
going  for  it:  a  raft  of  branded  drugs  going  off  patent, 
the  support  of  cost-conscious  third-party  payers 
and  an  aging  population.  For  the  12  months  ended 
Mar.  31,  Lannett's  sales  increased  55%  to  $58 
million,  while  earnings  per  share  rose  28%  to  67 
cents.  But  the  stock  of  this  Philadelphia  company 
has  been  getting  hammered— it's  off  43%  this  year— 
as  increased  price  competition  has  squeezed  gross 
margins  to  58%  in  2004  from  62%  a  year  ago. 


;B4 
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Charles  H.  James  III 

CEO  of 
C.H.  James  &  Co., 
the  oldest  black-owned 
company  in  America 

Father  to  future 
entrepreneurs  Nelson, 
William  and  C.H. 


Trust  Northern. 

And  ensure  your  legacy  lives  on. 

Believing  in  bedrock  values  has  kept  the  American  dream 
going  strong  for  the  James  family  for  four  generations  —  and 
counting.  It's  also  why  Chuck  has  put  his  trust  in  Northern. 
Our  renowned  personal  service  and  dedication  to  quality  form 
a  solid  foundation  for  lasting  relationships.  We've  been  helping 
families  build  businesses  and  structure  personal  finances  for 
more  than  a  century.  Just  as  we  can  help  preserve,  protect  and 
grow  capital  for  you,  your  family  and  your  interests. 

Call  William  Morrison,  President  —  Personal  Financial 
Services,  at  800-468-2352.  For  a  future  bright  with  the 
expectations  of  dreams  fulfilled. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I  Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 

Northern  Trust  Corporation       Member  FDIC 
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The  Las  Vegas  company  has 
clearly  mastered  more  than  just 
one  deck  of  cards:  14,000  of  its 
automatic  card  shufflers  and 
3,100  proprietary  electronic  game 
tables  (like  Three  Card  Poker) 
can  be  found  in  600  casinos. 
Earlier  this  year  Shuffle  Master 
rolled  the  dice,  leveraged  its 
balance  sheet  to  a  dizzying  99% 
debt-to-capital  ratio  and  bought 
back  $99  million  worth  of  its 
shares.  A  lucky  move:  Its  stock 
price  is  up  103%  this  year. 


Means  Homebuilders 


Low  mortgage  rates  and  high  growth  for 
new  construction  have  been  sweet  to 
home  builders  like  Orleans.  During  fiscal 
2004  (ending  June  30)  Orleans  delivered 
1,753  homes  (average  price:  $308,000),  a 
41%  increase  over  2003.  Better  still,  as  of 
June  the  company's  backlog  for  homes  it 
is  scheduled  to  build  was  valued  at  $391 
million,  37%  higher  than  a  year  ago.  The 
Bensalem,  Pa.  company  is  run  by  Jeffrey 
P.  Orleans,  grandson  of  the  founder. 
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Every  day  you  protect  yourself. 


Are  you  doing  enough  to 
help  protect  your  heart? 


•  Heart  disease  is  the  leading  cause 
of  death  in  the  United  States. 

•  If  you've  had  a  heart  attack  or 
stroke,  talk  to  your  doctor  about 
how  ZOCOR,  along  with  a  healthy 
diet,  can  help  protect  your  heart. 


The  Heart  Protection  Study  proved 
that  ZOCOR,  along  with  diet, 
significantly  reduced  the  risk  of 
heart  attack  and  stroke  in  people 
with  heart  disease,  who  had  high 
or  even  normal  cholesterol. 


YOUR  RESULTS  MAY  VARY. 

•  Get  your  free  copy  of  Your  Heart 
Matters  at  zocor.com  or  call 
1-800-MERCK-75. 

Important  considerations:  ZOCOR  is  a 
prescription  tablet  and  isn't  right  for 
everyone,  including  women  who  are 
nursing  or  pregnant  or  who  may  become 
pregnant,  and  anyone  with  liver  problems. 
Unexplained  muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious 
side  effect  and  should  be  reported  to 
your  doctor  right  away.  ZOCOR  may 
interact  with  other  medicines  or  certain 
foods,  increasing  your  risk  of  getting 
this  serious  side  effect.  So  tell  your 
doctor  about  any  other  medications  you 
are  taking. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT 
FOR  YOU.  PLEASE  READ  THE  MORE 
DETAILED  INFORMATION  ABOUT  ZOCOR 
IMMEDIATELY  FOLLOWING  THIS  AD. 

ZOCOR 

(SIMVASTATIN) 

IT'S  YOUR  FUTURE.  Bf  THERE. 

A  MERCK 

©2004  Merck  &  Co..  Inc.  All  rights  reserved. 
20450788UH645C1-ZOC-CON 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR. 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIBE  A 
DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  tor  many  patients  with  high  cholesterol. 
For  patients  at  high  risk  of  coronary  heart  disease  (CHD)  because  of  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  ol  stroke,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risk  of  death  by  reducing  coro- 
nary death;  reduce  the  risk  of  heart  attack  and  stroke;  and  reduce  the  need  for  revascularization  procedures 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  not  take  ZOCOR.  Discuss  this  with  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients;  cellulose,  lactose,  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylated  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 
blood  test  results  indicating  possible  liver  problems.  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 
harm  the  fetus  Women  ol  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 
that  they  will  become  pregnant.  II  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 

taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  take  ZOCOR 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  if 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  ot 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine.  itraconazole,  ketoconazole.  erythromycin,  clarithromycin,  HIV  protease 
inhibitors,  the  antidepressant  nefazodone.  or  large  quantities  of  grapefruit  juice  (>1  quart 
daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil  particularly  with  higher  doses  of  ZOCOR. 

•  Other  lipid  lowering  drugs  (other  fibrates  or  >1  g/day  ot  niacin)  that  can  cause  myopathy 
when  given  alone. 

•  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  of  simvastatin. 

Because  the  risk  of  muscle  side  ettects  is  greater  when  ZOCOR  is  used  with  the  products 

listed  above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor 

determines  the  benefits  are  likely  to  outweigh  the  increased  risks. 

The  dose  of  ZOCOR  should  not  exceed  10  mg  daily  in  patients  receiving  gemfibrozil.  The 

combined  use  of  ZOCOR  and  gemfibrozil  should  be  avoided,  unless  your  doctor  determines 

that  the  benefits  outweigh  the  increased  risks  of  muscle  problems.  Caution  should  be  used 

when  using  ZOCOR  with  other  tibrates  or  niacin  because  these  can  cause  muscle  problems 

when  taken  alone. 

No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with  cyclosporine. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 

avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 

breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscle  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  months  of  therapy  and  it  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  ot  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  ot  severe  muscle  disease. 
The  risk  of  muscle  breakdown  is  greater  in  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  ot  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR.  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  ol 
some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enzymes 
usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  of  ZOCOR,  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinically  indicated.  Patients  titrated  to  the  80-my  dose 
should  receive  an  additional  test  at  3  months  and  periodically  thereafter  (eg.  semiannually) 
for  the  first  year  of  treatment.  I!  your  enzyme  levels  increase,  your  doctor  should  order  more  frequent 
tests.  If  your  liver  enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your  medication. 
Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 
consume.  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol. 

PRECAUTIONS 

Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  doctor  what 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescription.  You  should  also  tell  other  doctors 


who  are  prescribing  a  new  medicine  for  you  that  you  are  taking  ZOCOR"  (simvastatin)  ZOCOR  can  interact 

the  following: 

•  Itraconazole 

•  Ketoconazole 

•  Erythromycin 

•  Clarithromycin 

•  HIV  protease  inhibitors 

•  Nelazodone 

•  Cyclosporine 

•  Large  quantities  ol  grapefruit  juice  (>1  quart  daily) 

The  risk  of  myopathy  is  also  increased  by  gemfibrozil  and  to  a  lesser  extent  other  fibrates  and  niacin  (nico 
acid)  (>1  g/day). 

The  risk  ol  muscle  breakdown  is  increased  with  other  drugs: 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumann  anticoagulants  (a  type  ol  b 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time.  Patients  taking  these  medic 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored 

Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertility:  Like  most  presi 
tion  drugs.  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  lor  human  use  Often  t 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosin 
some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system.  In  studies  of  mice  with 
doses  of  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased.  No  evidence  of  mutatioi 
or  damage  to  genetic  material  has  been  seen.  In  1  study  with  ZOCOR.  there  was  decreased  fertility  in  male 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 

Safety  in  pregnancy  has  not  been  established  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR,  I 
have  been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system  Therefore,  women  of  childbe; 
age  should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant  If  a  woman  does  bee 
pregnant  while  taking  ZOCOR,  she  should  stop  taking  the  drug  and  talk  to  her  doctor  at  once.  The  a 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  time; 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk  Because  o 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-feed. 
WHEN  ZOCOR  SHOULD  NOT  BE  USED.) 

Pediatric  Use:  ZOCOR  is  not  recommended  for  children  or  patients  under  10  years  ot  age. 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  age)  ( 
pared  with  younger  patients  (18-30  years  of  age)  in  1  study.  In  other  studies,  the  cholesterol-lowering  ef 
of  ZOCOR  were  a!  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overali  d 
ences  in  satety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range  01  the  7  c 
of  myopathy/rhabdomyolysis  among  10,269  patients  on  ZOCOR  in  another  study.  4  were  aged  65  or  r 
(at  baseline),  1  ol  whom  was  over  75. 

SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well,  however,  like  all  prescription  drugs,  ZOCOR  can  cause 
effects,  and  some  of  them  can  be  serious  Side  effects  that  do  occur  are  usually  mild  and  short-lived. 
your  doctor  can  weigh  the  risks  versus  the  benefits  of  any  prescription  druq.  In  clinical  studies  with  ZO( 
less  than  1.5%  of  patients  dropped  out  of  the  studies  because  of  side  effects.  In  2  large,  5-year  stu 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pillsi  Son 
the  side  effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below  This  list  is  not  comr. 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and  to  discuss  any  side  effects  that  o 

Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn,  stomach  pain/cramps,  anor 
loss  of  appetite,  nausea,  inflammation  of  the  pancreas,  hepatitis.  iaundice.  fatty  changes  in  the  liver, 
rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness;  joint  pain;  muscle  breakdown. 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  * 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  of  bal; 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  ot  symptoms  have 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  base 
allergic-type  reactions,  which  may  rarely  be  fatal.  These  have  included  1  or  more  ot  the  following:  a  se 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood  [ 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face,  lips,  tongue,  and/or  throat  with  diffii 
swallowing  or  breathing;  symptoms  mimicking  lupus  (a  disorder  in  which  a  persons  immune  system 
attack  parts  of  his  or  her  own  body);  severe  muscle  and  blood  vessel  inflammation,  sometimes  including  i 
bruises;  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  probli 
or  abnormal  blood  tests;  inflamed  or  painful  joints;  hives;  fatigue  and  weakness,  sensitivity  to  sunlight;  f 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  burn 
shedding  of  skin  all  over  the  body,  including  mucous  membranes  such  as  the  lining  ot  the  mouth. 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  and  biliri 

thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like  rr 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  information 
then  discuss  it  with  them. 


A  MERCK 

\A/hrfohm  ice  ^fatinn  M 


ZOCOR  is  a  registered  trademark  of  Merck  &  Co.,  Inc. 

©2004  Merck  &  Co..  Inc.  All  rights  reserved. 
20450788(1  )(645C)-ZOC-CON 
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Ceradyne 


A  supplier  of  ceramic  body  armor  to  the  military,,  the  Costa 
Mesa,  Calif,  company  has  had  a  banner  year  because  of  the 
conflicts  in  Afghanistan  and  Iraq.  During  the  past  four 
quarters  the  company's  sales  and  earnings  per  share  are  up 
86%  and  187%,  respectively.  Ceradyne's  ceramic  products  can 
straighten  smiles  and  extend  engine  life,  to  say  nothing  of 
their  value  in  semiconductor  components.  In  June  the 
company's  sales  hit  $39.2  million,  a  quarterly  record  and  a 
77%  gain  over  the  same  period  last  year. 


jjjP  St.  Mary  Land  &  Exploration 

U.S.  oil  production  may  be  slipping  further  behind 
that  of  Saudi  Arabia  and  Russia.  But  you 
wouldn't  know  it  at  this  Denver  exploration  and 
production  company.  Founded  in  1908,  St.  Mary  ~ 
Land  &  Exploration  focuses  its  240  employees 
on  properties  in  five  key  regions  in  America: 
the  mid-continent,  the  Rocky  Mountains,  the 
ArkLaTex  belt,  the  Gulf  Coast  and  the  Permian 
Basin.  Oil  production  rose  40%  last  year— long 
before  prices  jumped  to  $50  a  barrel.  Last  year 
the  company  drilled  25)  wells.  Its  drilling  budget 
has  been  increased  30%  This  year. 


Its  15-minute  test  for  congestive  heart  failure,  launched  in 
2000,  accounted  for  64%  of  Biosite's  $206  million  in 
revenue  over  the  last  12  months.  The  San  Diego  company 
also  offers  diagnostics  for  drug  screening,  heart  attacks, 
acute  coronary  syndrome  and  certain  bacterial  and 
parasitic  infections.  Biosite  products  can  be  found  in  half 
of  the  nation's  5,400  hospitals. 

—Lacey  Rose 
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COMPANY  (consecutive  years  on  list) 
business 


RETURN  GROWTH 
ON 

EQUITY  SALES  EPS 

5-year  5-year  5-year 

average  average  average 

%  %  % 


DEBT/  oAIFC!  NET  RECENT  rpo  p/r  MARKE1 
CAPITAL1  INCOME     PRICE  r/t  VALUE2 


Cognizant  Technology  Solutions  (3) 

provides  information  technology  software  &  services 


Headwaters 

develops  technologies  that  enhance  value  of  natural  resources 


Lannett 

develops  generic  drugs 


Amedisys 

provides  home  health  care  nursing  services 


Cytyc(2) 

develops  tests  for  cervical  &  breast  cancer  screening 


Shuffle  Master  (6) 

makes  automatic  card  shufflers  &  table  games 


Toi 


23 


40  43 


420    1290  37 


83U  47 


87  O 


52U      15  41 


19 


380  8lO 


31        20  30 


0  465  77.3  30.16  0.88 

43  462  47.7  31.75  2.04 

10  58  13.5  10.15  NA 

5  183  14.8  31.03  1.75 


34  3,751 
16  954 


0     334     80.6      23.93  1.00 


NA  246 
18  363 
24  2,754 


99       78     20.9      37.40     1.17    32  831 


ouchPad 

Synaptics 


he  popul 
core  produ 

(rank  21).  Th 
ached  a  milestone  this  past 
July,  after  shipping  its  100 
lionth  "interface  solution." 


Orleans  Homebuilders  (3) 

develops  residential  communities  in  eastern  U.S. 

32 

28 

46 

43 

475 

34.0 

22.66 

2.53 

9 

376 

Ceradyne  (2) 

develops  industrial  ceramic  products 

10 

32 O     52 O 

0 

136 

19.0 

45.01 

1.93 

23 

691 

St  Mary  Land  &  Exploration 

40.09 

2.40 

17 

produces  natural  gas  &  crude  oil 

16 

37        88  O 

22 

388 

81.8 

1,114 

Biosite  (2) 

provides  rapid  medical  diagnostic  tests 

12 

41 

68  O 

8 

206 

30.5 

49.85 

2.29 

22 

779 

Corporate  Executive  Board  (3) 

provides  corporate  consulting  &  educational  services 

22 

31 

42 

0 

244 

48.4 

61.50 

1.70 

36 

2,269 

Middleby 

manufactures  food-service  equipment 

19 

18 

114  O 

40 

252 

25.4 

52.81 

3.21 

16 

478 

Brown  &  Brown 

markets  &  sells  property  &  casualty  insurance 

25 

290  370 

8 
0 

592 

120.4 

45.80 

2.10 

22 

3,100 

Credo  Petroleum 

explores  for  oil  &.  natural  gas 

13 

23  O     38  O 

10  ' 

3.9 

13.47 

NA 

NA 

77 

Bradley  Pharmaceuticals 

acquires  &  develops  pharmaceuticals 

14 

42  O  62 

20 

91 

21.3 

20.31 

1.71 

12 

330 

i  Not  on  last  year's  list.  O  Recent  trend  up  versus  five-year  average. 


decent  trend  down 


versus  fivci-year  average.  Additional  footnotes  on  page  212. 


DIRECTIONAL  INDICATORS  We  have  inserted  arrows  to  the  immediate  right  of  some  numbers.  11  an  up  arrow  appears  next  to  a  company's  five-year  average 
ROE,  for  example,  it  means  that  over  the  latest  four  quarters  its  return  on  equity  was  more  than  1 0%  higher  than  its  five-year  average.  A  down  arrow  means  the 
opposite.  The  arrows  are  intended  to  make  it  easier  for  you  to  flag  companies  with  significant  differences  between  their  long-term  and  short-term  results. 


For  more  information,  go  to  www.forbes.com/bestsma 
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/hen  you  can't  come  to  the  Post  Office,™  let  the  Post  Office  come  to  you.  Just  go  to  u: 
an  print  labels,  pay  for  postage,  and  your  carrier  will  pick  up  your  packages  for  you.  To  learn  more,  visit 
3ps.com/clicknship.  It's  just  one  more  way  the  U.S.  Postal  Service®  is  working  for  you. 
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Usana  Health  Sciences 

manufactures  &  markets  skin  care  &  nutritional  products 


Hot  Topic  (5) 

retails  music-themed  &  plus-size  apparel  for  teenagers 


SFCC  International  (3) 

conducts  clinical  trials  for  drug  companies 


Resources  Connection  (3) 

provides  accounting  &  human  resources  services 


SurModics  (5) 

provides  coating  solutions  for  medical  products 


Synaptics 

develops  interface  solutions  for  notebook  computers 


39* <  10' 


34 


21 


37  37 


12 


20 


86U  60O 

29  O     21 0 


0  241  26.5  35.59  1.80  20  664 
0     600     49.0      17.19     1.17    15  799 


14 


15 


32  46 
34  48 


2  133  16.1  25.94  1.50  17  398 

0  328  24.3  38.80  1.64  24  898 

0  49  16.8  24.27  0.89  27  426 

2  133  13.8  21.66  0.69  31  493 


Finding  Nemo 


Pixar 


animation  for 

Iped  generate  $792 
ide  at  the  box  office, 
ank  30)  got  $189  million  of 
ils — and  is  hoping  for  more 
The  Incredibles. 


Carbo  Ceramics  (3) 

manufactures  materials  for  oil  &  gas  drilling 

15        22        23  0 

0 

194 

36.8 

74.75 

2.82 

27 

1,137 

MTC  Technologies 

provides  IT.  engineering  &  mgmt  sves  to  US  defense  agencies 

460      31 0     25  O 

0 

233 

15.3 

27.69 

1.38 

20 

407 

American  Healthways 

provides  specialized  care  &  disease-management  services 

12        39        77  O 

0 

220 

21.8 

29.17 

0.99 

29 

901 

Berry  Petroleum 

explores  for  oil  &  gas 

18        15  O     21 0 

20 

216 

44.3 

37.08 

2.49 

15 

817 

Bio-Reference  Laboratories 

provides  clinical  laboratory  testing  services 

15        19      123  O 

0 

122 

7.4 

14.40 

0.75 

19 

164 

Urban  Outfitters  (3) 

retails  apparel  &  accessories  for  young  adults 

14        19  O     21  C> 

0 

612 

58.7 

34.61 

1.25 

28 

2,721 

Cooper  Cos  (3) 

makes  contact  lenses  &  diagnostic  instruments 

16        25  29 

28 

452 

79.8 

68.50 

3.04 

23 

2,212 

ResMed  (8) 

medical  equip  for  treatment  of  sleep-disordered  breathing 

24        32  24 

0 

339 

57.3 

47.75 

1.94 

25 

1,631 

Pixar  (3) 

operates  digital-animation  film  studio 

13        260  250 

0 

315 

161.2 

79.79 

1.79 

45 

4,564 

Schnitzer  Steel  Industries 

recycles  ferrous  &  nonferrous  materials 

9        15  83 

22 

637 

90.1 

32.34 

3.10 

10 

626 

Quality  Systems  (4) 

develops  health  care  information  systems 

15        16  38 

0 

75 

11.5 

51.37 

2.47 

21 

318 

i  Not  on  last  year's  list,      Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 
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Unlike  some  things,  our 
captive  services  really 
will  make  your  job  easier. 


As  a  broker,  the  last  thing  you'd  expect  when  setting  up  a  captive 
is  to  save  time.  But  at  Liberty  Mutual,  we're  using  nearly  30  years 
of  captive  experience  to  make  your  job  easier- and  make  your 
clients  happier,  too.  Our  simplified  approach  combines  fronting, 
reinsurance,  claims  support,  loss  prevention  and  captive 
management  into  a  single  structure.  And  because  there's  just 
one  point  of  contact,  you  don't  have  to  manage  a  lot  of  different 
providers  yourself.  So  you  can  spend  your  valuable  time  doing 
more  important  things.  Like  figuring  out  how  to  use  all  of  those 
time-saving  gadgets. 


IT'S  MORE  THAN  INSURAN 


For  more  information  or  to  receive  a  complimentary  copy  of  'The  Growing  Use  of  Captives 
in  Risk  Management,"  call  1-800-300-4472  or  visit  www.libertymutual.com/captives 


Liberty 
Mutual 


Coverages  underwritten  and  serviced  by  member  companies  of  the  Liberty  Mutual  Group.  Some  coverages  are  not  available  in  all  states.  ©  2004  Liberty  Mutual  Group 
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Yankee  Candle  (3) 

makes  &  retails  scented  candles  &  giftware 


American  Vanguard  (2) 

manufactures  specialty  chemicals  for  agriculture 


Cartel  Medical  (5) 

makes  diagnostic  &  therapeutic  medical  equipment 


Advisory  Board 

provides  business  strategies  for  health  care  industry 


EPIQ  Systems  (5) 

provides  technology-based  solutions  for  financial  services 


Ansys  (3) 

develops  engineering  simulation  software 


37 


18  28 


17 


15  28 


15 


31 


43  O  29 
19        48  O 


11 


44        48  O 


23 


15  16 


49  527  77.5  28.80  2.00  14  1,336 
31     137     11.9      36.15     1.65    22  305 


20  159  9.5  23.43  1.25  19  221 
0     126    20.7      33.95     1.38    25  586 


36  98  18.5  15.93  1.24  13  285 
0     125     30.7      25.49     2.04    12  739 


Cashing  in  on  the  quest  for  physic 
perfection,  (rank  87)  recentl 

introduced  the  system  fo 

weight-loss  surgery.  It  also  broug 
out  its  own  answer  to  Boto 
a  wrinkle-filling  Hylaform  gel. 


39 

Strayer  Education  (7) 

owns  &  operates  a  regional  university 

100+ o 

21 

15 

0 

166 

37.4 

117.01 

3.34 

35 

1,619 

40 

■  . 

Unit  Corp 

explores  for  oil  &  gas 

11 

26 

30 

0 

378 

59.4 

35.85 

2.17 

17 

1,573 

41 

■ 

Closure  Medical 

develops  medical  devices  for  wound  care 

12 

27 

93  O 

0 

40 

9.3 

14.30 

0.88 

16 

284 

42 

FactSet  Research  Systems  (8) 

supplies  computer-based  financial  &  economic  data 

25 

20 

26 

0 

242 

56.1 

48.91 

1.98 

25 

1,545 

43 

.173 

RC2  (2) 

makes  licensed  collectibles  &  toys 

13 

70 

69 

24 

329 

39.1 

33.84 

2.67 

13 

632 

44 

■ 

ASV 

makes  rubber-tracked  all-terrain  vehicles 

6 

23 

35 

0 

128 

13.4 

37.80 

1.47 

26 

432 

45 

n«  ■ 

SRA  International 

provides  IT  solutions  to  government  organizations 

16 

15 

66  O 

0 

616 

38.9 

51.78 

1.73 

30 

1,270 

46 

.  ■ . 

Hilb,  Rogal  &  Hamilton 

operates  insurance  agencies 

22 

27  O 

38  O 

29 

588 

83.5 

36.61 

2.75 

13 

1,298 

47 
■ 

Lifeway  Foods 

manufactures  health  food  products 

12 

16 

29 

3 

16 

2.7 

11.00 

0.37 

30 

99 

48 

■  ■ 

United  Industrial 

develops  aerospace  &  military  systems 

26 

9 

14 

0 

344 

24.7 

33.51 

NA 

NA 

433 

49 

■ 

Philadelphia  Consolidated 

markets  property  &  casualty  insurance 

10 

33 

20 

0 

714 

95.7 

56.09 

5.18 

11 

1,260 

*  Not  on  last  year's  list.  4  ill  Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 

For  more  information,  go  to  www.forbes.com/bestsmall 
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you're  a  baking  company,  how  do  you  add  interest  and 
xcitement  to  products  that  have  been  around  a  long 
me?  One  bakery  wanted  to  market  a  healthier  bread, 
hey  turned  to  Cargill  for  help  and  our  food  experts 
ffered  a  carefully-crafted  recipe  mix  that  combined 
ood  taste  and  texture  with  soy  protein— allowing  them 
M  3  make  the  claim  they  wanted.  Now  the  company 
:  eels  great  about  their  successful  new  product  — and 
Irieir  consumers  feel  great  about  having  a  healthy 
i||ew  option.  This  is  how  Cargill  works  with  customers. 
mollaborate    >   create    >  succeed 


V 


/ww.cargill.com 

'2004  Cargill,  Incorporated 


Cargill 

Nourishing  Ideas.  Nourishing  People: 


<faUU  Best  Small  Companies 

RETURN  GROWTH 


COM  PA  N  Y  (consecutive  years  on  list) 
business 


RETURN  GROWTH 
ON 

EQUITY  SALES  EPS 

5-year  5-year  5-year 

average  average  average 
%  %  % 


q.,  rq  NET  RECENT  Fp<:  P/F  MARKET 
3"-ta  INCOME     PRICE  r/t  VALUE2 


Stcricycfc  (4) 

provides  mcdical-waste-management  services 


K-Swiss  (3) 

designs  &  markets  athletic  footwear  &  apparel 


Charles  River  Labs  International  (3) 

provides  research  for  drug  development 


Integra  LifcSciences 

develops  medical  devices  for  surgery 


Universal  American  Financial 

provides  insurance  for  elderly  &  self-employed 


Team 

provides  specialized  industrial  services 


14 
24 


32  U  42 
13  O  23 


latest 
12  mos 
(%)  (Smil) 


28  469  74.5  45.91  2.11 
0     462     58.0      19.00  1.59 


16 
6 


28  O     29  O      29     660     89.9      46.64  2.15 


43  58 


31     215     31.0      32.99  1.42 


12 


37  25 


18     612     51.4      12.91  1.10 


13 


13      100  O      29     108      5.8      15.76  1.39 


22  2,057 

12  686 

22  2,125 

23  909 
12  689 
11  131 


Iped  by  a  strong  alliance 


wit 

25°, 


in 

all-terrain-equipment 
ASV 


ma 

anticipates  it  will  ge 
$151  million  in  sales  this  year. 


Hansen  Natural 

distributes  soft  drinks  &  juices 

15 

120  60 

1 

137 

10.6 

25.00 

NA 

NA 

257 

Merit  Medical  Systems  (4) 

develops  products  for  cardiovascular  disease  procedures 

15 

14        51 0 

0 

2 

146 
210 

18.8 

15.20 

0.85 

18 

403 

Daktronics  (2) 

supplies  electronic  scoreboards  &  large  video  displays 

16 

14        22  O 

17.7 

25.89 

1.23 

21 

457 

FLIR  Systems 

produces  thermal-imaging  systems  to  enhance  night  vision 

40 

16  O  29 

55 

396 

56.4 

58.04 

2.38 

24 

2,120 

Gen-Probe 

develops  products  for  clinical  diagnosis  &  blood  screening 

40 

17      168 U 

0 

248 

50.0 

40.49 

1.15 

35 

2,013 

Panera  Bread  (2) 

offers  fresh-baked  breads  in  cities  throughout  the  country 

12 



22        55  O 



0 

414 

33.3 

37.93 

1.60 

24 

1,154 

CCA  Industries 

manufactures  health  &  beauty  products 

14 

8      188  O 

2 

55 

5.5 

8.83 

1.03 

9 

62 

Pediatrix  Medical  Group  (3) 

provides  hospital-based  neonatal  services 

12 

27  26 

0 

592 

94.0 

55.00 

4.72 

12 

1,682 

Comtcch  Telecommunications 

develops  advanced  communications  solutions 

9 

41        23  O 

44 

216 

19.3 

28.85 

1.44 

20 

384 

Mentor  (4) 

makes  products  for  esthetic  &.  general  surgery 

19 

15        24  O 

43 

440 

56.4 

34.03 

1.56 

22 

1,408 

Knight  Transportation  (10) 

short-  to  medium-haul  truckload  carrier 

15 

21  20 

0 

379 

40.2 

22.18 

0.92 

24 

1,208 

Not  on  last  year's  lisl\0  ReGent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www.forbes.com/bestsmal 
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Z.UU  Best  Small  Companies 

El  RETURN  GROWTH 


COMPANY  (consecutive  years  on  list) 
business 


RETURN  GROWTH 
ON 

EQUITY  sales  EPS 

5-year  5-year  5-year 

average  average  average 
%  %  % 


DEBT/  <-.,  F<:  NET  RECENT  Fpc.  p  F  MARKET 
CAPITAL1  INCOME     PRICE  r/t  VALUE- 


Bluegreen 

operates  vacation  resorts  &  develops  residential  communities 


Green  Mountain  Coffee  Roasters  (5) 

roasts  &  sells  high-quality  arabica  coffees 


Sonic  (11) 

owns  &  franchises  drive-in  restaurants 


Total  Entertainment  Restaurant  (3) 

operates  sports-  and  game-themed  restaurants 


Armor  Holdings  (3) 

makes  security  products  for  law-enforcement  personnel 


Overseas  Shipholding  Group 

transports  crude  oil  &  petroleum  products 


130  350 


27 


14  23 


58  512  31.3  11.60  1.48  8  255 
20     133       7.2      22.24     1.22    18  140 


19  16  19  34  511  59.2  25.84  1.19  22  1,531 
15        24        49  O        7     134      8.0        9.04     1.05      9  89 


270  130 


go  390 


35     588     54.9      43.24     2.29    19  1,297 


45     536  156.8      51.35     3.85    13  1,979 


K-Swiss 


Founded  by  two  brothers  in  19 
otwear  and  apparel  ma 
ank  51)  introduced  one  o 
t  leather  tennis  s 
ear  unit  volume  sales  of 
increased  50%,  to  1 


neakers 

■  mMinTi 


73 

,  ■ 

American  Medical  Systems 

manufactures  products  for  men's  health  needs 

7 

19       91 0 

4 

183 

30.7 

36.80 

1.27 

29 

1,216 

74 

g4 

Matthews  International  (5) 

makes  graphic  systems  &  bronze  memorial  products 

22 

19  O  17 

18 

481 
15 

52.0 

35.52 

1.81 
NA 

20 

1,122 

75 
■ 

Escalon  Medical 

develops  ophthalmic  medical  devices 

16 

18       34  O 

31 

2.8 

11.85 

NA 

66 

76 

150 

Copart  (5) 

auctions  salvage  vehicles 

13 

24  25 

0 

388 

71.1 

19.12 

1.00 

19 

1,702 

77 

Dominion  Homes  (2) 

builds  high-quality  homes  in  Ohio  &  Kentucky 

18 

19       35  O 

46 

583 

30.4 

23.64 

3.05 

8 

189 

78 

151 

79 
■ 

80 

Opnet  Technologies  (3) 

provides  network-management  software  &  services 

9 

32       42  O 

0 

61 

7.0 

10.33 

0.54 

19 

200 

Marine  Products 

produces  recreational  fiberglass  motorboats 

13  O 

11       16  O 

0 

219 

21.0 

18.13 

1.03 

18 
20 

452 
2,701 

OJLogic  (6) 

designs  semiconductor  input/output  devices 

15 

26U  29U 

0 

527 

142.7 

31.54 

1.61 

81 

Advanced  Neuromodulation  Systems  (3) 

95 

makes  products  to  treat  nervous  system  disorders 

6 

34       34  O 

0 

106 

16.0 

30.87 

1.15 

27 

634 

82 

Quest  Software  (3) 

develops  management  application  software 

5 

41U     47  O 

0 

337 

39.2 

11.69 

0.51 

23 

983 

83 

54 

Hibbett  Sporting  Goods  (2) 

operates  full-line  sporting  goods  stores 

16 

17        20  O 

0 

338 

23.2 

20.65 

1.23 

17 

463 

■  Not  on  last  year's  fist.  O'.Rscent  trend  up  versus  five-year  average.      Recent  trend  down  versus  ffvt  -year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www.forbes.com/bestsma] 
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'hen  you  want  to  express  your  devotion  to  The  Dow,  nothing  says  it  like  Diamonds  (DIA).  Exchange  traded 
nds  (ETFs)  that  give  you  30  blue  chips,  the  entire  Dow  Jones  Industrial  Average,  in  every  single  share.  You 
n  buy  and  sell  Diamonds  all  day  long,  just  like  a  stock.They're  tax  efficient,  and  have  low  management 
es,  too!  Ask  your  advisor  for  details.  Or  forever  hold  your  peace.  www.DowDiamonds.com. 
cker  symbol  Amex:DIA.The  30  blue-chip  companies  of  The  Dow  in  every  share. 


I  Dow. 


THE   DOW  INDUSTRIALS 


>  t  a  t  e  street 
jlobal  Advisors 


DIAMONDS 
AMERICAN 

STOCK  EXCHANGE 


investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before 
nvesting.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.DowDiamonds.com  or  call 
800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  "Usual  brokerage  commission  applies.  Dow  Jones  Industrial 
iverage',"  The  Dow*  and  Diamonds*  are  trademarks  of  Dow  Jones  6k  Company,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and  American  Stock 
xchange  LLC,  pursuant  to  a  License  Agreement  with  Dow  Jones.  Diamonds  are  not  sponsored,  endorsed,  sold  or  promoted  by  Dow  Jones 
nd  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds.  ©2004  American  Stock  Exchange  LLC 
VLPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 


£UU  Best  Small  Companies 


COMPANY  (consecutive  years  on  list) 
business 

RETURN 

ON 
EQUITY 

5*v6ar 
average 
% 

GROWTH 

Q&l  PC 

NET 

RECENT 

p/r 

z 

'04 

'03 

CAPITAL1 

INCOME 

PRICE 

tro 

r/fc 

SALES 

5-year 
average 
% 

EPS  , 

5-year 
average 
% 

C/.) 

latest 
12  mos 
(Smil) 

latest 
12  mos 
(Smil) 

m 

2005 
est 

(Smil) 

84 

Amsurg  (5) 

operates  practice-based  ambulatory  surgery  centers 

11 

31 

32 

19 

324 

33.0 

22.12 

1.40 

16 

652 

85 

■  ■ 

Rollins 

provides  pest  &  termite  control  services 

23 

3 

50  U 

0 

703 

39.1 

25.47 

1.14 

22 

1,123 

86 

.69 

Techne  (5) 

develops  hematology  instrument  controls  &  biotech  products 

21 

12 

24 

6 

161 

54.6 

39.49 

1.66 

24 

1,611 

87 

26 

Inamed  (3) 

develops  &  markets  breast  implants  &  skin  products 

20 

15 

12 

6 

362 

69.0 

48.75 

2.35 

21 

1,692 

88 

■ 

DJ  Orthopedics 

develops  rehabilitation  products  for  orthopedic  markets 

9 

15 

176 

34 

229 

11.5 

17.87 

1.35 

13 

441 

89 

45 

Medical  Action  Industries  (4) 

manufactures  disposable  surgical  products 

17 

16 

29 

17 

130 

9.7 

16.63 

1.18 

14 

169 

mi 
Bluegreen 


nk  67) — which  sells 
interests  in  in 
aces  ranging  from  Orlando,  Fla.  to 
Aruba — saw  membership  in  its 
Vacation  Club  rise  12%  during  the 
first  half  of  this  year  to  84,000. 


Macrovision  (6) 

provides  copy  protection  &  digital-rights  technologies 

12 

25 

20 

0 

145 

41.6 

24.22 

1.05 

23 

1,133 

Integrated  Circuit  Systems  (2) 

!    manufactures  mixed-signal  integrated  circuits 

33 

13 

17 

0 

272 

78.5 

22.19 

1.11 

20 

1,504 

United  Fire  &  Casualty 

J    provides  property  &  casualty  insurance 

10 

12 

45 

0 

593 

68.1 

59.32 

6.28 

9 

604 

!  Tyler  Technologies 

develops  software  for  local  governments 

4 

20 

96 

0 

163 

11.8 

8.99 

0.38 

24 

346 

Kensey  Nash  (3) 

designs  biomaterials  for  orthopedics  &  cardiology 

12 

29 

10 

0 

55 

12.3 

26.75 

1.20 

22 

336 

Heartland  Express  (3) 

short-  to  medium-haul  truckload  carrier 

17 

11 

16 

0 

428 

62.4 

18.98 

1.33 

14 

1,388 

Simpson  Manufacturing  (3) 

manufactures  structural  connectors  &  venting  systems 

15 

14 

13 

1 

627 

71.6 

64.10 

3.63 

18 

1,425 

Micronetics  (2) 

makes  microwave-  and  radio-frequency  components 

11 

22 

23 

8 

14 

1.5 

8.25 

NA 

NA 

36 

Trimble  Navigation 

provides  positioning  &  communication  systems 

13 

18 

70 

18 

611 

59.0 

32.09 

1.18 

27 

1,459 

Jack  Henry  &  Associates  (5) 

provides  data-processing  systems  for  banks  &  finance  cos 

19 

20 

12 

0 

467 

62.3 

19.21 

0.82 

23 

1,685 

Diodes 

manufactures  &  distributes  semiconductors 

12 

13 

50 

9 

163 

17.0 

27.25 

1.80 

15 

328 

■  Not  on  last  year's  list.'  O  Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www.forbes.com/bestsma 
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.UU  Best  Small  Companies 

RETURN  GROWTH 


COMPANY  (consecutive  years  on  list) 
business 


RETURN  GROWTH 
ON 

EQUITY  SALES  EPS 

5-year  5-year  5-year 

average  average  average 

%  %  % 


DEBT/  NET      RECENT      rP<>      P/F  MARKE' 

CAPITAL1  a*uxa  INCOME     PRICE       cra      r/t  VALUE' 


Cabot  Microelectronics  (4) 

supplies  polishing  slurries  used  to  make  integrated  circuits 


Mercury  Interactive  (5) 

supplies  software  for  Web-based  applications 


ProQuest 

publishes  information  solutions  for  education  &  auto  mkts 


21 
15 


22  18 
26  20 


Fair  Isaac  (7) 

provides  analytic  products  &  services  for  businesses 


Mapics 

develops  enterprise  software 


Cree  (2) 

manufactures  compound  semiconductor  materials 


38  O 
14 


66  O 


3  295  43.2  37.47  2.02  19  875 
0     594    93.2      36.88     1.33    28  3,157 


22  26 


100+O       60      2  0 


31 


9 


50  456  48.4  26.15  2.06  13  726 
32  677  124.2  29.60  1.57  19  2,080 
16     174     10.3        9.07     0.77    12  227 


0     307     58.0      31.24     1.15    27  2,102 


International 


powders  and  potions 

HI  1 1 U  i  I !?  I  i  l»"MJATI4  A  if  i  I 


Nutraceutical 

pills. 


ent  mak 
nk  128)  m 
in  and  nutritio 
or  pets,  as  well 
st  12  months  its  stock 
has  gotten  a  power  boost,  rising  35%. 


107 

■ 

Cal  Dive  International 

performs  subsea  construction  &  support  services 

9 

26 

80 

34 

454 

51.2 

36.64 

2.07 

18 

1,302 

Mi): 

ll-VI  (2) 

manufactures  electrical  &  optical  components 

11 

18 

13 

6 

151 

17.3 

35.94 

1.67 

22 

514 

Docucorp  International 

develops  enterprise  software  for  insurance  companies 

19 

11 

20 

43 

76 

4.9 

8.79 

0.56 

16 

83 

JTT7 

Graco  (3) 

98 

111 

83 

supplies  fluid-control  equipment 

47 

4 

10 

0 

564 
258 

96.4 

35.61 

1.65 

22 

2,311 

Forward  Air  (6) 

provides  surface  transportation  of  deferred  air  freight 

20 

8 

9 

0 

29.4 

41.17 

1.77 

23 

826 

112 

82 

Waste  Connections  (2) 

provides  solid-waste  collection  &  recycling  services 

11 

32  O 

29  O 

53 

606 

70.7 

31.52 

1.88 

17 

1,482 

113 

-  ■' 

Penn-America  Group 

markets  &  underwrites  insurance 

7 

15 

45 

0 

197 

37' 

18.7 
14.4 

14.20 

1.47 

10 

198 

114 

■ 

Cherokee 

markets  apparel  &  footwear  brands 

24 

10 

15 

0 

23.97 

1.74 

14 

215 

115 

■ 

Navigant  Consulting 

provides  consulting  services  to  govt  agencies  &  companies 

8 

80 

43 

0 
9 

389 

31.3 

23.50 

1.00 

24 

1,036 

116 

Triad  Guaranty 

provides  mortgage  insurance  to  residential  mortgage  lenders 

16 

17 

13 

152 

54.3 

55.86 

4.78 

12 

807 

117 

KV  Pharmaceutical  (6) 

develops  generic  &  over-the-counter  drugs 

16 

18 

20 

45 

291 

43.7 

22.67 

1.06 

15 

1,102 

«  Not  on  last  year's  list,      Recent  trend  up  versus  five-year  average.  .    Recent  trend  down  versus  fivei-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www.forbes.com/bestsr 
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In  a  tempting  market, 
how  do  you  protect  yourself  from  yourself? 


How  does  the  wise  investor  resist  chasing  performance?  At  Nuveen  Investments,  we  preach  the  wisdom  of  discipline, 
diversification,  and  our  closed-end  exchange-traded  funds.  Our  closed-end  ETFs  seek  to  provide  attractive  monthly  income. 
And  with  over  100  closed-end  ETFs,  you'll  have  more  ways  to  achieve  balance  and  keep  today's  market  from  coming  back  to 
I Js  bite  you.  Contact  your  advisor  or  visit  nuveen.com.  As  always,  there  are  risks  inherent  in  any  investment,  including  the  possible 
<ss  of  principal.  Closed-end  exchange-traded  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 


NUVEEN 

tni/es  tments 

Smarter  ways  to  be  conservative 

'  investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  a  prospectus  containing  this  and  other  information  about 
veen's  funds,  contact  your  advisor  or  Nuveen  at  1-800-257-8787.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  ©2004  Nuveen  Investments,  inc. 
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5C 

I 

'04 

*03 

COMPANY  (consecutive  years  on  list) 
business 

RETURN 

ON 
EQUITY 

5-year 
average 
% 

GROWTH 

DEBT/ 
CAPITAL1 

SALES 

NET 
INCOME 

RECENT 
PRICE 

EPS 

P/E 

MARK  El 
VALUE2 

SALES 

5-year 
average 

% 

EPS 

5-year 
average 
% 

(%) 

($) 

2005 
est($) 

118 

.129 

Landauer  (3) 

provides  radiation-measurement  services 

46 

10 

8 

0 

69 

17.6 

47.29 

2.21 

21 

421 

119 

20 

Talx  (3) 

supplies  automated  employment  &  income  verification 

9 

40  O 

48  O 

23 

130 

13.3 

23.55 

1.21 

19 

301 

120 

■ 

CEC  Entertainment 

operates  family  restaurants  &  entertainment  centers 

19 

10 

14 

14 

690 

79.1 

36.90 

2.39 

15 

1,343 

121 

■ 

Stone  Energy 

acquires  &  develops  oil  &  gas  properties 

16 

27  O 

9 

34 

509 

124.7 

44.40 

3.80 

12 

1,140 

122 

59 

Craftmade  International  (4) 

makes  ceiling  fans  &  lighting  fixtures 

30 

8 

20 

17 

121 

7.6 

20.00 
51.84 

1.70 

12 

102 

123 
■ 

Micros  Systems 

manufactures  enterprise  information  solutions 

10 

50 

164  O 

0 

465 

29.6 

2.07 

25 

899 

Who  can  forget  last  wint 
sensati 


Deckers  Outdoor 


Boots? 


fo 

rank  133). 
makes  Teva  sports  sandals 


124 

124 

Manhattan  Associates  (4) 

develops  &  services  supply-chain-management  software 

13 

22 

53  O 

0 

207 

26.8 

24.74 

1.11 

22 

711 

125 

86 

Emulex  (3) 

supplies  networking  products  for  data  access  &  storage 

10 

34  O 

37  O 

0 

364 

77.5 

11.75 

0.63 

19 

1,046 

126 

90 

Ixia  (2) 

develops  optical  networking  equipment 

15 

32 

20 

0 

96 

14.9 

9.95 

0.38 

26 

543 

127 
■ 

Hyperion  Solutions 

provides  software  for  business  solutions 

8 

50 

140 

0 

622 

56.6 

35.06 

1.92 

18 

1,379 

128 

.114 

Nutraceutical  International  (3) 

markets  branded  nutritional  supplements 

19 

50 

29 

18 

140 

13.6 

13.95 

1.53 

9 

166 

129 

76 

Kronos  (3) 

provides  work  force  management  solutions 

18 

12 

16 



0 

435 

40.2 

45.85 

1.59 

29 

1,354 

130 

First  Cash  Financial  Services  (3) 

operates  pawnshops 

12 

11 

22 

5 

160 

18.3 

20.34 

1.48 

14 

309 

131 

Dionex  (3) 

makes  analytical  systems  for  chemicals 

24 

70 

30 

0 

259 

41.4 

55.52 

2.15 

26 

1,049 

132 

Gulf  Island  Fabrication  (2) 

builds  offshore  drilling  &  production  platforms 

11 

11  o 

21 

0 

212 

17.7 

23.07 

1.44 

16 

258 

133 

■ 

Deckers  Outdoor 

manufactures  niche  footwear 

9 

io 

15  O 

27 

145 

13.4 

33.34 

2.04 

16 

360 

134 

72 

Exactech  (2) 

makes  orthopedic  implant  devices  &  surgical  instruments 

12 

21 

17 

11 

77 

7.1 

20.86 

0.78 

27 

227 

i  Not  on  last  year's  list  Clf  Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www.forbes.com/besTsma 
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,ooking  for  a  hetter  way 
o  save  for  college? 

<orth  Carolina's  529  plan  makes  saving  for  college 
asier  -  by  offering  Participants: 

•  tax-free  growth* 

•  a  broad  range  of  investment  choices 

•  control  over  account  assets 

•  flexible  contributions 

•  use  at  virtually  any  college  in  the  country 

you  are  a  business  owner,  consider 
dding  North  Carolina's  529  plan  to 
our  employee  benefits  package: 

•  no  employer  expense 

•  no  set-up  fees 

•  no  governmental  reporting 

•  little  administrative  effort 


Direct  enrollment  is  available  through  the  Program  Administrator,  College  Foundation,  Inc.  If  you 
desire  investment  guidance  or  do  not  qualify  for  Direct  enrollment,  contact  your  financial  advisor 
about  Advisor-sold  enrollment. 


North  Carolina's 


National  College 

Savings  Program 


For  Direct  enrollment,  call  800-600-3453  or  download 
and  complete  an  enrollment  agreement  online  at 
www.CFNC.org/Savings.  Advisor-sold  enrollment 
information  is  available  at  www.seligman529.com 
or  by  contacting  your  financial  advisor. 

)  College  Foundation,  Inc.  2004 

529  plans  have  significant  tax  issues  and  may  not  be  appropriate  for  all  investors.  Certain  tax  benefits  are  effective  through  2010  unless  extended 
or  amended  by  Congress.  Non-Qualified  Withdrawals  are  subject  to  a  $50  fee,  and  earnings  may  be  subject  to  a  10%  federal  tax  penalty,  a  state  tax 
penalty,  and  ordinary  income  taxes.  Please  see  the  Program  Description  for  details  on  the  tax  consequences  of  Withdrawals  other  than  Qualified 
Withdrawals.  In  addition,  federal  tax  law  restricts  a  Participant's  ability  to  move  money  to  other  investment  options.  This  information  is  not  tax  or 
investment  advice;  consult  your  tax  advisor. 

Participants  who  reside  in  states  other  than  North  Carolina  should  consult  with  their  tax  advisors  regarding  any  state  tax  consequences  for  participation 
in  this  Program. 

Investment  options  in  either  type  of  enrollment  are  similar  in  design,  but  vary  in  structure  and  investment  managers.  Accounts  established 
through  Direct  enrollment  have  lower  fees  and  expenses  than  those  established  through  Advisor-sold  enrollment.  An  offer  of  interest  in  the  North 
Carolina  College  Savings  and  Investment  Program  may  only  be  made  by  an  official  Program  Description,  which  contains  complete  information 
about  fees,  expenses  and  risks.  Individuals  should  read  the  Program  Description  carefully  before  investing. 


WHAT  CAN  A 

BABY  GATE 

TEACH  US  ABOUT 

TRANSFERRING  WEALTH? 


If  it's  not  set  up  properlj,  the  kids  will  run  right  through  it. 


Sometimes  the  greatest  challenge  with  wealth  is 
protecting  it  from  the  very  ones  you're  protecting 
it  for.  That's  why  Wachovia  Wealth  Management 
works  with  you  to  develop  plans  for  preserving 
your  legacy.  Our  experienced  specialists  will 
deliver  customized  solutions  based  on  your 
needs,  including  financial,  estate  and  tax  planning 
as  well  as  trust,  investment  and  insurance  services. 
Not  only  to  ensure  a  smooth  transition  of  wealth 


to  your  family  or  beneficiaries,  but  to  give  you 
a  little  peace  of  mind.  Your  family  and  your 
future  should  be  protected.  We'll  make  sure  the 
safeguards  are  in  place. 

■  ■  ■ 

For  nearly  200  years,  successful  individuals  and 
their  families  have  trusted  the  personal  attention 
of  Wachovia  Wealth  Management.  Talk  to  us. 
Together,  we  can  achieve  uncommon  results. 


W\CHOVL\ 

Wealth  Management 


u 


ncommon 


Wisdc 


■We  want  you  to -know:  ■""'  '  .  ' 

■".  SECURITIES  AND  INSURANCE  PRODUCTS' 1 
1  NOT-INSURED  BY  FDtC  OR  ANY  FEDERAL,. GOVERNMENT  AGENCY  •  MAY  LOSE  VALUE  •  NOT  A  DEPOSIT  OF  OR  GUARANTEED  BY  A  BANK  OR  ANY  BANK  AFFILIATE 

■  .  Insurance  products  ate  available  through  insurance  affiliates  of  Wachovia  Corporation  and  are  underwritten  by  non-bank  affiliated' insurance  companies.  Trust  services  are  offere 
through  Wachovia  Bank,  N.A..  a  national  banking  association  (chartered  by  the  Office  of  the  Comptroller  of  the  Currency)  and  wholly  owned  subsidiary  of  Wachovia  Corporator 
Wachovia  does  not  provide  legal  or  tax  advice.  Be  sure  to  consult  with  your  own  tax  and  legal  advisors  before  taking  any  action  that  would  have  tax  consequences.  Any  estate  pla 
should  be  reviewed  by  an  attorney  who  specializes  in  estate  planning  and  is  licensed  to  practice  law  in  your  state.  ©  2004  Wachovia  Corporation 


Preserve.  Protect.  Prosper. 

At  Wachovia  Wealth  Management,  our  approach  to  client  service  goes 
well  beyond  simply  offering  financial  advice.  Developing  a  personalized, 
holistic  perspective  is  our  higher  priority,  and  we  begin  by  working 
closely  with  you  to  understand  your  life  goals  and  then  focus  on  charting 
the  best  course  to  meet  your  objectives.  At  the  heart  of  our  strategy  is  an 
in-depth  financial  assessment.  This  analysis  is  vital  to  the  creation  of  an 
integrated  plan  that  becomes  the  blueprint  for  managing  all  the 
interrelated  elements  of  your  financial  life. 

When  you  become  a  Wachovia  Wealth  Management  client,  your 
Relationship  Manager  will  assemble  and  direct  a  team  of  financial 
specialists  to  craft  a  financial  plan  unique  to  your  needs  and  goals, 
coordinating  with  your  own  attorneys  and  other  financial  advisors,  if 
you  wish.  To  execute  on  your  plan,  your  Relationship  Manager  will 
draw  on  the  expertise  of  the  diverse  and  highly  qualified  professionals 
on  the  team,  each  of  whom  specializes  in  a  different  discipline,  including 
financial  planning,  investment  management,  trust  and  estate 
administration,  insurance,  charitable  services,  tax  planning,  private 
banking,  and  credit  solutions. 

Each  team  is  locally  based  and  includes  a  full  complement  of  specialists, 
creating  ample  opportunity  for  the  familiarity  and  team  interaction  that 
will  result  in  well-thought-out  plans  tailored  to  your  needs.  With  teams 
serving  100  communities  on  the  East  Coast,  we  are  ready  to  respond  based 
on  your  schedule,  not  ours. 

In  addition  to  attentive  service,  we  believe  that  objectivity  is  one  of 
the  cornerstones  of  successful  long-term  wealth  management.  So  we 
will  recommend  what  is  best  for  your  particular  situation  —  whether 
or  not  the  services  are  offered  by  Wachovia. 

For  nearly  200  years,  generations  of  families  have  turned  to  Wachovia 
Wealth  Management  for  help  in  mastering  the  challenges  of  managing 
their  wealth.  And  now,  more  than  ever,  the  financial  world  demands 
proven  experience,  an  exceptional  approach  and  uncommon  wisdom. 
Talk  to  us.  Together,  we  can  achieve  uncommon  results. 

To  contact  any  of  our  offices  from  Connecticut  to  Florida,  please  call  888-283-9633. 


NORTH  CAROLINA 
Asheville 

Ron  Price 
Managing  Director 
838-232-3730 

Charlotte  Downtown 

Madelyn  Caple 
Regional  Managing  Director 
704-383-1974 

Charlotte  SouthPark 

Tom  Hodges 
Managing  Director 
704-442-6503 

Concord  Area 

Bob  Suddreth 
Managing  Director 
704-785-2049 

Greensboro 

Scott  Faircloth 
Managing  Director 
336-378-4108 

Triangle 

Steve  Leidheiser 
Regional  Managing  Director 
919-881-7349 

Wilmington  and  Myrtle  Beach 

David  Ellis 
Managing  Director 
910-342-2137 

Winston -Salem 

Sue  Henderson 
Managing  Director 
336-732-4003 

SOUTH  CAROLINA 
Charleston  and  Columbia 

Tom  Clymer 
Managing  Director 
843-727-IO69 

Greenville  and  Spartanburg 

R.  Charles  Eldridge  Jr. 
Managing  Director 
864-467-284O 

Hilton  Head 

Stuart  Wilbourne 
Managing  Director 
843-686-9341 


wachovia 
Wealth  Management 

Uncommon  Wisdom 


The  7  WONDERS 

Of  TARGETED  ADVERTISING 

ake  the  guesswork  out  of  your  ad  campaign  and  improve  results  with  MNI!  By  targeting  your  message 
demographically  and  geographically  in  the  nation's  top  magazines,  you'll  get  the  most  impact  from  your 
ad  investment.  MNI  offers  more  than  400  targeted  markets  and  seven  lifestyle-defined  magazine  packages  to 
meet  your  objectives.  Start  reaching  the  affluent  and  responsive  audience  you  need  today! 


Stop  wondering  about  the  effectiveness  of  your  media  plan  —  call  MNI  today!  For  more  information, 
contact  Robert  Reif,  National  Ad  Director,  at  877-ASK-4MNI  or  visit  MNI  online  at  www.mni.com. 


TARGETED  ADS.  NATIONAL  MAGS. 


He  has  1 0  more  yards  to  reach  his  goal 


how  far  do  you  have  to  reach  your  college  savings  goal? 

No  matter  what  your  child's  dreams  and  goals  are,  it'll  cost  a  lot  to  finance  his  or  her  higher  education. 
The  Future  Scholar  529  College  Savings  Plan  offers  you  a  tax-advantaged  way  to  pay  for  higher  education. 
Earnings  in  Future  Scholar  grow  exempt  from  federal  income  taxes.  *  Help  kick-off  your  child's  college 
savings  with  the  Future  Scholar  529  College  Savings  Plan.  Contact  your  financial  advisor  or  call 
800-765-2668.  Visit  www.futurescholar.com  to  learn  more. 


Pay  no  federal  income  taxes  on  withdrawals 
used  for  qualified  higher  education  expenses 

Earnings  grow  free  from  federal  income  taxes 

Gift  and  estate  tax  benefits 


FUTUReScholar 

529  College  Savings  Plarf 

We  want  yOU  to  know:  The  Future  Scholar  529  College 
Savings  Plan  is  sponsored  by  the  state  of  South  Carolina. 
Investments  made  in  Future  Scholar: 


■  Are  Not  FDIC  Insured  •  May  Lose  Value 
Are  Not  Bank  or  State  Guaranteed 


''Under  a  "sunset  provision,"  the  tax  exemption  for  earnings  on  qualified  withdrawals  is  scheduled  to  expire  on  December  31,  2010,  unless  extended  by  Congress. 

BACAP  Distributors,  LLC,  the  distributor  and  Program  Manager  of  the  plan,  is  a  registered  broker-dealer,  member  NASD,  SI  PC  and  is  a  nonblank 
affiliate  of  Bank  of  America,  N.A.  BACAP  Distributors,  LLC  does  not  provide  tax  advice.  Please  consult  your  tax  advisor  before  making  tax-related 
decisions.  The  Program  Description  provides  more  complete  information  on  Future  Scholar,  including  the  risks,  fees  and  expenses  with  investing  in 
the  plan.  Please  read  it  carefully  before  you  invest  or  send  money. 


T here's  a  special  joy  in  getting 
our  1  lands  dirty  when  it  helps 
keep  our  land  beautiful. 


One  out  of  every  three  acres  of  America's  land  -  600  million  acres  -  is  public  land,  your 
land.  Lands  to  hike,  bike,  climb,  swim,  explore,  picnic  or  just  plain  relax.  And  when  you 
get  your  hands  dirty  in  programs  like  National  Public  Lands  Day,  you  help  spruce  up 
your  beautiful  lands.  Last  year,  on  this  day,  nearly  80,000  volunteers  built  trails, 
bridges,  planted  native  trees  and  removed  trash. 

LANDS 


To  find  out  how  you  can  help,  go  to  www.npld.com  or  call  800-V0L  TEER  (800-865-8337). 

LANDS 


HELPING  HANDS  FOR  AMERICA'S 
©  2004  Muench  Photography.  Inc. 


DAV 


if  sheep 

provided  wool 

in  the  Himalayas?  Children  f 
would  have  clothes  to  stay 

warm.  People  could  pay  for  | 

food  and  shelter.  Hundreds  of  f 

thousands  would  live  without  | 

;the  fear  of  hunger.  Self-worth  fjj 

would  grow.  Confidence  would  | 
Kid.  Our  world  would  benefit. 

|bday,  through  continued  work  in  the  | 
^Himalayas,  we're  seeing  this  happen. 

ft    What  if  you  helped?  |l 


Integrity 


is  doing  what  is  right 


for  our  customers. 


FIrst  Citizens  Bank 

Do  something  amazing. 


firstcitizens.com 
1-888-FC  DIRECT 


Member  FDIC 


kateWINSLET 
julieCHRISTIE 


Km 


dushnHOFFMAN 


J: 


Unlock 
your 
imagination. 


FIND  ING 


dm\g%Jf  Best  Small  Companies 


COMPANY  (consecutive  years  on  list) 
business 


ArthroCare 

develops  medical  devices  for  surgical  markets 


International  Speedway  (4) 

owns  &  operates  motorsports  facilities 


Meridian  Bioscience  (2) 

markets  diagnostic  test  kits  &  specialty  biologicals 


Ocular  Sciences3  (3) 

makes  soft  contact  lenses 


Cache 

retails  dresses,  accessories  &  sportswear  for  women 


Idexx  Laboratories  (4) 

provides  products  &  services  to  the  veterinary  &  food  industries 


RETURN 
ON 

GROWTH 

EQUITY 

SALES 

EPS 

5-year 

5-year 

S-ye'ar 

average 

average 

average 

% 

% 

% 

7 

24 

12 

DEBT/  NET      RECENT  FP<5 

CAPITAL1  5>MLtJ>  INCOME  PRICE 


latest  latest 

12  mos     12  mos  2005 
(%)       ($mil)      ($mil)         ($)  esl($) 


12 


18        19  O 


22 


6 


5 


14 


13 


16 
7 


3 
39 


0  135  10.5  28.75  0.84  34  5^ 

9  589  112.6  51.22  2.75  19  2,66 

44  75  8.1  13.26  0.61  22  IS 

5  328  43.1  48.04  2.20  22  1,1S 

0  231  13.5  15.20  1.12  14  22 


14 


8  20 


0     516     71.4      51.23     2.24    23  1,72 


Parlux  Fragrances 


fragrances 


me 


141 

66 

Gentex  (3) 

manufactures  automatic-dimming  mirrors  for  autos 

16        15  12 

0 

496 

113.6 

35.88 

1.78 

20 

2,71 

142 
■ 

Cash  America  International 

operates  pawn  shops  in  southern  &  southwestern  U.S. 

7          5  620 

36 

485 

38.3 

25.10 

1.68 

15 

65 

143 

81 

Sybron  Dental  Specialties  (3) 

makes  dental  products  &  related  equipment 

34          8  lO 

37 

566 

63.2 

30.24 

1.74 

17 

1,14 

144 

Dendrite  International  (3) 

provides  consulting  services  &  software  for  drug  industry 

14        150  lO 

0 

387 

29.0 

16.40 

0.96 

17 

62 

145 

a  . 

Peet's  Coffee  &  Tea 

sells  specialty  coffee  &  tea 

1        15  84U 

0 

130 

8.0 

24.05 

0.73 

33 

30 

146 

.  ■ 

Zebra  Technologies 

provides  thermal  bar-code  labels  &  printers 

15          70  60 

0 

599 

104.8 

60.32 

2.87 

21 

4,43 

147 

58 

Foundry  Networks  (2) 

provides  high-performance  networking  products 

11        28  5 

0 

415 

79.7 

9.91 

0.54 

18 

1,35 

148 

■ 

Tetra  Technologies 

provides  treatment  services  for  the  oil  &  gas  industry 

8        12  270 

0 

322 

19.0 

31.88 

1.55 

21 

66 

149 
■ 

Cohesant  Technologies 

makes  dispensing  equipment  &  coating  products 

15          5  13 

0 

19 

1.7 

9.54 

NA 

NA 

2 

150 

147 

Franklin  Electric  (3) 

makes  submersible  fueling-systems  motors 

21          5  9 

7 

382 

38.4 

42.16 

2.01 

21 

87 

151 

Arbitron 

provides  media  &  marketing  research  services 

- 

100+          9  3 

0 

282 

52.5 

37.30 

1.86 

20 

1,14 

■  Not  on  last  year's  list.  O  Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www. 
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Fairfield 

INN  ® 

Harriott  ■ 


AT  THE 

NEXT  INTERSECTION, 
TAKE  THE  HIGH  ROAD. 
It's  a  big  country,  with  something 
different  around  every  bend.  Exper- 
ienced travelers  know,  wherever 
their  business  takes  them,  they  can 
always  find  comfort,  convenience, 
and  more  than  their  money's 
worth  at  Fairfield  Inn/  Not  to 
mention  free  high-speed  Internet 
access*  in  every  room.  With  over 
500  hotels  nationwide,  there's 
always  a  Fairfield  Inn  close  by. 
At  the  intersection  of  comfortable 
and  affordable,  to  be  precise. 
Fairfield  Inn.  For  travelers  who  know." 

IT'S  THE  MARRIOTT  WAY." 


To  reserve  a  room 
with  free  high-speed 
Internet  access, 
call  1-800-MARRIOTT 
or  visit  Marriott.com. 

^'Available  at  participating  hotels. 

£  2004  Marnolt  International.  Inc 


£UU  Best  Small  Companies 


COMPANY  (consecutive  years  on  list) 
business 


RETURN  GROWTH 
ON 

EQUITY  SALES  EPS. 

5-year  5-year  5-year 

average  average  average 

%  %  % 


Cuno  (5) 

makes  disposable  liquid  &  gas  filtration  products 


Lifeline  Systems  (3) 

sells  emergency-assistance  paging  systems 


Amcol  International 

processes  &  distributes  clays  to  industrial  &  consumer  markets 


Symyx  Technologies 

engages  in  high-throughput  materials  discovery 


[jj  Wilson  Greatbatch  Technologies 

manufactures  electrical  components  for  medical  devices 


Universal  Compression 

provides  natural  gas  compression  services 


14 


12 


7  17 
13  23 


NET 
INCOME 

RECENT 
PRICE 

EPS 

P/E 

MARKE 
VALUE 

■  ■ 

m 

2005 
est  (S) 

($mil) 

30.6 

58.66 

2.22 

26 

965 

20  30 
22  O  59 


28 O  115 O 


53  O 


0     123     10.6      25.10     1.00    25  328 
5     410     24.1      19.13     0.99    19  5361; 
0       72      8.1      23.55     0.45    52  669 


42     214     23.7      18.47     0.98    19  376 


52     721    45.4      34.83     1.98    18  1,087 


Oakley 


nk  176)  also  makes  a  lot  of 
n's  and  women's  apparel, 
atches  and  footwear.  But  it's  about  t< 
splash  with 
sical  specs  that  have 
uilt  into  them. 


sunglasses. 


158 

StarTek  (3) 

provides  management-outsourcing  services 

17 

4 

12 

0 

255 

27.2 

32.37 

2.25 

14 

455 

159 

■ 

Parlux  Fragrances 

manufactures  &  markets  prestige  fragrances 

7 

50 

14 

0 

87 

7.7 

12.83 

NA 

NA 

96 

160 

Stratasys  (2) 

makes  rapid  prototyping  devices  &  3-D  printers 

8 

90 

52  O 

0 

61 

7.8 

32.53 

1.14 

29 

296 

161 

-  ■ 

Rogers 

produces  specialty  polymer  composite  materials 

12 

io 

60 

0 

333 

39.4 

43.80 

3.16 

14 

689 

162 

88 

Kenneth  Cole  Productions  (2) 

designs  trendy  footwear,  handbags  &  accessories 

17 

11 

60 

0 

497 

35.9 

27.65 

2.12 

13 

584 

163 

■  154 

Genesee  &  Wyoming  (3) 

operates  short-line  &  regional  freight  railroads 

12 

8 

19 

36 

270 

37.0 

25.39 

1.66 

15 

667 

164 

>  ■ 

Boston  Beer 

brews  beer 

14 

4 

20 

0 

213 

14.2 

25.47 

1.12 

23 

343 

165 

Citrix  Systems  (3) 

markets  enterprise  software  &  services 

20 

11 

3 

0 

642' 

139.1 

19.07 

0.95 

20 

2,917 

166 

80 

Syntel  (4) 

provides  IT  outsourcing  services 

23 

2 

14 

0 

183 

40.4 

17.60 

0.88 

20 

671 

167 

lie 

Rimage  (2) 

manufactures  CD-  and  DVD-duplication  equipment 

17 

60 

20 

0 

62 

8.3 

13.96 

NA 

NA 

124 

168 

■ 

Independence  Holding 

offers  life  &  health  insurance 

10 

12 

14 

7 

208 

19.6 

18.20 

NA 

NA 

246 

Not  on  last  year's  list.  O  Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  wvvw.foi 
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Let  Roy's  help  you  plan  the  perfect  party 


"If  you  don't  love  this  place, 
(THING  ON  THIS  EARTH 


^ 1 13 1  Whether  you're  planning  an 

1"H  gathering  or  a  grand  corporate  event,  Roy's 

g  to  please  yOU."    con  ne^P  You  P^an  an  unforgettable  evening. 

Customizable  private  dining  menus  available. 


-  z. 


AGAT  SURVEY  2003 


HAWAIIAN  FUSION  CUISINE 


Atlanta 

Austin 

Baltimore 

Bon  ita  Springs 

Chicago 

Dallas 


)acksonville  Beach  Phoenix 

La  joLLA  Ranch o  Mirage 

Las  Vegas  San  Francisco 

Newport  Beach  Tampa 

Orlando 

Philadelphia 


lvsrestaurant.com 


Hawaii  (Big  Island)  |  Kauai  |  Maui  |  Oahu 


4.UU  Best  Small  Companies 


RETURN  GROWTH 
ON 


DEBT/  oA,  rc  NET  RECENT  rp~  P  F  MARKE 
CAPITAL1  !>MLt5>  INCOME     PRICE       tK*      K/fc  VALUE 


EQUITY 


SALES  EPS 


COMPANY  (consecutive  years  on  list) 
business 


5-year        5-year  5-year* 
average      average  average 
%  %  % 


Spectralink  (2) 

sells  wireless  telephone  systems  to  businesses 


Superior  Energy  Services 

provides  specialized  oilfield  services  &  equipment 


Serena  Software  (3) 

provides  software-management  products  &  services 


Ennis  (3) 

supplies  private-label  printed  business  products 


Arrow  International  (3) 

makes  disposable  catheters  &  related  products 


Integral  Systems 

develops  satellite  ground  systems 


12 


13 


70 

10        420  5 


14 


14 


10  14 
10  5 


14 


6 


5 


0  78  8.9  9.33  0.60  16  18C 

41  503  27.0  13.12  0.82  16  90E 

53  115  32.7  17.93  1.17  15  73 

7  260  18.4  21.64  1.51  14  361 


19 


1  422  58.9  31.30  1.54  20  1,203 
0       89      6.8      19.44     0.82    24  192 


Care  Bears,  Cabbage  Patch 


Kids  and  Atari  videogames? 
Jakks  Pacific 


178).  It's 

pitalizing  on  nostalgia  by  acquiring  or 
licensing  once-famous  trademarks.  Its 
ock  price  is  up  82%  over  the  last  year. 


Exponent  (2) 

provides  engineering  &  scientific  consulting  services 


Oakley  (4) 

markets  sports  sunglasses,  goggles  &  other  accessories 


Lifetime  Hoan 

designs  consumer  products  for  the  home 


[jj  Jakks  Pacific  (3) 

manufactures  &  markets  toys 


y  Speedway  Motorsports 

operates  speedways  &  promotes  motorsport  events 


ijj  CalAmp 

makes  microwave  components  for  the  broadcasting  industry 


1 


10        11  13 


16  18 


80  70 


11 


17 


13 


Courier  (5) 

prints  books  &  trade  publications 


Saga  Communications  (3) 

operates  radio  &  television  stations 


Monro  Muffler  Brake  (2) 

automotive  repair  shops  specializing  in  mufflers  &  brakes 


Schawk 

offers  digital  imaging  &  database  management  services 


Kirby  (4) 

provides  marine  towing  &  diesel  engine  services 


6  11 

3 


13 


17 


12 


14 


8  15 


11 


6        28  O 


16 


0 
20 
38 
11 

1 
53 
32 


12        12  10 


16 


41 


148 
546 
176 
358 
436 
155 
206 
128 
293 
217 
635 


11.9      27.50     1.69    16  207 


36.9      12.09     0.70    17  83C 


8.8      14.75     1.40    11  165 


33.8      23.53     2.02    12  594 


77.5      34.40     2.20    16  1,467 


8.1        7.23     0.62    12  111 


19.9      42.59     2.97    14  32S 


15.4      16.95     0.89    19  365 


18.1      21.99     1.72    13  27C 


18.5      14.89     1.03    14  306 


45.1      41.49     2.29    18  965 


■  Not  on  last  year's  list.  O  Recent  trend  up  versus  five-year  average.      Recent  trend  down  versus  five-year  average.  Additional  footnotes  on  page  212. 


For  more  information,  go  to  www.forbes.co 
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PAIR  OF  PERFECT  PARTNERS 


'  73;: 


36! 


\  IS 


J.D.  Power  and  Associates  has  just  ranked  Coldwell  Banker  as  having  both 


the  "Highest  Overall  Satisfaction  for  First-Time  Home  Buyers  and  Sellers 


£i   Among  National  Full  Service  Real  Estate  Firms."  Just  put  two  and  two  together. 
We  think  you'll  find  we're  your  perfect  partner  in  real  estate. 


:  55- 

i  LI 


!  11 

I  s 


To  find  an  office  near  you, 
visit  coldwellbanker.com 


Your  Perfect  Partner 


BANIteR  □ 


In  Real  Estate  Since  1906. 


!    »'fl  J.D  Power  and  Associates  2003  Home  Buyer/Seller  Satisfaction  Study™.  Study  based  on  responses  from  2.924  home  buyers  and  sellers  Study  conducted  for  Cendant  Corporation  by 
J.D.  Power  and  Associates 

I  If  your  property  is  listed  with  a  real  estate  broker,  please  disregard.  It  is  not  our  intention  to  solicit  the  offenngs  of  other  real  estate  brokers  We  are  happy  to  work  with  them  and  cooperate  fully. 
©2004  Coldwell  Banker  Real  Estate  Corporation  ®,  TM.  and  SM  are  licensed  trademarks  to  Coldwell  Banker  Real  Estate  Corporation  An  equal  opportunity  company. 
Equal  Housing  Opportunity  Each  Coldwell  Banker*  office  is  independently  owned  and  operated,  except  those  owned  and  operated  by  NRT  Incorporated 


A! 


II  Best  Small  Companies 


COMPANY  (consecutive  years  on  list) 
business 


Charles  River  Associates  (3) 

provides  economic  &  financial  consulting  services 

Haemonetics 

designs  automated  systems  for  blood  collection 


Westwood  One 

supplies  radio  &  television  stations  with  programming 


Entercom  Communications 

operates  radio  networks 


Semtech 

markets  analog  &  mixed-signal  semiconductors 


Herley  Industries  (3) 

designs  flight  instrumentation  components  &  systems 


RETURN 

GROWTH 

ON 

EQUITY 

SALES 

EPS 

5-year 

5-year 

5-year 

average 

average 

average 

/o 

% 

% 

12 

23 

20 

11 


70 


10 


10        32  O 


<?Al  Ft  NET  RECENT  rpc 
bALES  INCOME     PRICE  EPS 


2005  20 
($)       est($)  a 


0  173  13.0  37.83  1.75 
8     371     35.9      33.10  1.61 


15  18 


13 


4 


10  16 


lO 


26  550  101.4  20.52  1.23 
24     413     79.3      32.80  1.76 


0     210    44.3      20.33  1.14 


4     119     15.3      19.02  1.22 


CEC  Entertainment 

games,  rides  and  prize 


ast  year  the  chain  opened 
400th  company-owned  sto 


192 

■ 

Lee  Enterprises 

publishes  newspapers  &  specialty  publications 

11 

12 

9 

25 

674 

84.7 

46.60 

2.14 

22 

2,0£ 

193 

152 

Maximus  (4) 

markets  enterprise  software  &  services 

13 

14 

5 

0 

603 

38.0 

29.00 

2.07 

14 

62 

194 

■ 

Molecular  Devices 

designs  &  sells  equip  for  bioanalytical  drug  research  &  dev 

5 

12 

30 

0 

122 

9.2 

23.75 

0.90 

26 

33 

195 

196 

J&J  Snack  Foods  (2) 

manufactures  &  distributes  snack  foods  &  beverages 

10 

6 

15 

0 

398 

21.8 

44.75 

2.84 

16 

36 

196 

• 

Genencor  International 

develops  biotech  products 

6 

5 

80 

10 

395 

35.6 

16.31 

0.45 

36 

96 

197 
■ 

Conmed 

makes  arthroscopic  &  orthopedic  surgical  products 

11 

7 

lO 

38 

519 

48.2 

27.29 

1.88 

15 

79 

198 

159 

Hain  Celestial  Group  (3) 

processes  natural  snack  foods 

7 

10 

3 

17 

525 

28.7 

17.90 

1.02 

18 

62 

199 
■ 

Marcus 

operates  movie  theaters  &.  hotels 

6 

4 

30 

35 

409 

24.6 

20.30 

1.02 

20 

61 

200 

194 

Movado  Group  (2) 

designs  &  manufactures  quality  brand-name  watches 

8 

20 

4 

8 

344 

22.7 

17.41 

1.11 

16 

42 

Stock  prices  as  of  Oct  I.  ■  Not  on  last  year's  list.     Recent  trend  up  versus  five-year  average.     Recent  trend  down  versus  five-year  average. 
'Long-term  debt  divided  by  total  capital,  includes  all  share  classes.  3Purchase  by  Cooper  Cos.  (ranked  28)  pending.  NA:  Not  available  or  not  applicable. 
Sources:  William  O'Neil  &  Co.:  FT  Interactive  Data.  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems. 


For  more  information,  go  to  www.forbes 
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CQDL 


-7-7 


1 


Sizzling  performance.  Refreshing  price. 
The  Xerox  Phaser®  8400  is  hot  and  cool  at  the  same  time. 
There's  a  new  way  to  look  at  it. 


only  does  the  Xerox  Phaser  8400  deliver  24  pages  per 
ute  in  black  and  white,  but  it  produces  brilliant  color 
ts  at  the  same  dazzling  speed.  For  under  $1,000!  Color  is 
sistenth  clear  and  vivid,  print  after  print.  Your  first  page 
is  an  industry-leading  6  seconds.  And  when  it  comes  to 


jliox.com/office/1963 
Mf 7-362-6567  ext.  1963 

% 


convenience,  nothing  is  cooler  than  the  Phaser  8400's  unique 
and  reliable  solid-ink  technology,  which  makes  changing  our 
ink  fast,  simple  and  clean.  For  more  about  our  full  line  of  Xerox 
network  printers,  digital  copiers  and  multi-function  systems, 
call  us  or  visit  our  website  todav.  Our  whole  line  is  cool  and  hot. 


XEROX 


Technology     Document  Management     Consulting  Services 


XEROX  CORPORATION  All  rights  reserved  XEROX*  Phaser"  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 


dm%ffW  Best  small  companies 


WHERE  THEY  RANK 


R AVERAGE 


COMPANY 


Boston  Beer 

Bradley  Pharmaceuticals 
Brown  &  Brown 


22  35 


56 


Cabot  Microelectronics 
Cache 

Cal  Dive  International 
CalAmp 


36  62 


114  170 


Cantel  Medical 


Carbo  Ceramics 


Cash  America  International 


CCA  Industries 


CEC  Entertainment 


Ceradyne 


Charles  River  Associates 
Charles  River  Labs  Int: 
Cherokee 


162 
183 
86 
75 
181 
98 
46 
151 
133 
68 
23 


51 
125 
7 

60 
185 


118 
51 
160 
189 
78 
93 
24 


161 


52 
69 


77 


13 


98 
31 


79 
68 


55 


ies 

COMPANY  ^ 

V 

OVERALL 

/HERE  THEY  RANK 

BOAR 
OIREC 

SC0I 

5-YEAR  AVERAGE 

ROE 

SALES 
GROWTH 

EPS 
GROWTH 

Citrix  Systems 

165 

39 

136 

181 
101 

21 

Closure  Medical 

41 

117 

43 

11 

3: 

Cognizant  Tech  Solutions 

n 

29 

13 

Av 

44 

2: 

Cohesant  Technologies 

149 

84 

183 

142 

21 

Comtech  Telecommunications 

167 

12 

96 

6; 

Conmed 

197 

144 

168 

199 

71 

Cooper  Cos 

66 

53 

71 

9) 

Copart 

76 

107 

54 

07 

51 

Corporate  Executive  Board 

11 

31 

31 

46 

7! 

Courier 

181 

57 

190 

148 

41 

Craftmade  International 

122 

18 

163 

111 

7! 

Credo  Petroleum 

14 

105 

57 

52 

2: 

Cree 

106 

176 

32 

155 

i: 

Cuno 

152 
5 

99 

168 

121 

4! 
51 

Cytyc 

43 

16 

17 

Daktronics 

58 

69 

116 

100 

11 

Deckers  Outdoor 

133 

165 

200 

130 

32 

Dendrite  International 

144 

101 

110 

200 

7! 

Diodes 

100 

128 

122 

172 

58 

Dionex 

131 

24 

166 

183 

39 

DJ  Orthopedics 

169 

113 

2 

68 

Docucorp  International 

E9 

50 

143 

111 

81 

Dominion  Homes 

D 

53 

80 

61 

4? 

Emulex 

125 

149 

20 

55 

78 

Ennis 

172 

101 

150 

174 

63 

Entercom  Communications 

189 

185 

103 

117 

5 

EPIQ  Systems 

37 

137 

5 

35 

51 

Escalon  Medical 

75 

65 

81 

62 

65 

Exactech 

134 

129 

69 

121 

28 

Exponent 

175 

156 

146 

142 

81 

FactSet  Research  Systems 

a 

21 

70 

83 

58 

Fair  Isaac 

El 

92 

61 

84 

91 

First  Cash  Financial  Services 

125 

138 

99 

68 

FLIR  Systems 

a 

197 

95 

73 

AO 

49 

companies  in  applicable  stock  index.  A  score  of  50  means  that  the  company  scored  better  than  50%  of  the  companies  in  its  index;  NA:  Not  available. 
Sources:  Institutional  Shareholder  Services;  William  O'Neil  &  Co. 


For  more  information,  go  to  www.forbes.co 
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Best  Small  Companies 


COMPANY 

OVERALL 

5 -YEAR  AVERAGE 

BOARD  OF 
DIRECTORS 
SCORE1 

mm 

VMM 

Fnru/ard  Air 
r  vi  wai  u  Mil 

111 

41 

159 

157 

51 

Fnnndrv  Nptu/nrk<i 

147 

136 

38 

170 

56 

Franklin  Elprtrir 

ISO 

37 

179 

158 

81 

Gpn-Prnhp 

UCII  ri  uuc 

60 

196 

90 

3 

83 

Cpnpnrnr  Intprnational 

uiiiit/iil/Ui  iiiici  iiaiiviiai 

196 

109 

100 

161 

49 

Cpnp^pp  A  Wvomini* 

Wvllv*vv  *Jt  II  ^ Ullllllg 

163 

123 

156 

115 

31 

Gentex 

141 

63 

101 

144 

26 

Grace- 

110 
68 

6 

100 

152 

63 

Grppn  Mountain  Coffee 

Ul  K<dl  IflWUII  mill  Wl  ■ 

19 

118 

98 

17 

Gulf  Island  Fabrication 

132 

147 

140 

103 

g 

Haemonetics 

187 

144 

175 

163 

50 

Main  Cplpstial  Omnia 

■  ■dill  \0 ^IVOI IC4I  Wl  VHp 

198 

183 

151 

109 

20 

Hansen  Natural 

56 

85 

132 

160 

19 

Headwaters 

2 

9 

1 

57 

41 

Heartland  Exnress 

54 

137 

124 

9 

Jack  Henry  &  Associates 

EX 

44 

72 

146 

87 

Hcrley  Industries 

153 

97 

197 

15 

Hibbett  Sporting  Goods 

83 
46 
17 
127 

71 

92 

111 

61 

Hilb,  Rogal  &  Hamilton 

32 

45 

54 

32 

Hot  Topic 

38 

18 

58 

87 

Hyperion  Solutions 

172 

180 

5 

41 

Idexx  Laboratories 

140 

95 

156 

188 

69 

ll-VI 

140 

85 

139 

89 

(named 

El 

40 

103 

145 

11 

Independence  Holding 

155 

130 

135 

33 

Integra  LifeSciences 

53 

187 

6 

27 

57 

Integral  Systems 

174 

193 

78 

174 

58 

Integrated  Circuit  Systems 

91 

14 

119 

119 

5 

International  Speedway 

136 

118 

01 

114 

NA 

Ixia 

126 

77 

26 

191 

55 

J&J  Snack  Foods 

195 

158 

177 

131 

3 

Jakks  Pacific 

178 

144 

91 

193 

59 

K-Swiss 

51 
162 

26 

120 

94 

28 

Kenneth  Cole  Productions 

59 

142 

168 



NA 

COMPANY 


Kensey  Nash 


Kirby 


Knight  Transportation 


Kronos 


KV  Pharmaceutical 


Landauer 


Lannett 


Lee  Enterprises 


Lifeline  Systems 


Lifetime  Hoan 


Lifeway  Foods 


Macrovision 


Manhattan  Associates 


Mapics 


Marcus 


Marine  Products 


Maximus 


Mentor 


Mercury  Interactive 


Matthews  International 


Medical  Action  Industries 


Meridian  Bioscience 
Merit  Medical  Systems 
Micronetics 
Micros  Systems 
Middleby 

Molecular  Devices 
Monro  Muffler  Brake 
Movado  Group 
MTC  Technologies 
Navigant  Consulting 
Nutraceutical  International 
Oakley 

Ocular  Sciences 


190 
111 

33 


191  187  1C 
139  125  33 
76      120  421 


Corfipares  board  membership,  charter  and  bylaws,  state  of  incorporation,  executive  and  director  compensation,  board  guidelines,  company  ownership  and  director  education  with 
companies  in  applicable  stock  index.  A  score  of  50  means  that  the  company  scored  better  than  50%  of  the  companies  in  its  index"  NA:  Not  available. 
Sources:  Institutional  Shareholder  Services;  William  O  'Neil  &  Co. 


For  more  information,  go  to 
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ecurity  solutions 


COULD  A  POW 

DOUGH  NUT  shut  down 

YOUR  BUSINESS? 


One  piece  of  suspect  mail  can  bring 
your  business  to  a  grinding  halt. 
But  Pitney  Bowes  can  protect  you. 

We're  the  leader  in  mail  security 
solutions.  By  combining  over  80 
years  of  experience  with  standard- 
setting  technology  we  can  help 
keep  your  people,  and  your  busi- 
ness, safe.  To  find  out  more  about 
this,  or  any  of  our  other  innovative 
solutions,  visit  pb.com/security 
or  call  1  866  DOC  FLOW. 

§f  Pitney  Bowes 

Engineering  the  flow  of  communication  " 


Best  bmaii  companies 


Speedway  Motorsports 
SRA  International 


'Compares  board  membership,  charter  and  bylaws,  state  of  incorporation,  executive  and  director  compensation,  board  guidelines,  company  ownership  and  director  education  with 
companies  in  applicable  stock  index.  A  score  of  50  means  that  the  company  scored  better  than  50%  of  the  companies  in  its  indexr  NA:  Not  available. 
Sources:  Institutional.Shareholder  Services;  William  0  Neil  &  Co. 


V 

/HERE  THEY  RANK 

BOARC 
DIRECT 
SCOP 

COMPANY 

OVERALL 

ROE 

St  Mary  Land  &  Exploration 

9 

64 

17 



13 

82 

StarTek 

158 

56 

189 

147 

41 

Stericycle 

50 

93 

26 

47 

84 

Stone  Energy 

121 

62 

42 

154 

61 

Stratasys 

in 

154 

31 

96 

Strayer  Education 

3 

67 

128 

88 

Superior  Energy  Services 

170 

158 

9 

178 

98 

SurModics 

89 

24 

40 

41 

Sybron  Dental  Specialties 

143 

13 

159 

198 

14 

Symyx  Technologies 

155 
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Are  you  getting 

the  most  from  your 
online  broker? 


optionsXpress  gives  you  fast  and  easy  access  to  an  award-winning 
collection  of  fully-integrated  trading  tools  and  resources  that  let 
you  trade  without  getting  in  your  way. 

Like  -4f  Strategy  Scan®,  an  exclusive  tool  that  uses  intuitive 
drop-down  menus  to  find  opportunities  based 
on  market  opinion,  timeframe  and  experience  and  clearly 
depicts  profit/loss  potential  for  each. 


i0'' 


Or  Streaming  Quotes,  News  &  Charts      with  a 
screen  layout  that  can  be  customized  to  your 
viewing  preferences. 


4# 


Visit  www.optionsXpress.com  and  register  for  a  FREE  BOOK, 
An  Investor's  Guide  to  Trading  Options. 

Find  out  why  Barron's,  Forbes  and  Smart  Money  all  rated 
optionsXpress  the  "Best".  See  for  yourself.  Visit  the  site.  Take  the  tour. 


Options1  as  low  as 

$4  25 

■  H  per  contract 

S12.95  minimum 


Stocks1  as  low  as 


9; 


up  to  1,000  shares 


#  1  Online  Broker 

BARRON'S 
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Best  Discount 
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Smart  Money 
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SINCE  2002 

optionsXpress 
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Online  Options  &  Stock  Brokers 


www.optionsXpress.com 
1 -888-280-8020 


Is  involve  risk  and  are  not  suitable  for  all  investors.  Please  read  "Characteristics  and  Risks  of  Standardized  Options"  available  by  calling  1-888-280-8020  or  from 
lwvw.optionsxpress.corn/welcome_oddJndex.htm.  'Qualified  Active  Trader  customers  pay  $1 .25  per  contract  $1 2.95  minimum  for  option  trades.  Stocks  $9.95  up  to  1 ,000  shares  of  stock, 
test  Online  Broker"  and  "4-1/2  Stars"  by  Barron's,  3/8/04, 3/10/03,  based  on:  Trade  Execution;  Ease-of-Use;  Range  of  Offerings;  Research  Amenities;  Portfolio  Analysis/Reports;  Access/Help; 
■Barron's  is  a  registered  trademark  of  Dow  Jones  &  Company  ©  2004.  "Best  Discount  Broker"  by  SmartMoney  8/1/04,  based:  on  Commissions/Fees;  Customer  Service;  Mutual  Funds,  Trading 
Research;  Banking  Amenities.  Reprinted  by  permission  of  SmartMoney  ©  2004.  SmartMoney  is  a  joint  publishing  venture  of  Dow  Jones  &  Company,  Inc.  and  Hearst  Communications,  Inc.  All 
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jiferenced  herein  are  trademarks  or  registered  trademarks  of  FORBES  Management  Co.,  Inc.  ©  2004.  Online  trading  has  inherent  risk  due  to  system  response  and  access  times  that  may  vary 
j  market  conditions,  system  performance,  volume  and  other  factors.  An  investor  should  understand  these  and  additional  risks  before  trading  Products  and  services  intended  for  U.S.  customers 
|  ay  not  be  available  or  offered  in  other  jurisdictions.  Copyright  ©  2004  optionsXpress,  Inc.  All  rights  reserved.  Member  NASD,  SIPC,  CBOE,  ISE,  BOX,  ArcaEx. 
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Sun  Shine 


Would  an  initial  public  offering  like  this 
interest  you?  You  have  a  well-estab- 
lished high-tech  company  with  a  cash 
hoard.  Add  debt  and  subtract  cash 
from  the  market  capitalization  and  the 
business  is  valued  at  1.1  times  annual 
revenue.  Despite  some  rough  patches, 
it's  a  growth  company:  Revenues  are 
double  what  they  were  a  decade  ago. 

This  is  no  new  issue  but  an  ancient 
(by  silicon  standards)  computer  manu- 
facturer: SUN  MICROSYSTEMS  (4,  SUNW). 
Analyst  Mark  Stahlman  of  Caris  &  Co. 
says  the  shares  are  a  bargain,  and  not 
only  because  they  are  down  94%  from  their  2000  high.  He  thinks  its  shares  are  worth 

Sun's  recent  results  aren't  much  to  write  bullish  reports  about:  a  $376  million  1 
in  the  June  30  fiscal  year  on  $1 1  billion  in  sales  amid  shrinking  margins.  That  incluc 
a  final  quarter  with  24  cents  a  share  of  earnings.  (Chairman  Scott  McNealy's  self-d< 
recating  take:  "We've  had  one  good  quarter  in  a  row.")  The  company  was  due  to  rep 
first-quarter  earnings  after  this  magazine  went  to  press,  but  analysts  were  expect: 
Sun  to  lose  3  cents  a  share. 

Stahlman  sees  salvation  in  Sun's  new  64-bit  servers.  These  powerful  machines, 
upgrade  from  the  now-standard  32-bit  servers,  use  Advanced  Micro  Devices'  Opter 
chips  to  run  bigger  databases  with  fancier  graphics  and  better  security.  Close  links  w 
AMD  may  enable  Sun  to  upstage  Dell  and  Hewlett-Packard,  both  committed  to  Inti 
less  than  dazzling  Itanium  64-bit  chip.  — Chana  R.  Schoenber 


Shopping  Bargain      Screen  Test 


Stock  price 


KMART  HOLDING  (87,  kmrt),  which  emerged 
from  Chapter  1 1  in  May  2003,  is  back  to 
profitability.  But  sales  are  down  20%  to 
$9.4  billion  in  this  year's  first  half,  and  the 
company  is  struggling  to  win  customers 
back  from  Wal-Mart 
and  Target. 

Then  why  is  the 
stock  up  235%  from 
a  year  ago?  Deutsche 
Bank  analyst  Louis 
Taylor  says  it's  the 
properties  Kmart 
can  sell;  he  values  the 
real  estate  at  up  to  $153  a  share.  By  selling 
deeds  or  leaseholds  to  its  1,400  stores, 
Kmart  could  fetch  up  to  $13.4  billion. 
While  not  formally  committed  to  unload- 
ing everything,  the  chain  has  already  sold 
63  stores.  Looks  like  a  buy.  — Matt  Rand 


INFOCUS  (9,  INFS)  has 

dominated  the  office 
projection  device 
market  for  years,  and 
now  has  a  new  busi- 
ness selling  home 
theater  projectors 
for  viewing  DVDs. 
Revenue  jumped  10%  to  $308  million 
the  first  half,  while  losses  narrowed  to 
million. 

But  watch  out.  Brian  W.  Foote,  ar 
lyst  at  IRG  Research,  says  competitior 
picking  up,  particularly  from  Taiwan* 
manufacturers.  Those  nascent  compe 
tors  have  driven  Infocus'  gross  mar£ 
down  from  30%  four  years  ago  to  hi 
that  today.  Foote  has  a  neutral  rating 
the  stock.  We  say  short  the  stock 
cover  at  $6.  — Susan  Kitcha 
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When  you  re  taxed  less, 
you  can  donate  more. 

The  Schwab  Fund  for  Charitable  Giving'  offers  a  better  way  to  give  tax-deductible  donations. 

Charitable  giving  is  a  key  consideration  for  any  sophisticated  investor.  And  when  you  set  up  an 
account  with  the  Schwab  Fund  for  Charitable  Giving,  your  contributions  can  make  even  more  of 
an  impact.  Not  only  do  you  receive  an  immediate  income  tax  deduction*  but  when  you  donate 
appreciated  securities,  you  can  also  avoid  long-term  capital  gains  taxes,  allowing  you  to  give  more.  And 
your  donated  assets  are  then  invested  to  grow  tax  free  so  they  can  potentially  go  even  further. 

Just  make  a  contribution  of  $10,000  or  more  in  cash  or  securities  to  a  Charitable  Gift  Account, 
and  your  donated  assets  will  be  professionally  managed  in  an  investment  fund.  Contribute  over 
.  $250,000,  and  our  new  Charitable  Asset  Management  feature  allows  you  to  recommend  an 
independent  financial  advisor  to  manage  your  account.  And  there's  no  pressure  to  choose  which 
charities  to  support  at  the  end  of  the  year  because  you  can  recommend  grants  whenever  you  like. 

With  the  Schwab  Fund  for  Charitable  Giving,  you  can  get  the  tax  breaks  you  want  while  potentially 
contributing  more  to  the  causes  you  care  about  most. 

j^/To  learn  more  about  the  Schwab  Fund  for  Charitable  Giving, 
¥  call  1-877-746-1400  or  visit  www.schwabcharitabie.org. 


Schwab  Fund  for  Charitable  Giving* 


SCHWAB 


*A  donor's  ability  to  claim  itemized  deductions  is  subject  to  a  variety  of  limitations  depending  upon  the  donor's  specific  tax  situation.  Charitable  deductions  in  particular  are 
subject  to  adjusted  gross  income  limitations.  Consult  your  tax  advisor  for  more  information. 

Charitable  Asset  Management  allows  an  independent  investment  advisor,  recommended  by  the  donor  and  approved  by  the  Schwab  Fund  for  Charitable  Giving,  to  actively 
manage  the  assets  in  a  Charitable  Gift  Account  investment  portfolio  in  accordance  with  general  investment  guidelines  adopted  by  the  Fund.  Charitable  Asset  Management 
is  available  only  through  investment  advisors  working  with  Schwab  Institutional  or  U.S.  Trust.  Advisors  must  meet  certain  eligibility  requirements.  The  Schwab  Fund  for 
Charitable  Giving  is  a  separate,  independent,  tax-exempt  public  charity  governed  by  a  board  of  directors  separate  from  the  Charles  Schwab  Corporation.  The  Fund  has 
contracted  with  Charles  Schwab  &  Co.,  Inc.  to  perform  certain  administrative  services  and  manage  the  investment  funds  on  the  Fund's  behalf.  ©2004  The  Schwab  Fund  for 
Charitable  Giving.  All  rights  reserved.  (1004-10670).  ADS26367FUL-01 . 


Hi 


Stock  Trends  Laszlo  Birinyi  Jr. 


Stocks  for  a 
Weak  Market 

THE  STOCK  MARKET  TODAY  WOULD  BE  FAMILIAR  TO 
Macbeth:  full  of  sound  and  fury,  signifying  nothing. 
The  bulls  have  fought  the  bears  to  a  standoff.  The 
S&P  500  has  inched  up  2%  this  year.  Commentators 
suggest  that  the  market's  torpor  reflects  higher  oil 
prices  or  a  slowing  of  the  economy's  growth. 

While  these  factors  are  real,  others  have  a  longer-lasting 
impact  and  will  limit  stock  gains  to  a  single-digit  annual  average 
for  the  rest  of  the  decade.  I'm  not  being  unduly  negative  here. 
There  will  be  good  years.  You  might  even  see  a  great  year,  but 
that  will  occur  only  if  we  have  a  very  bad  year  first. 

Bull  markets  need  a  catalyst  to  get  going,  as  shown  in  my 
firm's  recently  completed  2,500-page  study  of  financial  cycles 
going  back  to  1962.  Unfortunately,  looking  ahead,  I  see  no  such 
catalyst.  What's  missing: 

No  low  valuations.  Historically,  these  are  needed  at  the  start  of 
a  bull  run.  The  1960s  bull  market  began  in  1962,  when  the  S&P 
was  trading  at  16  times  earnings,  and  the  1982-2000  surge  com- 
menced when  that  ratio  was  8  times.  By  contrast,  the  rally  we 
briefly  enjoyed  last  year  started  at  28  times  in  October  2002. 

That  said,  unlike  the  doomsayers,  I  am  not  worried  that  the 
current  price/earnings  ratio  of  20  is  too  high  and  thus  portends 
a  collapse.  The  market  is  dynamic,  and  its  parameters  change. 
Technology  and  financial  services  trade  at  higher  multiples  than 
do  steels  and  railroads.  So  a  market  dominated  by  technology 
and  financial  issues  should  trade  at  a  higher  level  than  the  mar- 
kets of  50  and  100  years  ago,  when  U.S.  Steel  and  DuPont  were 
like  the  Microsofts  and  Citigroups  of  today. 

No  financial  crisis.  Perversely,  an  economic  catastrophe  some- 
times is  needed  to  burn  away  excesses  and  fuel  a  powerful 
rebound.  The  1987  market  crash,  the  1994  Mexican  debt  crisis 
and  the  1997  Russian  loan  default  all  set  the  table  for  good  ral- 
lies. Maybe  we'll  be  "lucky"  enough  to  endure  a  new  jolt,  but  I 
don't  find  one  taking  shape. 

No  structural  innovations.  Other  rallies  were  stimulated  by 
new  financial  products — traded  options  in  the  post- 1974  era, 

401  (k)s  after  1982.  There   

isn't  a  financial  novelty  driv-  F()rt)CS 


we  have  gotten  is  the  exchange-traded  fund,  which  people  usel 
buy  broad  swaths  of  the  market.  But  ETFs  divert  investors'  attQ 
tion  from  individual  stocks.  And  it's  the  trading  of  individi 
issues  that  fuels  rallies;  index  buying  doesn't.  Other  novelties; 
late,  like  decimalization  (shrinking  bid/ask  spreads  to  a  me 
penny)  and  afterhours  trading,  benefit  professional  sharpies 
the  detriment  of  regular  investors. 

Meanwhile,  we've  seen  trends  arise  that  undermine  a  b 
market  by  making  life  difficult  for  the  average  investor,  who 
needed  to  get  things  moving.  Consider  brokers'  shrinki 
spreads,  which  sap  their  income  and  lead  them  to  save  money 
skimping  on  research  available  to  clients.  This  research  made  I 
better-informed  investors.  At  the  same  time  brokers  are  pusht 
clients  into  frequent  trading — ads  offer  the  first  ten  trades  fr 
or  flat  fees  for  1,000-share  trades.  Result:  temporary  bursts 
mindless  trading  that  peter  out  when  returns  don't  material! 

A  good  indicator  of  he 
little  Wall  Street  cares  abc 
retail  customers  is  that 
larger  brokers  are  making 
increasing  portion  of  th< 
money  by  trading  for  th< 
own  accounts. 

Another  bad  developme 
is  the  New  York  Stock 
change's  knuckling  under 
institutions  that  want  spee 
trades  at  the  expense  of  t 
best  price.  One  of  the  fi 
adages  I  learned  in  the  inve 
ing  business:  Invest  in  has 
repent  at  leisure.  In  a  flat  m. 
ket,  what's  the  rush?  In  a  dc 
market,  why  not  wait  for  prices  to  fall  before  buying? 

While  accepting  the  reality  that  returns  in  this  decade  wo 
be  anything  like  the  returns  in  the  previous  one,  you  should  idt 
tify  good  stocks  and  buy  them.  Here  are  four. 

Alliance  Capital  (35,  AC)  is  a  beleaguered  mutual  fund  venc 
whose  stock  I  just  bought.  Its  problems  are  over.  For  its  part 
allowing  hedge  funds  to  make  improper  trades,  Alliar 
coughed  up  $250  million  in  rebates  and  shrank  fees.  Alliar 
pays  a  6%  dividend.  Tyco  International  (31,  TYC),  another  scand 
scarred  name,  is  growing  and  under  new  management. 

If  you  think,  as  I  do,  that  energy  prices  will  stay  high,  b 
some  San  Juan  Basin  Royalty  Trust  (30,  SJT),  an  oil-and-gas  out 
San  luan  is  up  30%  this  year  but  still  has  a  below-market  P/E 
16.  The  trust's  payout,  made  monthly,  is  9%  per  year. 

For  longer-term  investors  Amazon  (40,  AMZN)  is  a  good  bet.  II 
stock,  $54  in  lune,  has  not  recovered  from  its  second-quar 
results:  While  logging  $76  million  in  earnings  versus  a  loss  in 
year-before  period,  the  online  retailer  nevertheless  committed  j 
mortal  sin  of  missing  the  consensus  number  by  a  penny. 


We  don't  have 
the  catalyst  for 
a  big  rally.  But 
we  do  have 
stocks  to  buy 
that  can  offer 
an  investor 
growth  or  yield 
or  both. 


ing  demand  now.  The  closest 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting  f 
Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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MARQUISJET 

fleet  by  NetJets 

012  3456  7891 

JOHN  T  WATERS  

11/04  THRU  11/05 

member  sine 

GULFSTREAM  200 


The  Marquis  Jet  CardSM  provides  the  perfect  blend  of 
convenience  and  comfort,  allowing  you  to  fly  whenever 
and  wherever  you  please  on  the  world's  finest  private  jet 
fleet.  The  Card  is  available  in  25  hour  increments  for  one 
simple  payment.  Thanks  to  our  exclusive  alliance  with 


tjets®,  Marquis  Jet  provides  access  to  NetJets  fleet  of  over  500  aircraft  and  2,800  experienced 
lots  providing  the  highest  standards  of  safety,  security  and  personal  service. 


The  Marquis  Jet  Card  -  NetJets  25  hours  at  a  time, 
learn  more,  call  1-888-J ET-0496  or  visit  www.marquisjet.com 


The  Marquis  Jet  Card  program  is  operated  by  NetJets  under  its  FAR  Part  13)5  Certificate 


Capital  Markets  Marilyn  Cohen 


Bugaboo 
Bonds 


THOSE  GOBLINS  AND  GHOULS  AT  YOUR  DOOR  ON 
Halloween  aren't  as  fearsome  as  they  seem.  Similarly, 
you  can  purchase  two  types  of  municipal  bonds  that 
appear  to  dwell  on  the  dark  side  but  really  don't.  They 
will  pay  you  well  for  daring  to  buy  them. 
I'm  talking  about  tobacco  bonds,  whose  revenue  streams  are 
imperiled  by  a  hellish  legal  assault  on  cigarette  companies,  and 
private-purpose  bonds,  the  ones  that  finance  stadiums,  indus- 
trial parks  and  airports.  Private-purpose  bonds  are  subject  to  the 
alternative  minimum  tax.  If  you  aren't  paying  the  AMT,  a  sta- 
dium bond  could  be  a  very  good  deal. 

The  state  tobacco  bonds  are  financed  by  payments  from 
large  cigarette  makers  under  a  1998  settlement  of  state  law- 
suits that  aimed  to  recover  health  costs  connected  with  smok- 
ing. While  that  $206  billion  agreement  bought  off  the  states, 
other  antitobacco  forces  have  pressed  onward  with  a 
vengeance. 

The  most  potent  is  the  Department  of  Justice  with  its  racke- 
teering case  against  the  large  tobacco  companies,  alleging  that 
the  industry  has  concealed  smoking's  perils  for  a  half  century. 
Justice's  lawsuit,  launched  in  late  September,  asks  Big  Tobacco  to 
cough  up  $280  billion.  Other  legal  woes  bedeviling  the  tobacco 
giants  are  class  actions,  particularly  in  Florida  and  Illinois,  that 
also  are  after  sizable  damages. 

The  result  is  that  the  state  tobacco  bonds  have  seen  dizzying 
price  drops.  Alarmed  that  the  industry  might  incur  even  deeper 
liabilities  and  not  be  able  to  feed  the  state  kitties,  ratings  agencies 
have  downgraded  the  bonds  and  sped  their  price  decline. 

The  Tobacco  Settlement  Corp.  of  New  Jersey  6.125s,  due  June  1, 
2042,  issued  August  2002  at  97  cents  on  the  dollar,  now  trade  at 
89  for  a  7%  yield.  That's  the  taxable  equivalent,  for  an  owner  in 
the  top  federal  bracket,  of  11%.  You  can  only  earn  11%  in  the 
junkiest  of  junky  corporate  bonds.  Moody's  originally  gave  these 
bonds  an  Al  rating,  and  Standard  &  Poor's  an  A.  Now  they  are 
Baa3  and  BBB,  on  "developing  watch"  with  Moody's  and  negative 
watch  with  S&P.  In  other  words,  they  are  at  risk  of  being  pushed 
down  another  tick  on  the  rating  scale. 

Shorter-term  tobacco  munis  have  fared 
somewhat  better,  but  they  are  down  in  price, 


Forbes 


too.  Golden  State  Tobacco  Securitization  Corp.  4s,  a  Califon 
bond  due  June  1,  2010,  traded  in  September  as  low  as  92 
5.6%  yield  to  maturity.  Moody's  original  rating  was  Al,  and 
now  Baa3  on  developing  watch.  S&P's  rating  was  A;  it  is  now  £ 
and  on  a  negative  watch. 

If  you  own  these  munis,  do  not  sell  now.  If  you  have; 
bought  already,  you  might  wait  a  bit  in  hopes  the  prices  v 
slump  further  with  a  downgrade. 

Note  that  long-term  issues,  like  New  Jersey's,  don't  nec 
sarily  last  for  four  decades.  At  some  point  bondholders  recei 
in  addition  to  interest,  early  return  of  principal  from 
tobacco  companies'  so-called  "excess  revenues,"  meaning  ss 
beyond  1998's  projections.  The  New  Jersey  bond  has  a  life  ej 
mated  at  18.8  years. 

Buy  and  hold  in  the  face  of  the  courtroom  onslaught?  "1 
I  think  the  market  and  the  ratings  agencies  are  overly  p 

simistic.  It's  a  good  bet 
tobacco  bonds  won't  defai 
My  confidence  is  based  on 
fact  that  neither  the  fede 
government  nor  the  sta 
want  the  tobacco  compar 
to  go  bust. 

An  industry  wipeout  wo 
imperil  state  finances,  wh 
now  depend  on  the  toba< 
payments.  And  a  nationw 
state  fiscal  crisis  would  b 
nightmare  Washington  wa 
to  avoid.  Should  a  second  B 
Administration  take  office, 
federal  suit  might  just  f; 
away. 

For  private-purpose  bor 
you  first  need  to  do  a  little 
math  to  make  sure  you  don't  fall  into  the  AMT  with  its  unk 
definition  of  taxable  income.  Interest  from  these  munis  is  on 
several  "preference  items"  that  get  added  to  your  regular  taxc 
income  to  arrive  at  your  AMT  income.  (You  can  also  get  na 
by  the  AMT  for  having  too  many  children  or  living  in  a  high- 
state.) 

But  if  you  are  lucky  enough  to  be  AMT-proof,  you 
pick  up  extra  yield.  Not  as  much  as  with  the  tobacco  bor 
mind  you.  You  can  pocket  as  much  as  0.5  percentage  poi 
more  interest  than  you  would  on  a  public-purpose  mun 
general  obligation  bond,  say,  or  one  that  finances  a  scho 

I  like  the  Port  Tacoma  (Wash.)  Revenue  Bond  4.5s,  due  De< 
2016,  refunding  bonds  used  for  port  and  marina  cap 
improvements.  These  munis  are  priced  at  102  for  a  4.25%  y 
to  the  worst  call  in  2014,  a  4.3%  yield  to  maturity.  These 
Ambac  insured  and  AAA  rated.  Non-AMT  bonds  with  a  sirn 
credit  quality  and  structure  are  yielding  roughly  3.8%. 


Marilyn  Cohen  is  president  of  Envision  Capital  Management,  a  Los  Ang 
fixed-income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohe 


If  you  have 
the  stomach  for 
a  tobacco 
bond,  or  the 
assurance  you 
won't  be  paying 
the  AMT,  you 
can  get  a  little 
extra  yield  on 
your  munis. 
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We  can  help  you  take  control  of  your  health. 

Start  now  by  calling  1.866.399.6789  or  visit  us  at  everydaychoices.org. 
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Portf  olio  Strategy 


When  Earnings 
Are  Cheap 

WHENEVER  YOU  HAVE  DOUBTS  ABOUT  THE  U.S. 
stock  market,  you  should  take  a  step  back  and 
look  at  the  whole  world.  Markets  elsewhere  may 
give  you  some  reassurance  that  the  phenomenon 
you  see  at  home  is  or  is  not  a  fluke.  Foreign  data 
help  you  check  U.S.  reality. 

Suppose  someone  tells  you  "X"  causes  "Y"  in  our  stock  mar- 
ket. And  your  observation  of  American  history  suggests  it's  true. 
If  it's  really  true,  and  not  some  statistical  coincidence,  then  it  will 
work  similarly — not  exactly  in  the  same  way,  but  similarly — in 
Britain,  Germany,  France,  Italy,  Spain  and  Japan. 

One  phenomenon  I  have  in  mind  relates  to  earnings  yields 
and  bond  yields.  The  earnings  yield  on  a  stock  is  the  earnings 
divided  by  the  share  price.  It's  the  flip  side  of  the  price/earnings 
ratio.  General  rule:  When  earnings  yields  are  higher  than  bond 
yields,  stocks  are  cheap. 

It  works  here  and  it  works  abroad.  Between  1974  and  1982  the 
earnings  yield  was  steadily  above  the  bond  yield,  a  great  long 
core  period  to  buy  stocks.  The  same  was  true  in  Britain  and  much 
of  the  Continent.  Contrast  that  with  what  was  going  on  five  years 
ago,  when  the  earnings  yield  on  the  S&P  500  was  only  3.5%,  while 
ten-year  government  bonds  were  yielding  7.6%.  Not  a  good  time 
to  load  up  on  equities. 

Stocks  are,  in  fact,  good  to  own — better  than  bonds — most  of 
the  time.  But  that  is  because  future  earnings  growth  has  boosted  the 
subsequent  average  earnings  yield  above  initial  levels  and  initial 
bond  rates.  Tracking  it  through  history,  usually  the  current  earnings 
yield  is  a  little  below  government  bond  rates.  Earnings  yields  at  or 
above  bond  yields  are  exceptional.  When  you  see  that  inversion  of 
the  normal  relationship,  you  probably  should  be  buying  stocks. 

Which  means  you  should  buy  now.  At  a  recent  1 120,  the  S&P  500 
is  going  for  16  times  this  year's  2004  earnings  (before  nonrecurring 
items)  of  $70.  Turn  it  around  and  you  have  an  earnings  yield  of 
6.2%.  That's  a  terrific  earnings  yield,  compared  with  the  4.2%  you 
get  on  a  ten-year  Treasuiy.  It's  even  pretty  good-looking  against 
the  6.2%  return  on  Baa  corporates,  as  reported  by  Moody's. 

Now  earnings  yields  are  above  bond  yields  all  over  the  devel- 
oped world — in  Japan,  for  the  first  time  in  modern  history. 
It  gets  better  than  this.  The  best  time  of  all  to  own  stocks  is 


when  the  earnings  yield  is  good,  yet  mainstream  expert  opin 
says  stocks  are  overpriced.  You  are  buying,  and  you  are  betti 
against  the  crowd.  When  the  crowd  comes  to  its  senses,  it  will 
up  the  prices  of  the  shares  you  own. 

Put  it  this  way:  When  the  experts  think  stocks  are  appallin 
priced,  but  stocks  are,  in  fact,  appealingly  priced,  then  stocks 
very  appealing.  Here  are  four  very  appealing  stocks.  They 
have  earnings  yields  above  the  market's  6.2%  average. 

Cal-Maine  Foods  (li.CALM),  with  a  13%  market  share,  is  Am 
ica's  largest  producer  of  fresh  eggs.  Its  vertically  integrated  op 
ations  and  modern  automation  gear  give  it  a  cost  advantage 
has  27  million  birds  and  distributes  to  most  of  the  big  sup 
market  chains.  Yet  it  is  virtually  unknown  in  investing  circle 
not  one  Wall  Street  qualitative  analyst  covers  this  stock. 

Egg  prices  are  at  the  high  end  of  their  cycle,  so  earnings  n 
be  off  next  year.  Even  allowing  for  that,  this  is  a  very,  very  ch 

stock — the  earnings  yield 
25%.  Cal-Maine  is  also  trad 
at  50%  of  annual  revenue.  ] 
some  of  these  eggs  in  your  b 
ket.  But  don't  buy  too  mu 
With  a  market  cap  of  only  $1 
million  the  stock  is  a  bit  illiqu 
Britain's  United  Utilit 
(20,  UU)  is  the  U.K.'s  larg 
operator  of  water  and  sev 
systems  and  a  distributor 
electricity  in  northwest  Ei 
land.  It  also  sells  water  in  va 
ous  countries  in  eastern  Eurc 
and  the  Far  East.  The  negati 
Utilities  are  heavily  regulat 
The  positive:  This  one  is  gc 
at  what  it  does  and  is  v< 
cheap.  The  earnings  yield  is  9.6%,  the  dividend  yield  7.8%. 

I  recommended  Constellation  Brands  (39,  STZ)  at  26  in  Jij 
2003,  but  it  is  still  worthy  now.  It  is  the  world's  largest  wine  p 
ducer,  concentrated  on  low-price  brand  names,  where  the  act 
is.  It  also  sells  a  variety  of  beers  and  spirits,  like  Corona,  St.  P; 
Girl  and  Black  Velvet.  It  is  a  powerhouse  in  liquor  distributi 
At  15  times  this  year's  earnings,  which  means  a  6.7%  earnij 
yield,  it  is  cheap  with  a  good  long-term  future. 

Finally,  Cendant  (23,  CD)  was  a  scandal  stock  five  years  ago.  Ea 
ings  puffery  emerged  at  what  is  now  a  Cendant  division  and 
shares  collapsed.  Now  this  powerhouse  has  cleaned  up  its  act  £ 
is  cleaning  up  in  travel  and  real  estate.  It  has  a  tremendous  abi 
to  use  its  agents  to  get  mileage  out  of  a  collection  of  strong  br£ 
names,  including  Avis,  Budget,  Ramada,  Days  Inn,  Supei 
Howard  Johnson,  Century  21,  Coldwell  Banker  and  ERA.  Tn 
and  real  estate  are  two  business  categories  that  are  somewhat  co 
plementary  because  usually  one  sector  is  up  when  the  othe 
down.  With  a  7.7%  earnings  yield,  this  is  a  cheap  ticket. 


When  the 
experts  think 
stocks  are 
appallingly 
priced,  but 
stocks  are,  in 
fact,  appealingly 
priced,  then 
stocks  are  very 
appealing. 


FOrbCS  I  ^ennet'1  F's*,er  is  a  Woodside,  Calif.-based  money  manai 
khiciiiii   I  Visit  his  home  page  at  www.forbes.com/fisher. 
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Unleashing  the  Value 

of  Your  Workforce 

to  Drive  Top-Line  Growth 


New  York,  NY 


November  9,  2004    Outperform  your  competition  by  making  better  use  of  your  two  most 
The  Forbes  Galleries    cr't'ca'  as-sets — people  and  information.  Join  Chief  Operating  Officers, 

Chief  Learning  Officers  and  senior  Human  Resources  professionals 
at  this  one-day  event  and  learn  how  your  investment  in  these  key 
assets  will  reach  the  bottom  line  faster,  realizing  a  far  greater  return. 

Hear  first-hand  how  best-of-breed  companies  are: 

•Aligning  learning  with  business  goals  and  showing  solid  results. 

•  Expanding  learning  to  customers,  suppliers  and  consumers. 

•  Using  innovative  technology  to  accelerate  on-the-job  performance. 
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Speakers  include: 


Admission  is  complimentary 
but  extremely  limited. 
Pre-registration  required. 
Contact  us  to  reserve  your 
spot  and  initiate  the  transformation 
of  your  company  into  a  High 
Performance  Learning  Organization. 

or  more  information  and  to  register, 
visit;  www.forbesconferences.com. 
contact  Emily  Lord  at  212-367-2537; 

elord@forbes.com. 
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Financial  Strategy  i  A,  Gary  Shilling 


Carriage  Trade 

JOHN  EDWARDS  SAYS  THE  U.S.  IS  BECOMING  TWO 
nations,  one  rich,  one  poor.  Regardless  of  where  you 
stand  politically,  you  have  to  concede  that  the  evidence 
supporting  these  income  trends  is  strong.  What  the 
Democratic  senator  probably  wouldn't  like  to  hear  is 
that  this  polarizing  of  income  presents  an  opportunity  for 
investors.  You  should  exit  companies  that  sell  to  the  masses  and 
buy  into  businesses  catering  to  the  upper  stratum. 

While  it  is  not  quite  true  that  the  poor  are  getting  poorer, 
there  is  no  doubt  that  the  poor  are  getting  squeezed — by 
$2-a-gallon  gasoline  and  by  medical  bills.  That  means  they  have 
less  money  to  spend  at  Wal-Mart  and  Target.  The  average  real 
(that  is,  inflation-adjusted)  wage  is  falling,  unusual  for  this  stage 
of  the  business  cycle. 

A  different  trend  is  going  on  at  the  other  end  of  the  income 
scale.  Executive  pay  continues  to  leap.  Even  chief  executives  dis- 
missed in  disgrace  receive  huge  severance  packages. 

The  polarization  of  income  is  a  long-term  trend,  and  gov- 
ernment can  do  little  to  reverse  it.  Income  polarization  did  not 
suddenly  spring  up  under  George  W.  Bush,  and  it  would  not 
disappear  with  John  Kerry  in  the  White  House.  Since  the  late 
1960s  the  share  of  pretax  income  (not  including  capital  gains)  of 
the  top  20%  in  household  income  rose  from  43%  to  50%  of  the 
total,  while  the  shares  of  the  other  four  quintiles  fell. 

In  part,  this  is  because  the  job  mix  is  moving  away  from 
many  middle-income  occupations.  Manufacturing  pays  25% 
more  on  average  than  all  nonfarm  jobs,  but  its  share  of  employ- 
ment has  fallen  from  28%  in  1966  to  11%  now.  Productivity 
growth  and  the  shift  of  manufacturing  jobs,  first  to  Mexico  and 
now  to  Asia,  means  that  the  production  of  goods  (a  category 
that  includes  not  just  manufacturing  but  also  construction) 
occupies  just  17%  of  payroll  employees  today.  Goods  produc- 
tion accounts  for  33%  of  today's  economic  output,  considerably 
down  from  several  decades  ago. 

In  contrast,  the  expanding  service  industries  pay  less.  Work- 
ers in  leisure  and  hospitality  make  only  43%  of  the  economy's 
average  wages.  But  with  rapid  growth  in  leisure-hospitality,  their 
numbers  have  leaped  from  6.4%  of  nonfarm 
employees  in  1966  to  9.4%  today. 


The  economic  squeeze  extends  even  to  parts  of  the  upp 
middle-income  bracket,  for  three  reasons.  Certain  professio 
jobs  that  pay  well  here,  such  as  computer  programming 
X-ray  reading,  are  moving  to  India  along  with  low-paid 
center  work.  Personal  computers  are  not  only  manufactu 
in  Asia  today,  but  they're  designed  there  as  well  by  Aj 
engineers. 

Second,  well-paying  U.S.  tech  industries  like  semiconducl 
and  computers  may  be  morphing  from  growth  to  cyclical 
tus.  So  much  hardware  and  software  is  in  use  that  replacem 
demand  often  dominates  over  new  applications.  Third,  ris 
medical  costs  hurt.  Employers,  faced  with  skyrocketing  irv- 
ance  bills,  are  forcing  employees  to  pay  more. 

The  middle-  and  lower-tier  folks  have  maintained  growtl 
spending  by  borrowing  more  and  saving  less.  Combined 
sumer  and  mortgage  debt  outstanding  jumped  from  65°A 

annual  aftertax  income  in 
early  1980s  to  111%  this  y 
That  hocking  up  went  ham 
hand  with  a  collapse  in  the 
ings  rate  from  12%  to  2% 
aftertax  personal  income, 
ing  delinquencies  and  ba 
ruptcies  suggest  that 
sumers  may  not  be  able  to  k 
borrowing  much  longer. 

Sure,  a  virtue  of  the  I 
economy  remains  that 
dynamic.  People  aren't  loc 
into  serving  hamburgers  tl 
entire  lives.  Many  dot-com 
lionaires  of  the  late  1990s 
eating  hot  dogs  and  beat 
year  later.  But  by  and  large  those  on  the  highest  rung  have 
skills  to  compete  in  today's  global  economy.  They're  the  en 
preneurs  who  are  making  fortunes. 

How  should  you  respond  to  the  two-Americas  trend?  SI 
stocks  in  the  producers  of  discretionary  items  for  the  mid 
and  lower-income  classes.  Deflation,  if  it  arrives  as  I  forecast, 
aggravate  the  problem  by  leading  to  a  self-feeding  downw 
spiral  of  consumption. 

Avoid  shares  in  automakers,  which  depend  on  rebates 
zero-percent  financing  to  move  the  metal.  Appliance  makers 
also  suffer  if  the  housing  bubble  breaks,  as  I  expect  it  will.  Cr 
card  issuers  will  be  hurt  as  borrowers  swear  off. 

The  well-heeled,  though,  will  patronize  the  providers  of 
ury  cars,  yachts,  high-end  resorts  and  travel  and  other  ups 
goods  and  services.  Invest  in  those  companies'  stocks. 

I  look  for  interesting  investment  opportunities  in  sm« 
private  companies  that  cater  to  the  carriage  trade.  Tidy  forti 
will  be  made  by  entrepreneurs  running  yacht  basins,  outfits 
clean  and  maintain  the  vacation  homes  of  the  wealthy  and  e 
house-sitting,  au  pair  and  pet-care  services. 


John  Edwards  is 
right:  The  U.S.  is 
splitting  into  a 
rich  nation  and 
a  poor  one.  You 
can  make 
money  from  this 
trend.  Think 
yachtmakers. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consul 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilll 
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And  no  one  is  better  connected  than  The  Insider,  a  new  daily  show 

from  the  producers  of  "Entertainment  Tonight."  It's  what  you  want  to  know  0  f 

about  the  most  fascinating  people  we  know.  Hosted  by  Pat  O'Brien. 
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arning  up  to  100%  greater  income  than  it  would 
om  stocks 

'ositioned  to  grow  by  14%. .  .18%. .  .even  20%  or  more  a  year 
ow,  whether  you  know  a  preferred  from  a  convertible,  Forbes  has 
d  up  with  the  leading  authority  on  bonds,  convertibles  and 
red  stocks  to  offer  you  the  expert  guidance  you  need  to  take  full 
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ASDAQ  plummeted  40%  in  2000,  Richard 
ann's  portfolio  of  high-yield  bonds  actually 
up  in  value  while  it  paid  13.25%  cash  income! 

003,  Lehmann's  high-yield  portfolio  had  a 

I  return  of  47.3%! 
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Playing  the  Floai 

In  Paris,  London  and  especially  Amsterdam,  renting  a  houseboat  mak 


a  fine  alternative  to  staying  in  a  hotel  |  By  Chana  R.  Schoenber 


HOUSEBOATS  (THE  DUTCH  WORD 
is  woonboot)  are  a  tradition  in 
Amsterdam.  The  canals  that 
ring  the  city  in  tight  concentric 
circles  are  lined  with  3,000  of 
them,  moored  to  centuries-old  stone 
quays.  The  vast  majority  never  leave  their 
moorings.  Locals  live  on  them.  But  35  of 


them  are  rented  out,  overnight  or  by 
week,  through  small  rental  agencies  or 
the  Internet. 

No  hotel  can  rival  a  houseboat 
romance.  Nor  is  there  any  better  vant 
point  from  which  to  view  the  city.  As  ] 
sit  on  your  top  deck,  nibbling  aj 
Gouda  and  brown  Dutch  bread  and  i 
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1/  great  performer  appreciates  it  when 
[give  them  a  hand.  With  a  Grand  Lido 
htive  vacation,  you  can  give  them  a 
rmore  than  that.  Whether  it's  the 
leal  elegance  of  Grand  Lido  Negril,  or 
pld-world  charm  of  Grand  Lido  Braco. 
f'll  enjoy  luxurious  accommodations. 


award-winning  cuisine,  an  endless  variety 
of  land  and  water  sports  and  2  of  the 
best  beaches  in  Jamaica.  Best  of  all. 
everything's  included  and  tipping  is  never 
permitted.  So  they'll  never  have  to  lay  a 
finger  on  their  wallets,  and  you'll  know 
exactly  what  you're  paying,  right  up  front. 


Grand  Lido, 

Resorts    and  Spas 


masters  in  the  art  of  vacations 
Jamaica's    Premier   Super-Inclusive  Resorts 

To  find  out  more  about  a  custom -tailored  Grand  Lido  Incentive  Program, 
call  the  Grand  Lido  Incentive  Department  at  1  -800-GoSuper  (467-8737)/Ext.  6632 

or  E-mail  us  at  supergroups@800gosuper.com  6615-ti/w 


Life 


Nibbling  brown  bread  and  sipping  cold  gin, 
you  can 


ping  cold  gin,  you  can 
watch  canal  life  at  eye 
level.  Long,  skinny  tourist 
boats,  reminiscent  of 
those  in  Paris,  execute 
precarious  three-point 
turns  as  they  inch  under 
the  low  bridges.  Four- 
man  rowing  sculls  glide 
past,  oarsmen  grunting  as 
the  coxswain  deftly  works 
the  rudder.  Motorboats 
trailing  the  Dutch  tricolor 
flag,  or  the  Amsterdam 
city  flag  with  its  three  Xs, 
careen  by,  their  wakes 
gently  rocking  you. 

Such  houseboats  aren't 
exclusive  to  Amsterdam. 
Londoners,  too,  live  on  them,  as  do  a  few 
Parisians.  It's  possible  to  find  rentals  even  in 
the  U.S.  For  a  guide  to  listings,  go  to 
www.forbes.com/extra. 

Amsterdam's  houseboats,  however, 
are  unique  in  their  integration  into  the 
city  and  in  their  sheer  number.  Originally 


Francois  Palm,  oarsman-owner  of  the  houseboat  Koophandel  VI,  makes  sure  its 
living  room  (top)  and  bedrooms  are  shipshape,  prior  to  the  next  guest's  arrival. 


a  stopgap  solution  to  a  1960s  housing 
shortage,  the  boats  have  become  as 
intrinsic  to  the  city  as  its  stately,  narrow 
town  houses.  There's  even  a  houseboat 
museum  on  the  Prinsengracht  canal, 
where  visitors  can  tour  the  converted 
1914  sailboat  Hendrika  Maria  to  see 


how  a  houseboat-dwell 
family  lives. 

Like  the  museum  bd 
the  most  picturesc 
houseboats  are  forn 
ships.  In  recent  years 
fab,  boxy  housing  ur 
with  no  pretense  t( 
boating  heritage  have  b» 
floated  onto  the  cani 
With  their  regular  ang 
they  provide  convenii 
living  spaces,  but  they  ] 
the  charm  of  their  anti« 
neighbors. 

Since  the  days  wr 
houseboaters  were  esst 
tially  squatters  on 
canals,  the  city 
cracked  down,  and  ev 
boat  now  needs  a  mo 
ing  permit.  In  reti 
for  stricter  regulatii 
many  houseboats 
hooked  into  the  cit 
electricity,  water 
sewage  systems.  Resi 
Most  offer  modern,  all 
nautical-scale,  showt 
bathtubs  and  dishwa 
ers,  as  well  as  TVs  a 
VCRs.  Because  all  refl 
their  owners'  person 
ities,  visitors  can  exp 
quirky  decorations,  n 
matched  wineglasses  a 
an  idiosyncratic  coll 
tion  of  movies 
books.  The  price,  he 
ever,  can  be  right. 

A  refurbished  80-f 
houseboat  with  two  b 
rooms,  a  living  room, 
eat-in  kitchen  and  a  ba 
room  with  shower  mi 
rent  for  the  equival 
of  $220  a  night,  wl 
a  sunny  one-bedn> 
apartment  on  a  larger  boat,  with  kitch 
bathroom,  den,  dining  table  and  pa 
would  be  $250.  Compare  that  with  w 
you'd  pay  at  the  five-star  Sheraton  H< 
Pulitzer,  steps  from  the  houseboats  t 
line  the  posh  Prinsengracht.  Rooms  th 
start  at  $350.  For  a  vacationing  fare 
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that  would  need  two  hotel  rooms,  the 
houseboat  is  vastly  cheaper. 

Check  a  map  to  make  sure  your 
boat  is  well  situated  for  your  purposes, 
but  it's  hard  to  go  far  wrong  since  all 
the  main  canals  are  close  to  the  public 
bus,  tram  and  subway  lines,  not  to 
mention  the  water  taxis.  Boat  ameni- 
ties vary;  you  might  be  sharing  a  patio 
or  even  a  kitchen  with  another  renter. 
Boats  are  not  for  people  who  are 
prone  to  seasickness  or  fear  spiders. 
Although  the  rental  agency  might 
have  a  daytime  reception  desk  and  an 
emergency  phone  number,  there's  no 
houseboat  concierge  to  get  you  tickets 
to  the  Concertgebouw. 

Whether  you  rent  in  Amsterdam, 
London  or  Paris,  the  process  is  more 
ad  hoc  than  reserving  a  hotel  room. 
Boats  rent  for  periods  of  one  night  to 
several  months,  depending  on  the 
owner  and  the  rental  agency,  but  a 
minimum  of  three  to  four  nights  is 
customary.  For  some,  up  to  a  full 
week  is  required  during  the  summer. 
Expect  to  pay  a  deposit  of  one  night's 
rent  or  more,  by  credit  card.  The  bal- 
ance may  be  due  in  cash  on  arrival  if 
you  choose  an  agency  that  puts  you 
directly  in  touch  with  the  boat's 
owner  to  pick  up  the  keys.  (Amster- 
dam is  rife  with  ATM  machines  that 
take  American  bank  cards.) 

If  you're  going  in  winter,  make 
sure  your  boat  has  heat.  Ask  for  pic- 
tures. Ask  the  rental  agency  (or 
owner)  what  housekeeping  services 
will  be  provided  and  when,  as  well  as 
what  essentials  you  should  bring. 
Take  a  flashlight  and  batteries  for 
navigating  the  gangway  and  deck  at 
night;  shampoo,  soap  and  other 
hotel-bathroom  staples,  which  likely 
won't  be  on  your  boat;  and  motion- 
sickness  drugs  if  you  need  them. 
Don't  bother  to  bring  a  bathing  suit 
as  the  canal's  waters  are  not  con- 
ducive to  swimming. 

If  you'd  like  to  sleep  afloat  but 
want  a  higher  level  of  staff  attention, 
the  Amstel  Botel,  a  cruise  ship  moored 
in  the  Oosterdok  canal  for  the  last 
decade,  has  176  rooms  with  private 
baths,  at  $120  and  up.  F 


BOOKS 


The  Witch  of 
Wall  Street 

A  century  before  Martha  and  Leona  there  reigned  the 
original  Queen  of  Mean,  Hetty  Green  I  By  Susan  Adams 


RICH,  PATHOLOGICALLY 
frugal   and  shrewd, 
Hetty  Green  trans- 
formed a  handsome  inheri- 
tance into  a  $100  million 
fortune.  When  she  died  in 
1916,  that  was  the  equiva- 
lent of  $1.7  billion  today. 
She  accomplished  this 
by  investing  wisely 
and  never  spending 
a  dime  more  than 
she  had  to. 

Green  wore 
tattered  black 
dresses  that  were 
laundered  rarely  (she  is 
said  to  have  instructed  her 
cleaner  to  wash  only  the  bot- 
tom portion  of  her  skirts). 
Her  peers  had  mansions  on 
Fifth  Avenue;  she  lived  in 
rented  flats  in  Hoboken  and 
Brooklyn.  For  lunch  she  ate 
oatmeal  warmed  over  the 
radiator  in  her  office.  When 
her  son,  Ned,  injured  his  leg 
sledding,  Hetty  economized  on 
treatment.  The  leg  later  was  cut  off. 

The  tale  of  Ned's  gangrenous  limb 
can  be  found  in  Hetty:  The  Genius  and 
Madness  of  America's  First  Female  Tycoon 
(HarperCollins,  $26),  a  wonderfully 
detailed  new  biography  by  Charles  Slack. 
The  last  thorough  treatment  of  Hetty,  The 
Day  They  Shook  the  Plum  Tree,  by  Arthur 
H.  Lewis,  was  published  in  1963. 

Today's  vilified  moguls  look  like 
pussycats  compared  with  Hetty,  who  was 
known  in  her  day  as  the  Witch  of  Wall 
Street.  Though  she  often  lost  her  temper 
(Slack  tells  of  a  screaming,  foot-stamping 
tantrum  Hetty  threw  when  a  banker 
denied  her  request  for  a  withdrawal),  she 


demonstrated  cool  cunning  wl 
the  heat  was  on. 

In  1 886  a  group  of  New  Y| 
investors  was  aiming  to  gain  c< 
trol  of  the  ailing  Georgia  G 
tral  Railroad  and  sell  off 
assets.  Hetty  got  wind 
the  plan  and  started  b 
ing  shares  at  $70. 1 
stock  climbed 
$100.  Hetty  coi 
have  unloaded 
stake  for  a  qu 
$200,000  pro 
Instead  she 
tight.  When 
New  Yorkers'  a 
didate  for  president,  I 
Alexander,  offered  her  $; 
per  share,  she  demanc 
$125.  If  Hetty  would  o 
cast  her  vote  his  way  m 
said  Alexander,  he  wo' 
meet  her  price  eventua 
Hetty's  response:  "If  I  h 
to  wait  for  my  money, 
price  is  $130."  Alexant 
countered  with  $127. 
cash  on  the  barrelhead,  a 
Hetty  walked  away  with  a  $385,000  gai 
The  robber  barons  of  the  day  w 
taken  aback  by  this  foulmouthed  a 
dowdy,  even  smelly,  businesswom; 
She  could  match  wits  with  any  of  th> 
and  was  just  as  ruthless.  She  kept 
office  at  Manhattan's  Chemical  Natio 
Bank,  where  she  joined  Cornel 
Vanderbilt,  Anthony  Drexel,  Russ 
Sage  and  a  long  list  of  Roosevelts  on  i 
shareholders'  register.  When 
Morgan  called  a  meeting  of  New  Yc 
financial  leaders  to  organize  a  baik 
of  two  of  the  city's  largest  trust  com| 
nies  following  the  stock  market  crash 
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she 


7,  Hetty  was  the  only  woman  in 
room. 

Green  was  no  crusader  for  women's 
ts.  But  writing  in  a  1900  edition  of 
per  s  Bazaar,  she  declared,  "Mentally,  I 
lot  believe  woman  to  be  inferior  to 
i,  save  as  she  has  become  so  by  a  mis- 
n  course  of  training." 
Training  in  her  case  had  a  measure  of 
i  England  frugality  that  she  took  to 
ernes.  The  only  surviving  child  of 
^ard  Mott  Robinson,  who  had  mar- 
into  a  wealthy  New  Bedford,  Mass. 
■vA  ling  family,  Green  was  given  a  strict 
iker  upbringing  that 
Uiched  thrift  and  plain 
o8  ig.  Her  mother  was 
;,  and  her  brother 
died  in  infancy, 
inson    had  never 
ted  a  daughter,  but 
v  coikot  something  from 
!  ty:  Because  of  his 
r      eyesight  he 
pri;  landed  the  young  girl 
aloud  the  financial 
s  of  the  newspaper 
i .vrs  ;    help  manage  his 
dent,  i  ipany's  finances, 
i  her  S  Though  at  age  33  she 
cm  ried  a  wealthy  busi- 
ould  c|  sman,  Edward  Green, 
u:  ty    insisted  their 
hew  sehold  in  Bellows 
■lenti  s,  Vt.  be  run  with 
: "It'll  [erne  parsimony, 
nonei;  shing   their  maid 
•\ie u:  e,  she  did  the  grocery  shopping  her- 
SlI  buying  only  the  cheapest  flour.  For 
hildren,  Ned  and  Sylvia,  she  got  bro- 
cookies  at  a  discount. 

ile  detailing  Hetty's  frugality,  Slack 
s  to  set  the  record  straight  about 
's  leg  amputation.  Afraid  she  would 
vercharged  because  of  her  wealth, 
brought  Ned  to  a  clinic  where  he 
free  care,  until  someone  recognized 
ty  and  the  doctor  booted  them.  Even- 
ly Ned's  leg  deteriorated  and  had  to 
:ut  off.  But  it  wasn't  Hetty's  fault, 
>ts  Slack.  Her  son,  he  writes,  "was  the 
cipal  love  of  her  life." 
Hetty  might  have  adored  Ned,  but  she 
d  to  pass  on  to  him  her  frugal  ways, 
wife,  Mabel,  a  former  prostitute  he 


Hetty  adored 

her  SON, 
NED,  but  she 
failed  to  pass 
on  to  him  her 
frugal  ways. 
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Life 

had  kept  on  his  payroll  for  24  years  as  a 
"housekeeper"  until  marrying  her  shortly 
after  Hetty's  death,  helped  him  spend.  He 
blew  $1  million  renovating  his  yacht,  a 
225-foot  Great  Lakes  steamship  called  the 
United  States.  Mabel's  stateroom — one  of 
48 — was  decorated  in  the  style  of  Marie 
Antoinette,  with  gray  walls,  gold  fittings 
and  three  full-length  mirrors. 

The  yacht  crashed  into  a  rock  off 
Massachusetts  and  was  so  badly  damaged 
that  Ned  junked  it  as  a  total  loss.  But  he 
was  already  on  to  other  pursuits,  includ- 
ing a  $1.5  million,  60-room  mansion  he 
built  in  Round  Hill, 
Mass.,  on  Hetty's  fam- 
ily's old  homestead. 
There  he  stashed  his  rare 
books,  jewelry,  stamps, 
coins  and  erotic  pictures. 
He  installed  the  enor- 
mous dried  penis  of  a 
whale  in  the  mansion's 
entryway,  where  it 
loomed  over  guests, 
who,  to  Ned's  delight, 
had  no  clue  what  it  was. 
He  operated  a  radio  sta- 
tion on  the  property,  and 
he  built  an  airstrip  and 
dirigible  hangar  near  the 
beach  that  played  host  to 
Charles  Lindbergh  and 
to  the  original  Goodyear 
blimp.  He  also  offered 
up  the  mansion  to  scien- 
tists from  the  Massachu- 
setts Institute  of  Technology,  who  used  it 
to  conduct  electrical  experiments. 

Sister  Sylvia  led  a  much  more  Hetty- 
ish  life,  effecting  a  barren  marriage  to  a 
scion  of  the  Astors  at  age  38.  Once  her 
husband  and  brother  died,  Sylvia  inher- 
ited the  whole  Green  fortune  (Ned  had 
insisted  Mabel  sign  a  prenuptial  agree- 
ment). On  her  death  in  1951,  at  age  80, 
the  money  was  divvied  up  among  friends, 
distant  relatives  and  a  host  of  institutions 
like  Yale,  Harvard,  Columbia  and  Vassar, 
with  which  Hetty  Green  had  had  no  rela- 
tionship. Writes  Slack,  "The  great  fortune 
that  Hetty  had  spent  her  lifetime  acquir- 
ing, saving  and  guarding  against  interlop- 
ers real  and  imagined  slipped  quietly  out 
of  the  family's  grasp."  F 
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iPTNET  from  Cambridge  College  and  iDL  Systems. 
nbridge  College's  School  of  Management  offers  some  of  the  most 
ive  business  and  management  courses  in  the  nation. 
Systems  implements  some  of  the  most  advanced,  cutting-edge  learn- 
hnology  available  on  the  market.  Together,  they  offer  AdaptNet,  an 
gent,  hybrid-learning  program  that  combines  classroom  experience 
idaptive,  web-based  technology.  AdaptNet  actually  changes  teaching 
Is  based  on  individual  learning  styles.  The  lessons  can  be  sped  up  or 
d  down  according  to  ability  or  preference,  and  tutorials  offer 
Dnal  information  for  the  more  difficult  assignments, 
best  part  is  you  can  earn  your  Master  of  Management  degree  in  less 
i  year.  In  1 1  months,  with  one  residency  startup  weekend  and  one 
lay  per  month,  you  can  be  on  your  way  to  reaching  new  goals.  At  last 
is  a  program  combining  the  best  of  in-class  and  online  learning  that 
.  to  fit  your  busy  schedule.  Call  Cambridge  College  today  and  see 
AdaptNet  can  help  you  accelerate  your  career. 


Pace  University  Executive  MBA 

Earning  an  MBA  degree  while  holding  down  a  demanding  managerial  or 
professional  job  while  meeting  family  obligations  is  not  easy.  Yet  more  and 
more  executives  require  an  MBA  to  move  ahead  in  their  careers.  The 
e.MBA@Pace  Executive  MBA  at  Pace  University's  Lubin  School  of 
Business  provides  a  realistic  solution.  Now  in  its  fifth  year  (Pace  pioneered 
the  Executive  MBA  back  in  1969),  the  e.MBA  is  a  web-supported  program 
with  quarterly  residences  at  the  Pace  campus  near  Wall  Street.  In-between 
residencies,  students  work  in  teams  online  under  the  close  supervision  of  six 
senior  faculty  who  guide  the  class  cohort  through  the  23  month  program. 

The  curriculum  is  problem-centered,  reflecting  the  practical  approach  to 
business  emphasized  by  the  Lubin  School.  The  e.MBA@PACE  Executive 
MBA  starts  a  new  class  every  year  in  January  with  enrollment  limited  to  25 
students.  For  a  complete  description  of  the  program,  go  to 
www.pace.edu/lubin/e.mba.  Qualified  applicants  (a  minimum  of  5  years  of 
managerial  experience)  are  invited  to  attend  a  residency.  Call  (212)  346- 
1833  for  an  appointment. 


A  hassle-free  Master  of  Management 
for  busy  managers 


A  Master  of  Management  degree  from  Cambridge  College  will  give  you  the  edge  you  need  to  succeed. 
In  11  months,  including  one  startup  weekend  and  10  Saturdays,  you'll  gain  competencies  that  will  help 
you  reach  your  goals.  In  collaboration  with  iDL  Systems,  Cambridge  College  has  created  '4doptNet 
a  new  web-based  learning  system  that  adapts  to  your  personal  learning  style.  Progress  at  your  own 
speed,  review  material  with  tutorials,  and  meet  face  to  face  with  instructors.  All  tools  and  services, 
including  meals,  lodging,  and  laptop  computers  are  provided.  You  simply  focus  on  learning. 

Contact  Cambridge  College  today  to  learn  more  about  how  AdaptNet  can  help  you  reach  your  goals. 
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800-877-4723  X1162 

www.cambridgecollege.edu  adaptnet 


CAMBRIDGE  COLLEGE 

School  of  Management 

Prepare  to  lead. 


Cambridge  College  •  1000  Massachusetts  Ave  •  Cambridge,  MA  02138 
Augusta,  GA  •  Chesapeake,  VA  •  Laguna  Hills,  CA  •  San  Juan,  PR 

Cambridge  College  is  accredited  by  the  New  England  Association  of  Schools  and  Colleges.  Inc. 


MBA(S)PACE 


An  MBA  for 
Executives  with 
no  time  to  spare. 


Learn  more 


The  <?.MBA@PACE  Executive  MBA  fits  into  an  already  overburdened 
schedule.  The  program  combines  online  learning  with  intensive 
weekend  residencies  every  11  weeks  at  Pace's  downtown  campus  in 
the  heart  of  New  York's  Wall  Street.  U.S.  News  &  World  Report  lists 
Lubin's  e.MBA@PACE  among  the  top  25  online  graduate  business 
programs  nationwide. 

Visit  www.pace.edu/lubin/e.mba  or  call  James  M.  Parker,  Director, 
Executive  MBA  Program  at  212  346-1833,  jparker@pace.edu 


The  next  class  begins  January  8,  2005 
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A  New  York  Success  Story 


Accredited  by  AACSB  International. 

The  Association  to  Advance  Collegiate  Schools  of  Business. 


Lllbin  School  of  Business 
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Also  available  for  Athens  Olympics  2004 
See  Website:  OlympicsAthens2004Yachting.com 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 
from  50'  to  200'  and  $700  to  $20,000  per  clay  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 
BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to. .  .pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd„  P.O.B.  385,  Ambler.  PA  19002  U.S.A. 
Tel:  (215)  641-1624  •  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
■E-mail:  info@yalefyachls.com  «  Website:  VALEFYACHTS  com  
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Save  your  retirement  income 
from  The  Next  Crash! 
Find  out  how 
go  to  www.thenextcrash.com 
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RARE  DALI  PRINTS 

//  you  own.  or  are  considering  the  purchase 
of  a  Salvador  Pali  print.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  300  signed  limited 
edition  Salvador  Dali  prints,  hull  print  is  lullv 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dal!  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  vou  a  free 
copy  of  "The  SalvadorDali  Collector  s 
Newsletter".  (SI  5  per  issue) 


1.(800)  275-3254 

ask  for  Dept.  FM 

hllp://www.daligallCT>  com  •  FAX  310-434-2090 
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SWISS  INVESTING  SECRET 


This  FREE  BOOK  explains  it  all 

Swiss  investment  experts  reveal  how  conservative  investors  fron 
around  the  world  use  Swiss  annuities  to  protect  their  assets  anc 
preserve  their  privacy.  A  combination  of  annuity  interest,  divider 
and  appreciation  of  the  Swiss  franc  has  given  informed  investors 
average  annual  return  of  9  percent*  since  1971. 


call  now!  1-800-942-9075  24  hours  a  dj 


SWISSGUARD 

BAHNHOFSTRASSE  $2 

8001  ZURICH,  SWITZERLAND 


©2004  SwissGuard  International.  < 
"Based  upon  guaranteed  annuity  interest,  profit-! 

dividends,  and  appreciation  of  the  Swi; 
(1971-2004).  Swiss  annuities  may  not  be  ai 
to  residents  of  all  jurisdi 
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COACHING 
ON  A  COMEBACK  OR  NEED  ONE? 

We  Specialize  in  Corporate  and 
Personal  Coaching  and  Seminars! 
OBTAIN  MASSIVE  GROWTH! 
Turnaround  Expert  with  the  Personalized  Touch! 
Customized  to  Your  Needs! 
Call  or  Email  for  your  Free  Info  Packet! 
GUARANTEED  RESULTS! 
402-932-3753  EMAIL  0PTIMUMCOACH@A0L.COM 


Luxury  Private 
Vacation  Homes 
Open  Thanksgiving" 
V  Christmas  &  New  Yea 
www.  TropicoNiUaVacations . 
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Sales  Leads  &  Mailing  Lists 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
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13  Million  Executives  &  Professionals  - 

Reach  the  right  decision  makers. 
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www.infoUSA.com 
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Wine  Buying  Made  Easy! 

WITH  THE  ULTIMATE  ELECTRONIC  WINE  GUIDE 


•  Over  10,000 
wine  and  spirit 
reviews,  ratings 
and  retail  prices 

•  Search  by  wine 
types,  varietal, 
winery  or  vintage 


•  Wine  Enthusiast 
Magazine  Ratings 

•  Food  and  Wine 
Pairing  Guide 

Updateable 
Cartridge 

•  Select  the  perfect 
wine  every  time 


NEW  WINE  MASTER  DELUXE 


FREE  ZIPUP  CASE, 
PEN  AND  PAD 


PERSONALIZE 
FOR  $10 
(3  INITIALS) 


SALE  $49.95  ea. 

2  for  $44.95  ea. 


ORDER  TODAY 
AND  RECEIVE 
FREE  SHIPPING 


TO  ORDER  CALL  800  •  356  •  8466 
or  visit  wineenthusiast.com 

When  ordering  use  code  WD7.  Offer  Expires  12/20/04. 


Wine 


■    1  THE  ULTIMATE  SOURCE  FOR  EVERYTHING  WINE 

Enthusiast 


This  Offer  is  for  free  standard  shipping  for  the  Wine  Master  Deluxe  to  the  48  contiguous  states  and  does  not  apply  for 
express  1-day  or  2-day  express  delivery,  international  orders,  multiple  ship-to  locations,  cannot  be  combined  with  other  offers. 
The  Lord  Winston  logo  and  The  Wine  Enthusiast  are  registered  trademarks  of  The  Wine  Enthusiast,  Inc.®  ©2004  The  Wine  Enthusiast,  Inc. 
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FREE 
VIDEO 


Actor  Robert  Wagner  reveals  why 
prominent  attorney  left  practice  for 
far  more  lucrative  business  providing 

low-cost  lawsuit  protection  and 
financial  privacy.  Associates  needed 
nationwide.  Local  appointments  set 
for  you.  Earn  up  to  $6,400  per  client 
plus  yearly  renewals.  Part  or  full 
time.  Full  training. 

24  hr  recorded  info.  (800)  653-4497 


www.DBIGIobal.com 


Form  Your  Delaware 
Corporation  or  LLC  Now! 

FREE  Delaware  incorporation 

Handbook,  10th  Edition  2004 

Delaware  Business  Incorporators,  Inc. 

800.423.2993 


LEARN  TO  INVEST 
IN    REAL  ESTATE 


No  books  or  tapes  to  buy 
1-on-1  instruction  •  Cash  sources  avail. 
Fraction  of  the  cost  of  other  programs 
LIMITED  AVAILABILITY 


8  6  6  - 


882-5060 


$250,000  Profit 

First  year  in  business 
if  you  are  a  serious  person  who  wants 
to  make  serious  money. 
We  have  the  program  for  you. 
Investment  only  $17,900 

Call  1-800-399-0892 
You  Will  Make  Money 
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BankNews1etter.com 
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Buy  Foreclosed  Property 

Use  INVESTOR'S  Money.  Split  Big  Profits 
Complete  Training. 
Call  tor  Free  Information. 

800-995-0049  ext.  1862 


ACQUIRE  REAL  ESTATE! 

You  Locate,  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 
Over  6,400  Cash  Investors! 

Free  Mo:  1-866-541-1792  Ext.  290 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  561 -627-71 10 
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EXCHANGES 
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HOLIDAYGROUP.com 
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70 
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New  Homeowners, 
Rich  Americans, 
New  Movers 


Select  by:  Age.  Income.  Home  Value.  Occupation 

Call:  1-800-266-7704 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02F0R 


Unlimited  Business  Credit  Reports 
On  14  Million  U.S.  Businesses 


Only  $50  per  Month*! 
Call  866-285-1056 

CREDITS 

*  Online  access,  per  user,  1 7F 


BANK  SAYS  'NO'?... 
WE  SAY  'YES!' 

We'll  pay  you  cash  for  your  company's  on  goir 
receivables  within  24  hours.  Approvals  by  phor 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,0( 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


Art  Wholesale 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte ,  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 
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ASSET  PROTECT 


Domestic  &  Offshore  Strategie 
Companies,  Trusts,  Private  Ba 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 
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HU  ^ccess  China  lours 

Superior  Deluxe  Packages 

20  Itineraries  From  9  To  22  Days 

Private  &  Custom  Tours 


Call  your  travel  agent  or  1-800-788-1399 
www.AccessChinaTours.com 


RADISSON  SEVEN 
SEAS  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


Steven  Sears,  CPA  •  Attorney  a 

949-262-1100  •  www.searsatty.col 


Jewelry 


John  ±  Christ] 


liaised 
Jamih)  Cre. 


Abercrombie  &  Kent 
Family  Vacations 


Contact  Amy 
1  -800-747-5670 
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When  Was  the  Last  Time 
You  Were  Truly  Awed  by  Anything? 


There  probably  isn't  much  in  this  world  that  you  haven't  seen  or  even  acquired  for  yourself. 
But  now  there  is  something  that  at  first  sight  will  leave  you  breathless.  It  is  Seven  Canyons. 

Surrounded  by  100,000  acres  of  National  Forest  in  Sedona's  stunningly  beautiful  Red  Rock  Country, 
Seven  Canyons  is  the  most  awe-inspiring  private  destination  club  in  existence  today.  The  Club's  crown 
jewel  is  an  1 8-hole  Tom  Weiskopf  masterpiece  that  has  been  selected  as  one  of  the  Top  10 
new  private  courses  in  America  by  Golf  Digest. 

You  can  become  a  full-time  Club  member  or  acquire  a  shared  ownership  in  a  luxurious  Villa,  which  gives 
you  membership  privileges  while  you  are  in  residence.  To  date,  170  memberships  have  been  acquired,  our 
first  of  only  two  estate  homesite  phases  have  been  purchased  and  more  than  100  Villa  ownerships  have 
been  sold.  For  additional  information  and  a  personal  appointment,  please  contact  us  today. 


928-203-2100  Toll-free:  866-367-8844  www.sevencanyons.com  email:  info@sevencanyons.com 

All  proposed  amenities,  activities  and  other  features  are  based  on  current  plans  which  are  subject  to  change  without  notice. 
Areas  and  types  of  developments  may  change.  ADRE  public  report  has  not  been  issued.  All  Villa  sales  are  conditional. 


S     E     D     O     N  A 


THOUGHT  S 


On  the  Business  of  Life 


assorted  Halls  of  Fame.  When  he  caught  the  ball  that  Roger  Maris  hit  for  his  61st  home  run, 
Sal,  although  he  knew  it  was  worth  $5,000,  said,  "All  I  want  to  do  is  give  the  ball  to  Maris." 
Said  the  Yankee  slugger  to  the  Boston  catcher:  "What  do  you  think  of  that  kid?  The  boy  is  planning  to  get 
married  and  he  could  use  the  money,  but  he  still  wanted  to  give  the  ball  back  to  me  for  nothing."  Three  cheers 
for  Sal  Durante!  He  did  Brooklyn  and  the  rest  of  us  proud.  — MALCOLM  S.  FORBES  (1961) 


We  need  three  kinds  of  pitching: 
left-handed,  right-handed  and  relief. 

— WHITEY  HER2 


J  would  change  policy,  bring  back 
natural  grass  and  nickel  beer.  Baseball  ] 
the  belly-button  of  our  society.  Straight 
out  baseball,  and  you  straighten  out  tht 
rest  of  the  world. 

—BILL 


Baseball  must  be  a  great  game  to  survii 
the  fools  who  run  it. 

—BILL  TE 


The  way  I  figured  it,  I  was  even  with 
baseball  and  baseball  with  me. 
The  game  had  done  much  for  me, 
and  I  had  done  much  for  it. 

—JACKIE  ROBINSON 


When  we  played,  World  Series  checks 
meant  something.  Now  all  they  do  is 
screw  your  taxes. 

—DON  DRYSDALE 


In  Massachusetts,  scientists  have  created 
the  first  human  clone.  The  bad  thing  is 
that  in  30  years,  the  clone  will  still  be 
depressed  because  the  Boston  Red  Sox  will 
still  have  not  won  a  World  Series. 

—CRAIG  KILBORN 


The  only  reason  I  don 't  like  playing 
in  the  World  Series  is  I  can't  watch 
myself  play. 

—REGGIE  JACKSON 


You  don't  save  a  pitcher  for  tomorrow. 
Tomorrow  it  may  rain. 

—LEO  DUROCHER 


The  team  has  come  along  slow  but  fast. 

—CASEY  STENGEL 


These  days  baseball  is  different.  You  come 
to  spring  training,  you  get  your  legs  ready, 
your  arms  loose,  your  agents  ready,  your 
lawyer  lined  up. 

—DAVE  WINFIELD 


All  managers  are  losers;  they  are  the  most 
expendable  pieces  of  furniture  on  the  face 
of  the  Earth. 

—TED  WILLIAMS 


When  we  win,  I'm  so  happy  I  eat  a  lot. 
When  we  lose,  I'm  so  depressed  I  eat 
a  lot.  When  we're  rained  out,  I'm  so 
disappointed  I  eat  a  lot. 

—TOMMY  LASORDA 


Baseball  players  are  smarter  than 
football  players.  How  often  do  you 
see  a  baseball  team  penalized  for  too 
many  men  on  the  field? 

—JIM  BOUT 


A  Text... 

And  above  all  these  things  pu\ 
on  charity,  which  is  the  bond 
of  perfectness. 

— COLOSSIANS  3:1 

Sent  in  by  Lucy  Powers,  Hartford,  Conn. 
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And  on  the  pavement.  Introducing  the  300-hp  Acura  RL  with  the  world's  most  advanced  all-wheel-drive  system.  The  RL  delivers 
lly  takes  the  high  road.  Not  to  mention  all  its  curves.  Visit  acura.com.  or  call  1-800-To-Acura.    ®  ACURA 

:  .nc.uded.  e2004Acura.  Division  c,  AmencanHonda  Motor  Co..  .nc.  Acura.  RL.  Soper  Handling  AU-Whee.  Drive.  SH.AWO  and  HandsrreeL.nk  are  trademark  of  Honda  Motor  Co..  Ltd 


>  trademarks  of  Honda  Motor  Co..  Ltd 


7am -10am:  Last  minute  client 
meeting  in  Beijing  to  discuss 
major  structural  change. 


llam-4pm:  Intense  meeting 
with  engineers  to  defy  laws 
of  physics. 


7pm- 11pm:  Motivational 
meeting  with  contractors  to 
pull  off  the  impossible. 


(1 1:10pm:  Angry  voice 
message  from  fiancee  in 
Los  Angeles  complaining 
that  you  forgot  to  call.) 


Life's 


(11:15pm:  Call  to  fiancee  to  show 
her  you  never  stopped  thinking 
about  her  for  a  second.) 


Good 


The  LG  3G  Phone  enables  you  to 
see  and  talk  to  someone  in  real  time. 
When  you  need  to  most. 


It's  just  one  way  LG  makes 
life  good.  To  see  more  ways, 
visit  www.lge.com 


.   «.*.>fr\ 

ntroducingthe  BlackBerry  7100t,"only  from  T-Mobile.  It's  the  first  phone  with  the  power  of  BlackBerry' 
-mail,  so  you  can  get  out  of  the  office  and  still  stay  connected.  Get  the  most  WHENEVER  Minutes* 
ilus  unlimited  BlackBerry  e-mail,  instant  messaging  and  Web  browsing  from  just  $59.99  per  month, 
ind  out  more  at  www.t-mobile.com  or  call  1-800-TMOBILE. 

'ou  really  should  get  out  more.  ":  BlackBerry 


T  ■  -Mobile 

Get  more  from  life' 
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2  Marketing 
L  Reception 


Mailroom 
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MAILROOM. 


NOW  WE'RE 
PRACTICALLY 

RUNNING 
THE  PLACE 


If  you  still  think  of  Pitney  Bowes  as  the  postage-meter  people,  here's  a  thought: 
Today,  we're  working  with  nearly  every  FORTUNE  500  company,  engineering  solutions 
that  go  far  beyond  the  mailroom. 

By  optimizing  the  flow  of  documents,  mail  and  data  that  stream  into  and  out  of 
your  organization,  we  can  transform  it  into  a  powerful  tool  for  advancing  business. 

The  results  can  be  extraordinary:  From  more-profitable  customer  relationships  to 
improved  cash  flow;  a  safer,  more-secure  operation  to  24/7  backup  in  case  of  disaster. 
The  list  is  virtually  endless.  But,  then,  so  are  our  ideas. 

Hopefully,  we've  piqued  your  curiosity.  But  we  can  assure  you  that  it  will  be  fully 
rewarded  with  a  visit  to  pb.com/solutions.  Or,  if  you  prefer,  a  call  to  1  866  DOC  FLOW. 

sjjjp  Pitney  Bowes 

Engineering  the  flow  of  communication" 


All  Rights  Reserved 


For  just  pennies  a  page,  the  versatile  Xen 
color  prints,  plus  advanced  multi-functic 


The  remarkable  Xerox  WorkCentre  Pro  2128  gives  you  an  can  print,  copy,  scan,  e-mail  or  fax  simultaneously,  even  v 

affordable  way  to  add  brilliant  color  and  an  impressive  set  of  other  jobs  are  running.  It  also  scans  hard  copy  directly 
valuable  features  to  any  office.  This  advanced  digital  system  e-mail,  improving  productivity.  Walk-up  simplicity  means 


xerox.com/offfice/24  1-800-ASK-XEROX  ext.  24 

©  2004  XEROX  CORPORATION  All  rights  reserved  XEROX' WorkCentre*  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION. 


torkCenta?  Pro  2128  delivers  rich  1200x1200  dpi 
prformance.  There's  a  new  way  to  look  at  it. 


6  to  razor  sharp  28  ppm  black-and-white  and 
n  quality  color  documents.  And  it  consolidates  a 
functions  without  compromising  reliability. 


Xerox  WorkCentre  Pro  2128 


_____  _  . 
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To  learn  more,  see  our  full  line  of  multi-function 
systems,  digital  copiers  and  award-winning  color 
printers.  It  makes  perfect  sense  for  any  business. 
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Print  Copy  Scan  Fax  E-mail 
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Technology 


Less  Fossil  Fuels. 

We're  into  generating  clean,  renewable 
energy  in  a  big  way.  The  3.6  MW  wind  turbine 
from  GE  is  40  stories  tall,  with  blades  almost 
as  wide  as  the  wingspans  of  two  jumbo 
jets.  It's  a  breath  of  fresh  air. 


GE  proudly  announces 
less  than  ever. 


Less  Electricity. 

You  lose  less  power  with  Energy  Star® 
home  appliances.  No  wonder  GE  was  named 
a  2004  Energy  Star  Partner  of  the  Year  by 
the  Department  of  Energy  and  the  EPA.  Even 
on  the  home  front,  less  is  more. 


Less  Diesel  Fuel. 

The  Evolution  locomotive  from  GE  is  a  real  fuel 
saver  versus  other  comparable  models. 
And  as  far  as  EPA  emission  standards,  it's  met 
them  well  ahead  of  schedule.  We're  clearly 
on  the  right  track. 


Less  Noise. 

The  GE  90  burns  a  third  less  fuel 
per  pound  of  thrust  than  any  previous 
engine  in  its  class.  And  it's  also 
quieter.  It's  broken  a  new  kind  of 
sound  barrier. 


Less  Emissions. 

The  first  H  series  power  plant  turbine 
from  GE  produces  far  more  power 
than  the  coal-fired  plant  it  replaced, 
with  drastically  reduced  emissions. 
More  power  to  you. 


PATEK  PHILIPF 

GENEVE 
Begin  your  own  tradit 


You  never 

actually  own  a  Patek  Philippe 
Yo  u  merely 

take  care  of  it    for  the  next  generation 


The  World  Time 
with  the  unique  Patek  Phil 
240HU  automatic  mo v erne 


For  information:  Patek  Philippe,  Dept.  804,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.  www.patek.com 
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NIRVANA 

AVA I  LA  B  L  E 

IN  1/16TH  SHARES. 


Some  people  spend  their  lives  striving  for  that 


ultimate  state  of  bliss.  A  fortunate  few,  however, 


experience  it  each  time  they  fly  Netjetsf  where 


almost  anything  is  possible.  As  the  company  that 


created  the  fractional  industry,  Netjets  enables  you 


to  experience  the  control,  luxury  and  convenience 


of  private  jet  ownership.  Those  benefits  are  yours, 


regardless  of  the  fraction  you  own  -  from  a  l/l  6th 


share  with  50  hours  of  annual  flight  time  to  an  entire 


aircraft.  All  offer  access  to  the  world's  largest,  most 


varied  fleet  comprised  of  more  than  500  aircraft 


across  14  different  aircraft  types,  giving  you  the 


opportunity  to  interchange  to  another  plane  as 


circumstances  dictate.  And  with  a  dedicated  Owner 


Services  Team  seeing  to  all  your  needs,  you'll  come 


to  know  the  joy  of  effortless  travel,  which  in  this 


day  and  age  is  something  to  which  we  can  all  aspire. 


1-877-356-0754  www.netjets.com 


NETJETS 


® 


Leave  nothing  to  chance  1 


©  2004  Netjets  Inc.  |  Net|ets  is  a  Berkshire  Hathaway  company. 


A  Watch  Of  Pure  Complication 

The  Tiffany  Mark™  Minute  Repeater  is  one  of  the  rarest 
watches  ever  made.  Behind  the  classic  face  is  a 
mechanism  of  formidable  and  awesome  complexity. 
A  master  Swiss  watchmaker  requires 
176  hours  just  to  assemble  and  tune  one  watch. 

Upon  command,  miniscule  chimes  within  the 
Tiffany  Mark  Minute  Repeater  will  signal  the  precise  hour, 

quarter  hour  and  minute.  Each  message  is  elegantly 
delivered  in  its  own  distinctive  musical  sequence,  a  feat  of 

acoustical  resonance  comparable  to  a  Stradivarius. 

The  Tiffany  Mark  Minute  Repeater  assumes  an  honored  place 
in  horological  history  -  a  watch  of  pure  complication. 


TlFFANY&CO. 
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Upcoming  chat  Nov.  2  at  3  p.m. 
ET:  Dial  Corp.  boss  Herbert  Baum 
will  discuss  his  new  book,  The 
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Top-Earning  Dead  Celebrities 


By  Lisa  DiCarlo 


Queen's 

Freddie  Mercury: 
still  a  champion 
at  making  money. 
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Once  you're  dead,  it's  not  easy  to  earn  $5  million  a  year. 
The  earning  power  of  most  people,  even  famous  ones, 
stops  once  they've  shuffled  off  this  mortal  coil.  But  for  a 
select  few,  the  paychecks  just  keep  coming.  For  a  sneak 
peek  at  who  tops  our  fourth  annual  list  of  Top-Earning 
Dead  Celebrities,  see  page  58.  For  the  list  in  full,  go  to 
forbes.com/extra  and  click  on  the  Dead  Celebs  link. 
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Jon  Stewart 
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growth  companies  with  sales  under  $1  billion.  In 
previous  years  this  effort  has  identified  rising  stars  such 
as  Infosys,  Johnson  Electric  and  Dassault  Systemes.  The 
latest  update  reveals  that  India,  with  24  entries,  has 
more  such  firms  than  any  country  except  for  the  U.K. 
For  more  on  the  Best  Under  a  Billion  in  Europe  and 
Asia,  go  to  forbes.com/extra. 


Forbes  Magazine 


Gadgets  We  Love 

Visit  Forbes.com  to  vote  for 
your  top  pick  among  our 
editors'  favorites  and  to  see  more 
reviews  of  some  of  the  latest  and 
greatest  gadgets  and  tech  toys. 

Search  Our  Archive 

Print,  download  or  e-mail 
articles  from  past  issues  of 
FORBES  from  our  Web  site. 
Search  by  topic,  author  or  date. 

Forbes  Lists  Online 

Searchable  and  expanded  ver- 
sions of  all  FORBES  annual  lists 
are  available  on  Forbes.com. 

Forbes  on  Fox 

Visit  our  Web  site  to  watch  clips 
from  our  weekly  TV  show. 

Our  Columnists  Online 

Join  Rich  Karlgaard  in  his 
Forbes.com  forum  to  discuss  his 
latest  Digital  Rules  column. 


Forbes 


For  complete  contents 
of  the  magazine: 
www.forbes.com/forbes. 

For  links  on  this  page: 
www.forbes.com/extra. 

By  Mail:  Forbes  magazine, 
60  Fifth  Avenue 
New  York,  N  Y.  1001 1 


20     FORBES"  November  15,  2004 


VOTE  SOFTWARE. 

Elect  to  use  the  hardware  that  works  best  for  your  business  and  your  budget.  Reap  the  rewards  of  tumbling  disk  prices. 
It's  why  99%  of  the  FORTUNE  500®  already  vote  for  VERITAS  Software.  Software  for  Utility  Computing,  veritas.com 
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WHO'S  DRIVING 
THE  HYDROGEN  ECONOMY? 


A  BRIEF  INTRODUCTION  TO  THE  NEXT  GENERATION  OF  GM. 

The  hydrogen  economy  isn't  a  pipe  dream.  And  it  isn't  the  buzz  du  jour  on  the  front 
page  of  the  business  section.  The  hydrogen  economy  is  the  endgame  of  a  multi- 
faceted  strategy  GM  set  in  motion  years  ago,  with  steps  that  are  real,  progressive, 
and  well-underway. 

Internal  combustion  engine.  GM  has  always  been,  and  will  continue  to  be,  one 
of  the  leaders  in  fuel  economy  and  emissions  technology.  Five  cylinders  delivering 
the  power  of  six.  Six  delivering  the  power  of  eight.  Smarter  systems  available  in 
millions  of  GM  vehicles  right  now.  In  fact,  GM  has  more  car  and  truck  segment  fuel 
economy  leaders  than  any  other  manufacturer* 

Hybrids.  Powered  partly  by  engines,  partly  by  batteries,  hybrids  deliver  improved 
fuel  economy  with  uncompromising  performance.  Last  year  we  announced  an 
aggressive  plan  to  take  some  of  our  most  popular  models  and  offer  hybrid  versions 
of  them.  Cars,  trucks,  SUVs  and  buses  you  already  know  and  trust,  with  an  extra 
boost  at  the  fuel  pump. 

Hydrogen.  The  destination  is  the  hydrogen  economy.  A  generation  of  cars 
and  trucks  powered  by  hydrogen,  where  the  only  emission  is  water  vapor. 
GM  introduced  the  first  fuel  cell-powered  concept  vehicle  nearly  forty  years  ago.  And 
we've  continued  to  push  fuel  cells  forward  ever  since.  Right  now,  a  test  fleet  of  GM 
fuel  cell  vehicles  is  negotiating  traffic  in  downtown  Tokyo  and  Washington,  D.C. 
Right  now,  GM  has  over  five  hundred  engineers  on  three  different  continents 
working  on  hydrogen  solutions. 

We'-e  making  sure  children  today  are  in  cleaner  cars  tomorrow.  And  in  the  driver's 
seat  of  the  hydrogen  economy. 


gm.com 


CHEVROLET    PONTIAC    BUICK    CADILLAC    CMC    OLDSMOBILE    SATURN     HUMMER  SAAB 


'Based  on  Ward's  segmentation  and  2004  model  year  EPA  estimated  mpg  city  and  highway  leaders. 
©2004  GM  Corp.  All  rights  reserved  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors  Corporation 


G3  Genuine  Guide  Gear,  a  manufacturer  of  high-end  back- 
country  ski  equipment  based  in  Vancouver,  British  Columbia, 
uses  cutting-edge  design  and  engineering  to  produce  a  wide 
range  of  items  for  mountain-sports  enthusiasts.  When  G3's 
business  began  taking  off  in  the  United  States,  the  company 
hired  UPS'  to  make  its  cross-border  distribution  simpler, 
smoother  and  more  cost  effective. 


eliminating  multiple  customs  brokerage  fees  and  saving  G3 
more  time  and  money.  The  consolidated  shipments  arrive  at  a 
UPS  facility  in  the  U.S.,  where  they  are  broken  down  into  indi- 
vidual orders  and  shipped  at  domestic  rates  to  specialty  shops 
and  resorts  throughout  the  country. 

In  addition  to  significant  costs  savings,  G3  gained  the 
ability  to  respond  more  quickly  to  customer  orders,  especially 


G3  GEARED  UP  FOR  THE  CHALLENGING 


5-BORDER  LOGIST 


G3's  rapid  growth  and  short  selling  season  presented  them 
with  unique  distribution  challenges.  To  get  orders  into  the  hands 
of  U.S.  customers,  G3  faced  expensive,  time-consuming  obstacles 
that  kept  snowballing  as  the  business  gained  momentum. 

"We  needed  a  solution  that  would  make 
reaching  the  U.S.  as  easy  as  shipping  domes- 
tically," said  G3  President  Oliver  Steffen. 
"We  learned  early  on  that  our  success 
depends  on  partnering  with  people  who  are 
the  best  at  what  they  do,  and  the  people  at 
UPS  are  the  experts  when  it  comes  to 
making  borders  seem  invisible." 

The  UPS  team  worked  closely  with  Steffen 
and  G3  Distribution  Manager  Alice  Wang  to 
tailor  a  UPS  Trade  Direct  "  Cross  Border  solution 
specific  to  their  needs.  They  came  up  with  a 
plan  that  streamlines  the  distribution  process  while  significantly 
reducing  G3's  overall  transportation  costs. 

G3  now  consolidates  all  U.S. -bound  shipments  at  a  single 
UPS  Supply  Chain  Solutions'  distribution  center  in  Canada. 
UPS  then  clears  everything  through  customs  as  a  single  entry, 


"The  people  at 
UPS  are  the  experts 
when  it  comes  to 
making  borders 
seem  invisible. " 

—Oliver  Steffen, 
03  s  president 


crucial  due  to  the  short  selling  season.  UPS  assigned  a 
Preferred  Customer  Associate  to  G3,  so  that  the  company  can 
dial  a  dedicated,  toll-free  number  for  immediate  support 
regarding  invoice  questions,  delivery  status,  service  options 
and  time-saving  ideas.  "All  I  have  to  do  is 
pick  up  the  phone  and  our  UPS  Preferred 
Customer  Associate  is  eager  to  help," 
said  Wang. 

What's  more,  UPS  Supply  Chain  Solutions 
is  integrating  its  specialized  logistics 
management  and  tracking  technologies 
with  G3's  internal  system.  Ultimately,  this 
integration  will  enhance  the  ability  of 
G3  customers  to  place  orders  and  track 
their  shipments. 

Guided  by  the  specialists  at  UPS  Supply 
Chain  Solutions,  G3  can  now  move  more  confidently  into  inter- 
national markets.  Following  the  success  in  Canada,  G3  is  tapping 
UPS  to  reach  customers  in  Europe  more  cost  effectively. 
With  UPS  at  its  side,  there  is  little  doubt  that  G3  will  be  able  to 
scale  new  heights  and  accomplish  its  business  goals. 


©  2004  Untied  Parcel  Service  of  America,  Inc.  UPS,  the  UPS  brandmark,  and  the  color  brown  are  trademarks  of  United  Parcel  Service  of  America,  tnc.  All  rights  reserved. 


JPS  can  help  you  shorten  your 
upply  chain.  For  a  technical 
ixplanation,  see  figures  A.  and  B. 


WHAT  CAN  BROWN  DO  FOR  YOU? 
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At  UPS  Supply  Chain  Solutions" 
we  have  the  full  range  of  expertise 
to  help  you  turn  your  supply  chain 
into  a  strategic  asset. 

Supply  Chain  Design  and 
Planning 

We'll  help  you  take  a  critical 
look  at  your  current  supply  chain. 
Then  work  with  you  to  design  a 
more  effective  model.  One  that 
makes  better  use  of  your 
resources,  and  ultimately  gets 
your  inventory  to  market  faster. 

Logistics  and  Distribution 
Services 

We  can  help  improve  your 
global  distribution  process  by 
finding  better  ways  to  handle 
materials  sourcing,  order  fulfill- 
ment, and  even  final  delivery 
compliance.  We'll  also  make 
sure  your  reverse  logistics  are 
working  just  as  efficiently. 

Transportation  and  Freight 

Whether  you're  shipping  ocean, 
air,  road  or  rail,  our  network 
can  handle  it  all.  We  combine 
ices  with  customs 
varehousing. 
technology 
e  you  visibility  of  your  go 
all  along  the  way. 

International  Trade 
Management 

has  been  helping 
ustomers  trade  internationally 
for  oyer  70  years,  with  customs 
brokerage  services  that  span 
the  world.  All  of  which  means 
faster  customs  clearance,  fe 
cargo  delays,  and  reduced  no 
compliance  fees. 


UPS-SCS.com  1-866-822-5336 
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Side  Lines  

The  Good  Old  Days  My  favorite  gadget  isn't  to 

be  found  in  the  collection  featured  on  the  cover.  Bruce  Upbin, 
who  put  these  vignettes  together,  wanted  something  new- 
fangled, and  the  Singer  model  201  sewing  machine  I  got  from  a 
second-hand  shop  didn't  qualify.  But  it's  quite  a  marvel  of 
mechanical  ingenuity  and  as  deserving  of  a  testimonial  as  those 
cell  phones  and  iPod  docking  stations  (see  p.  72). 

My  machine  emerged  63  years  ago  from  a  vertically  inte- 
grated factory  in  Elizabeth,  N.J.  that  at  one  point  employed 
7,000.  The  factory  has 


long  since  been  aban- 
doned, but  the  appliance 
lives  on,  all  cams  and 
beveled  gears  and  precisely 
machined  shafts.  One  of 
its  nice  features  is  a  total 
absence  of  silicon  chips. 
Thus,  you  don't  need  a  90- 


page  manual  to  turn  it  on. 

Singer  Manufacturing  Co.  was  the  original  multinational. 
Even  in  the  1 9th  century  it  had  a  huge  plant  in  Russia  and  pulled 
in  half  its  revenue  from  abroad.  Fat  with  profit,  it  paid  cash  to 
build  that  factory  in  New  Jersey  and  it  paid  dividends  all  the  way 
through  the  Depression. 

That  was  then.  All  but  done  in  by  Asian  imports,  strikes  and 
aimless  diversifications,  this  mighty  industrial  empire  has  been 
reduced  to  some  remnants  that  changed  hands  a  few  weeks  ago 
for  the  grand  sum  of  $134  million. 

It's  easy  to  get  wistful  about  manufacturing.  When  my 
machine  was  made  28%  of  American  workers  went  to  work  in 
factories.  Now  only  1 2%  do.  This,  in  the  eyes  of  politicians,  rep- 
resents some  kind  of  failure.  Fighting  the  ebbing  tide,  Congress 
just  enacted  a  law  that  grants  a  reduced  rate  to  corporations 
whose  output  consists  of  tangible  goods  made  in  the  U.S. 

Janet  Novack,  who  explains  the  legislation  on  page  68,  is 
contemptuous  of  the  law  and  its  hairsplitting  distinctions.  Take 
our  own  business,  news  production.  Is  that  manufacturing  or 
service?  Gannett's  newspapers  will  probably  qualify  as  tangible, 
says  Chicago  lawyer  Neal  J.  Block,  since  they  are  made  on  giant 
offset  presses;  its  online  sites  might  not.  Surprise:  CBS  qualifies. 
It  probably  never  occurred  to  you  that  its  anchors  manufacture 
anything. 

We  shouldn't  be  so  admiring  of  the  factory  jobs  of  yore. 
They  were  dreary,  low-paid  and  repetitive  and  gave  rise  to  strikes 
for  a  good  reason.  The  safer  course  is  to  admire  the  machines 
that  were  made,  but  be  thankful  that  today  Americans  have  bet- 
ter jobs  designing  phones  and  selling  boom  boxes. 

I/"  ^^^^  EDITOR 
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EN  LI  VET 

was  N EVER      to  chance. 


accurately,  success  was 
ENSURED  with  a  matched 
f&rof  FUNTLOCKS  that  never 
GEORGE  SMITH  S  side. 
You  set,  creating  Spey side  's 
most  priied  whisky  also 


required  the  determination 
to  defend  it  at  any  COST. 
Thankfully.  GEORGE  aw 
his  pistols  won  out  in  the 
end,  leaving  a  LEGACY  of 
whisky  beyond  compare, 


SINGLE  MALT  SCOTC 

WHISKY 


GUARANTEED 
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Readers  Say 


Unco  wed 


We  were  surprised  at  the 
suggestion  that  Mela- 
leuca is  a  "pyramid-sell- 
ing organization"  along 
the  lines  of  Herbalife 
and  Amway  in  "If  You 
Believe"  (Oct.  11,  p.  89). 
That's  as  misleading  as 
suggesting  that  a  cow  is 
similar  to  a  cat  just  be- 
cause both  are  four- 
legged  mammals.  What- 
ever the  similarities  be- 
tween cats  and  cows, 
they  do  not  make  cats  bovine  nor  cows  feline.  It's  the  many  differences  in 
our  business  model  and  culture  that  set  Melaleuca  apart  from  any  multi- 
level marketing  company.  Painting  Melaleuca  as  a  pyramid-selling  orga- 
nization suggests  that  you  don't  understand  the  vital  differences  between 
these  two  divergent  business  models. 

FRANK  L.  VANDERSLOOT 
Chief  Executive,  Melaleuca 
Idaho  Falls,  Idaho 

My  wife  and  I  are  part  of  your  "army  of  part-time  hucksters"  and  have  been 
since  Melaleuca  started  here  a  year  ago.  The  products  are  exceptional  and 
the  prices  are  reasonable.  The  majority  of  Melaleuca  "hucksters"  are  simply 
customers  who  love  the  products  and  continue  to  reorder  them.  We  wish 
Frank  VanderSloot  many  more  millions  in  personal  wealth. 

ROBERT  F.  LINDSAY 
Invercargill,  New  Zealand 


Crank  Call? 

Crossed  Wires  (Oct.  18,  p.  142)  says  that 
VoIP  is  a  viable  replacement  for  primary 
phone  lines.  In  fact,  its  reliability  is 
much  lower  than  landlines'.  Providers 
are  overwhelmed  by  the  relatively  small 
number  of  customers  they  have.  Trans- 
ferring your  existing  number  is  often 
painful  and  results  in  your  disappearing 
from  any  known  phone  listings.  Faxing 
is  undependable.  And  there  is  still  the 
question  of  how  to  implement  911  ser- 
vices, as  VoIP  cannot  tap  into  landline 
911  networks.  VoIP  providers  recom- 
mend you  replace  all  your  handsets  with 
heavy,  expensive  cordless  phones.  This  is 
a  way  to  save  money? 

JEFF  WINSTON 
Sudbury,  Mass. 


Expensive  Strippers 

As  you  note  in  "The  Big  Plunge" 
(Oct.  18,  p.  90),  more  drilling  has  done 
little  to  boost  oil  supply.  An  economist 
may  be  surprised  by  this,  but  not  a 
petroleum  geologist.  Frighteningly,  1980 
was  the  last  year  discoveries  matched  or 
exceeded  annual  consumption.  Higher 
prices  have  had  little  effect  on  oil 
discovery  or  production,  and  not  all 
oil  or  natural  gas  is  equal.  The  goo  from 
a  Texas  stripper  has  little  in  common 
with  sweet  light  Saudi  Arabian  crude. 
Not  only  is  world  production  volume 
increasingly  in  doubt,  but  crude  quality 
is  declining.  This  double  whammy  fore- 
tells higher  costs  of  extraction. 

DELL  ERICKSON 
Minneapolis,  Minn. 
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Where  IP  and  telecom  unite. 
Where  security  is  offensive,  not  defensive. 
Where  e-commerce  is  safe  commerce. 
Where  content  is  mobile  and  personal. 

Where  infrastructure  is  more  intelligent. 
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over  30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  VeriSign  will  be  there,  deploying  the 
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Quakernomics 

"Blubber  Capitalism"  {Oct.  11,  p.  96)  men- 
tions the  Rotch  family  in  New  Bedford.  But 
the  most  successful  Rotch  whaling  mer- 
chant was  William  Rotch  from  Nantucket, 
birthplace  of  the  whaling  industry.  Nan- 
tucket whalers  and  their  heirs  not  only  went 
on  to  retailing  and  petroleum  success,  but 
they  also  include  James  Folger,  founder  of 
Folger's  Coffee,  and  Charles  Coffin,  the  first 
chief  executive  at  General  Electric.  Star- 
bucks Coffee  got  its  name  from  Melville's 
depiction  of  first  mate  Starbuck  of  the  Pe- 
quod,  a  quintessential  Nantucket  Quaker. 
Benjamin  Franklin  was  the  grandson  of 
Nantucket's  Peter  Folger. 

KENT  W.  SEIBERT 
Associate  Professor  of  Business 
Wheaton  College 
Wheaton,  III. 

Patently  Unfair 

"Et  Tu,  Nathan?"  (Oct.  4,  p.  60)  overlooks 
the  plight  of  small  inventors  who  do  not 
have  the  means  or  know-how  to  market  or 
defend  their  patents.  This  allows  a  David  vs. 
Goliath  situation  in  which  large  companies 
will  infringe  a  small  inventor's  patent  and 
when  sued  will  spend  considerable  sums  in 
court  arguing  that  the  patent  is  invalid  or 
trying  to  distinguish  its  use  from  that 
claimed  in  the  patent.  This  is  partly  why 
only  3  of  every  100  patent  suits  ever  make 
;  their  way  to  trial.  Poor  inventors  simply 
|  can't  afford  to  fight  this  protracted  battle, 
j  .  MARK  S.  HOLMES 

I  President,  PatentBridge 

\  San  Francisco,  Calif. 

i 

Mathed  Out 

!  In  "How  to  Stay  Rich"  (On  My  Mind, 
I  Oct.  11,  p.  52)  you  say  it's  difficult  to  make 


the  Forbes  400  list,  more  so 
to  remain  on  it.  Since  1982 
1 3%  of  the  families"  on  the 
list  have  remained  on  it. 
That  leaves  348  slots  for  the 
remaining  200  million  of 
us.  Thus,  0.000174%  of 
people  not  on  the  list  in 
1982  made  the  list  this  year. 
I  like  their  chances  of  stay- 
ing on  the  list  better  than 
my  chance  of  making  it. 

ROBERT  BURPEE 
Worthington,  Ohio 

But  What  Does  "Is"  Mean? 

In  "Caribbean  Splash"  (Nov  I.,  p.  124)  you 
cited  a  figure  of  $360  million  for  Innova- 
tive Communication's  physical  assets.  You 
failed  to  point  out  an  important  part  of 
Innovative's  assets  is  the  franchise  value  of 
a  regulated  monopoly  with  a  guaranteed 
rate  of  return.  A  company  with  a  net 
equity  value  of  over  $500  million  and  an 
EBITDA  of  $120  million  is  not  exactly  a 
candidate  for  bankruptcy — by  anyone's 
definition.  I'm  also  dismayed  you  made  a 
cheap  shot  reference  to  my  role  as  a  for- 
mer adviser  to  President  Clinton. 

LANNY  J.  DAVIS, 
Partner 

Orrick,  Herrington  &  Sutcliffe  LLP 
Washington,  D.C. 

Open-and-Shut  Case 

In  "The  Next  Threat"  (Sept.  20,  p.  70)  I  take 
issue  with  the  statement  regarding  the  abil- 
ity of  a  hacker  to  "open  the  massive  flood- 
gates" of  Arizona's  Roosevelt  Dam.  I'm  the 
security  manager  for  the  Salt  River  Project, 
the  dam's  operator.  Roosevelt  Dam  is  not 
and  has  never  been  connected  to  any  com- 
munications system  that  is  able  to  operate 
any  of  the  gates  at  that  location.  No  system 
exists  that  would  allow  anyone  to  operate 
these  gates  remotely. 

JOE  N.  SMITH 
Manager,  Security  Services 
Salt  River  Project 
Tempe,  Ariz. 
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The  skinny  on  iQue* 
GPS-enabled  PDA. 

Packed  with  unique  organizer  features 
like  detailed  maps,  car  navigation  and 
route-to  appointments,  the  slender  iQue 
fits  today's  busy  business  profile. 
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POWERED 


Palm  OS®-based  PDA  meets  street-smart  GPS  navigator.  And  your  days  of  asking 
for  directions  are  history.  The  Garmin  iQue®3600  and  3200  can  remind  you  of  an 
appointment,  show  the  location  on  a  brilliant  color  map,  and  then  guide  you  there 
with  turn-by-turn  directions  and  voice  prompts.  You  can  even  look  up  street 
addresses,  restaurants,  ATMs  or  the  nearest  coffeehouse.  With  the  iQue  3600  you 
can  record  comments  from  your  client  meeting  or  just  kick  back  and  listen  to  tunes 
on  the  MP3  player.  All  this  in  a  sleek  mobile  device-simply  brilliant. 
iQue.  The  smart  way  to  navigate  your  day.™ 

Go  to  www.garmin.com  for  more  information. 
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A  "find"  feature 
lets  you  search 
for  and  drive  to 
areas  of  interest 


t  * 


The  iQue  3200 
or  iQue  3600 
with  MP3  and 
voice  recorder 


ailable 


through:  ^1  COMPLfSf    (g)  RadioShack 


GARMIN 


NASDAQ  GRMN 


fit 


WE  DIDN'T  BUILD  THIS 
IT.  SYSTEM. 
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ibm.com/ondemand     z  •~~  


Add  a  server  here.  Upgrade  a  storage  solution  there.  Throw  in  a 
database.  And  before  you  know  it,  the  IT  system  that  was  once  your 
pride  and  joy  has  become  an  albatross.  A  complex,  hard-to-manage 
albatross  that's  holding  your  company  ransom.  Time  for  change. 

ME  JUST  BOUGHT  IT.  NO  WAY  WE'RE  REPLACING  IT." 

We're  with  you.  Another  huge  capital  investment  is  not  the  answer. 
Integration  is.  You  have  the  strategies  and  the  systems.  You  just  need 
to  get  your  business  priorities  and  your  technology  aligned.  Cue  IBM 
and  On  Demand  Business.  We'll  help  you  get  more  from  what  you've 
got.  By  linking  departments,  connecting  processes  and  simplifying, 

end-to-end. "GREAT.  BUT  I  CAN'T  START  EVERYWHERE." 

You  don't  need  to.  Integration  is  not  an  all-or-nothing  thing.  Small 
changes  can  reap  huge  rewards.  And  our  experience  and  expertise 
can  help  identify  them.  We  understand  the  procedures  that  make  your 
business  tick.  We  know  infrastructure.  We're  not  fazed  by  complexity. 
We  see  through  it.  Identify  key  issues.  Zero  in  on  the  best  place  to  start 
for  immediate  returns.  Then  make  it  happen.  With  solutions  that  are 
platform  and  system  friendly,  but  more  importantly,  business-strategy 

f  iendly  too  "THAT  WOULD  WORK,  I  THINK!' 

It  would.  We  help  thousands  of  companies  do  it  every  day.  Join 
them.  Create  the  manageable,  affordable,  dependable  infrastructure 
you  always  planned.  You'll  find  all  you  need  at  ibm.com/ondemand 
INSIGHT,  SERVICES  AND  SOLUTIONS  FOR  AN  ON  DEMAND  WORLD. 

S3  DEMAND  BUSINESS 


IBM,  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries.  Other  company,  product  and  service  names  may  be  trademarks  or 
service  marks  of  others.  fc»2004  IBM  Corporation.  All  rights  reserved. 


Only  1  in  7  people  who  apply  to  be  a  Financial  Consultant  at  Smith  Barney  makes  the  cut.  Determination,  focus,  experience.  You  expt 
the  most  of  yourself.  You  should  expect  no  less  of  your  Financial  Consultant.  At  Smith  Barney,  we  often  share  the  first  train  in  the  morning  and  t 
last  one  home  with  our  clients.  It  is  what  happens  during  the  day,  however,  that  defines  the  relationship.  Our  Financial  Consultants  and  clier 
alike  share  a  common  work  ethic  and  will  to  succeed.  Simply  put,  we  don't  just  work  for  you,  we  work  like  you.  Visit  us  at  smithbarney.coi 
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Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


Aiding  an  Ailing  Pharma 


THE  FLU  VACCINE  CRISIS  AND  MERCK'S  RECALL  OF  ITS  ANTI- 
inflammatory  drug  Vioxx  underscore  the  need  for  major  health 
care  reforms.  Otherwise,  we  will  continue  down  the  slippery 
slope  of  slowly  strangulating  our  ability  to  develop  new  life- 
enhancing,  lifesaving  drugs. 

The  causes  of  the  flu  vaccine  shortage  take  no  Sherlock 
Holmes  to  uncover:  de  facto  price  controls,  overregulation  and 
fear  of  lawsuits.  And  although  you'd  never  know  it,  the  Vioxx 
recall  actually  emphasizes  one  of  our  pharmaceutical  industry's 
strengths,  which  is  absent  almost  everywhere 
else  in  the  world — competition. 

Thirty  years  ago  there  were  25  companies 
making  vaccines  for  the  U.S.,  but  today  there 
are  only  one  or  two  suppliers  for  most  of  the 
many  vaccines  used  to  fight  major  diseases. 
Eleven  years  ago  the  Clinton  Administration 
forced  through  legislation  making  Uncle  Sam 
the  major  buyer — about  60% — of  all  pediatric 
vaccines.  The  idea  was  that  this  would  ensure 
greater  vaccination  rates  for  toddlers.  Yet  today 
nearly  one- fourth  of  those  who  should  have 
these  shots  don't  get  them.  So  much  for  gov- 
ernment efficiency  in  delivering  health  care. 
And,  as  happened  with  Medicare,  the  govern- 
ment has  been  relendess  in  cutting  the  prices 
it  will  pay  for  vaccines,  thereby  severely  squeez- 
ing the  producers'  profit  margins.  Also  consider  that  it  takes 
major  money  to  get  into  the  vaccine  business — about  $300  mil- 
lion— and  that  there  is  the  ever-real  threat  of  crippling  liability 
lawsuits,  and  you  understand  why  most  companies  shy  away 
from  this  undertaking.  Trial  lawyers  have  been  effectively  under- 
mining the  immunization  against  frivolous  lawsuits  that 
national  lawmakers  provided  back  in  the  1980s.  Congress  nearly 
shut  the  door  on  trial  lawyers  a  year  ago,  but  it  then  suddenly 
dropped  the  ball  and  hasn't  picked  it  up  since. 

Up  to  now  the  risk-averse,  bureaucratically  muscle-bound 
Food  &  Drug  Administration  has  looked  askance  at  new  advances 
in  the  making  of  vaccines.  Today's  manufacturers  still  employ 
1940s  technologies.  Nonetheless,  several  companies  are  already  far 
along  in  the  development  of  quicker,  more  efficacious  vaccine- 
making  processes,  including,  for  example,  the  use  of  cell  cultures 


But  for  chicken-hearted  FDA,  eggs 
would  be  for  omelettes,  not  vaccines 


instead  of  chicken  eggs.  The  FDA  should  be  encouraging  such 
breakthroughs,  not  indulging  its  current  skepticism,  which  bor- 
ders on  hostility.  Companies  would  then  be  able  to  turn  out  vac- 
cines expeditiously  and  safely  to  meet  demand  just  as,  say,  auto 
manufacturers  can  quickly  ramp  up  production  to  meet  market 
needs.  The  chicken-egg  method  requires  up  to  eight  months  of 
lead  time.  The  new  approaches  will  take  a  fraction  of  that. 

Some  supporters  of  a  bigger  government  role  in  health  care 
claim  that  drug  companies  often  produce  "me-too"  medications 
and  have  cited  Vioxx  and  Celebrex,  both  of  the 
COX-2  inhibitor  class.  Yet  these  two  medica- 
tions are  different,  just  as  cholesterol-fighting 
Lipitor  is  different  and  better — as  time  and 
studies  have  proved — than  Bristol-Myers'  sim- 
ilar Pravachol.  Bristol-Myers'  own  study,  com- 
missioned to  show  that  Pravachol  was  not  infe- 
rior to  Lipitor,  demonstrated  just  the  opposite. 
The  need  to  compete  led  Merck  to  continue 
studying  how  Vioxx  worked  (including  finding 
new  uses)  after  its  original  FDA  approval;  these 
are  the  studies  responsible  for  its  withdrawal. 
As  health  care  expert  Scott  Gottlieb,  M.D.  (who 
will  be  editing  a  health  care  newsletter  for  us) 
has  aptiy  observed,  "Few  new  drugs  reveal  all  of 
their  benefits  [or  downsides]  when  they  are 
first  approved."  Taxotere,  for  instance,  was  orig- 
inally marketed  for  breast  cancer  and  subsequendy  was  found  to 
work  for  prostate  cancer.  The  classic  example,  of  course,  is 
aspirin,  a  medication  for  which  we  continue  to  find  new  uses. 

The  Vioxx  situation  also  underscores  the  need  to  push  for 
more  medical  research  and  development.  Vioxx  worked  well 
for  all  but  a  handful  of  people,  but  that  was  enough  to  poleax  it. 
Scientists  are  on  the  verge  of  enabling  us  to  attack  diseases 
almost  on  an  individual  basis,  thanks  to  molecular  and  genetic 
research  breakthroughs.  Such  precision  will  enormously 
increase  the  effective  treatment  of  a  multitude  of  illnesses, 
particularly  different  types  of  cancer.  Thus  we  would  know 
in  advance  for  whom  a  Vioxx  would  work  and  who  would  be  at 
risk.  The  current  one-size-fits-all  approach  to  drugs  will  give 
way  to  this  laserlike  approach  and  make  today's  methods  seem 
as  outmoded  as  19th-century  medicine. 


The  Apple  for  Disney's  Eye 


WALT  DISNEY  IS  NOW  SEARCHING  FOR  A  SUCCESSOR  TO  CEO 
Michael  Eisner,  and  its  directors  couldn't  do  better  than  to  go  all 
out  to  tap  Steve  Jobs,  cofounder  and  CEO  of  Apple  Computer 


and  CEO  of  Pixar.  Jobs  knows  high  tech,  Hollywood  and  finances 
as  few  Hollywood  moguls  do,  and  he  knows  the  critical  impor- 
tance of  creativity.  Jobs'  understanding  of  technology  would  be 
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crucial.  The  music  industry  hurt  itself  for  years 
by  making  it  impossible  to  download  music 
legally  off  the  Web.  Apple's  iTunes  service  was 
the  right  response.  Jobs  understands  that  when 
we  get  true  broadband  in  this  country,  the  Inter- 
net will  radically  change  radio  and  TV  broad- 
casting, just  as  it's  already  changing  telephony 
and  the  distribution  of  music  and  videos. 


What  about  Apple  Computer?  Despite  last 
summer's  cancer  surgery  (a  success),  Jobs 
remains  enormously  creative  and  energetic. 
He  could  still  head  Disney  and  be,  as  he  is 
now,  Apple's  guiding  spirit.  Walt  Disney  him- 
self was  an  artistic  genius.  The  Disney  com- 
pany needs  that  kind  of  vision  again.  Steve 
Jobs  can  provide  it. 


Homeric  History  of  America's  Rise 


An  Empire  of  Wealth:  The  Epic  History  of  American  Economic  Power — 

by  John  Steele  Gordon  (HarperCollins,  $26.95).  Fantastic,  sweep- 
ing and  absorbingly  informative  history  of  how  America  grew  from 
a  precarious  wilderness  economy  four  centuries  ago  to  the  unprece- 
dented economic  colossus  it  is  today.  Not  even  the  Roman  Empire 
enjoyed  the  global  influence  and  impact  that  America  does  today. 
Our  prodigious  power  comes  from  our  economy.  How  did  we  grow 
so  rapidly?  Our  ascent  was  not  always  smooth.  It  was  punctuated 
and  nearly  undone  by  the  Civil  War  and  the  Great 
Depression,  as  well  as  by  other  upheavals.  But  we 
always  overcame  these  potentially  crippling  hurdles. 

Gordon  tells  this  epic  tale  with  verve  and  authority, 
captivating  any  reader  interested  in  how  we  arrived  at 
where  we  are  today.  His  grasp  of  detail,  ear  for  anec- 
dotes and  understanding  of  the  conditions  necessary 
for  economic  progress  are  impressive.  Some  critics  will 
carp  that  he  doey.  .  ay  enough  attention  to  certain 
industries,  and  of1  ill  attack  several  of  his  interpre- 
tations. But  all  w  to  confess  that  few  others  could  have  painted 
such  a  sweeping  i     as  so  intriguingly  and  with  such  authority. 

Key  to  Ann  ecess  is  our  English  heritage.  By  the  stan- 

dards of  the  1 60  ,  (id  was  a  fluid  society  accustomed  to  a  high 

measure  of  self  lent.  Unlike  France's  and  Spain's  colonial 

policies,  Englan  d's  v  pdash  and  absentrninded — usually  hands- 
off,  but  punctua  :  asional  bouts  of  heavy-handed  regulation. 

Anyone  could  t  Knglish  colonies,  whereas  the  French  and 

Spanish  kept  a  ti  on  immigration  to  theirs.  Colonists  had  to 

fend  for  themse  |  lening  those  characteristics  of  self-govern- 

ment and  self-  in  The  vast  expanse  of  North  America  and  its 

seemingly  boii  avi  tunities  helped  shape  our  optimism. 

Gordon's  re  a  .  such  extraordinary  projects  as  the  build- 
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ing  of  the  Erie  Canal,  which  made  New  York  the  commercial  epi- 
center of  the  U.S.,  are  riveting.  He  engagingly  tells  the  stories  of  such 
giants  as  Thomas  Edison,  J.P.  Morgan  and  Cornelius  Vanderbilt 
(who  taught  the  world  how  to  run  a  railroad  properly),  as  well  as 
those  of  such  lesser-known  but  critical  figures  as  David  Dudley  Field, 
who  laid  the  foundation  of  our  modern  civil  law,  and  Donald  Nel- 
son, who  during  World  War  II  was  the  virtual  "CEO  of  the  Ameri- 
can economy,"  which  vastly  outproduced  allies  and  enemies. 

Gordon  has  a  proper  appreciation  of  how  the  devel- 
opment of  American  law  aided  our  economic  rise  and 
how  the  U.S.  usually  responded  with  constructive 
reform  to  the  enormous  changes  wrought  by  rapid  eco- 
nomic growth  and  innovation.  Particularly  important 
were  the  Supreme  Court  decisions  in  the  early  19th  cen- 
tury that  gave  life  to  the  Constitution's  interstate  com- 
merce clause.  However,  we  didn't  get  everything  right — 
most  notably  the  laws  governing  banking,  which 
reflected  Thomas  Jefferson's  ignorant  antipathy  toward 
banks  and  which  periodically  plunged  the  U.S.  into  devastating  eco- 
nomic disasters.  "In  1994  the  Banking  Reform  Act  finally  freed  the 
American  banking  industry  from  the  last  of  its  Jeffersonian  shackles." 

Gordon  ends  his  book  on  Sept.  1 1 , 200 1 :  "For  the  fourth  time  in 
less  than  a  century,  the  U.S.  was  at  war  with  forces  that  sought  to  pre- 
vent the  spread  of  modernity,  whose  hallmarks  are  democracy  and 
capitalism.  No  one  thought  the  war  would  be  easy  or  short  or  cheap. 
But  all,  except  perhaps  for  a  few  of  its  enemies,  blinded  by  ideology, 
thought  that  the  U.S.  would  prevail  in  this  new  struggle.  As  Cicero 
had  explained  in  the  final  days  of  the  Roman  Republic  2,000  years 
earlier,  'the  sinews  of  war  are  infinite  money'  The  U.S.  economy  at 
the  dawn  of  the  2 1st  century  was  more  nearly  capable  of  producing 
those  sinews  than  any  other  economy  the  world  has  ever  known." 


RESTAURANTS:  GO,  CONSIDER,  STOP 

;/;  tenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 
as  well  as  brothers  Bob,  Kip  and  Tim. 


•  China  Grill— 60  West  53rd  St.  (Tel.:  212-333-7788).  Wonder- 
fully tasty  fusion  fare.  Try  the  dumplings  filled  with  finely 
chopped  broccoli  rabe;  the  tempura  sashimi  (tuna  flash-fried 
in  a  subde  and  aromatic  sauce);  and  the  wok  vegetables.  Yum! 

•  Osteria  Stella- 1 35  West  50th  St.  (Tel.:  212-957-5050).  Delight- 
ful spot  located  between  Radio  City  Music  Hall  and  the  Winter 
Garden  Theatre  that's  the  perfect  place  before  or  after  a  show — 
or  to  just  go  to  on  its  own.  Osteria  Stella  serves  absolutely  terrific 
Italian  peasant  fare.  The  mushroom  cannelloni  is  worth  every 


calorie,  the  grilled  chicken  breast  is  moist  and  tender,  and  the 
panna  cotta  makes  a  scrumptious  finale.  There's  a  brick  oven 
offering  up  thin-crust  pizzas  and  a  beautiful  bar  to  sit  at  for  drinks. 
•  Nick  and  Toni's  Cafe- 100  West  67th  St.  (Tel.:  212-496-4000).  A 
mellow  spot  near  Lincoln  Center  that  knows  how  to  get  you  out 
in  time  for  a  performance  with  no  sense  of  rushing.  Grilled  pears 
and  prosciutto  hits  the  spot  on  blustery  nights;  the  Caesar  salad 
is  straightforward;  and  the  roasted  chicken  with  butternut  squash 
and  steak  with  onions  and  cheese  are  generous  and  delicious.  F 
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NOTHING. 

.  '  Sustainable 
growth  through 

customer  retention 
and  acquisition 
is  your  key  to 

long-term  success. 


SPECIAL  ADVERTISING  SECTION 


The  Next  Bigger  Thin 

New  Technologies  Give.  Companies  a  Competitive  Edge 

FROM  THE  INTRODUCTION  OF  THE  FIRST  TELEPHONE,  IT  TOOK  38  YEARS  TO  REACH  THE 
10  million  customer  mark.  It  took  the  Internet  a  mere  24  months  to  reach  the  same  milestone.  With 
the  rapid  pace  of  technology  adoption,  the  Next  Big  Thing  is  always  just  around  the  corner,  even  as 
we  digest  the  current  Big  Thing. 


REVOLUTIONIZING  WORKPLACE 
COMMUNICATIONS 

This  means  that  solutions  serving  customers  securely  and 
reliably  around  the  clock  —  and  around  the  world  —  are  no 
longer  a  luxury.  They're  a  strategic  necessity  for  companies 
with  far-flung  operations,  partners  and  suppliers. 

"Not  only  that,"  says  Stan  Quintana,  vice  president  of 
managed  security  at  AT&T.  "It's  become  vital  to  meet  the 
needs  of  the  burgeoning  dot-com  generation:  consumers 
unwilling  to  wait  more  than  a  second  or  mouse  click  to  take 
that  call,  grab  that  e-mail,  or  surf  the  Internet." 

Of  all  the  innovations  hitting  the  marketplace  today  —  from 
voice  recognition  to  cybersecurity  —  perhaps  the  one  with 
the  most  profound  impact  in  the  near  term  is  Voice  over 
Internet  Protocol  (VoIP).  "With  VoIP  we're  not  just  converg- 
ing technologies,"  says  Quintana.  "We're  converging  a 
century  of  experiences,  insights  and  wisdom  to  boost 
business  productivity,  profitability  and  competitive  ability." 

The  rollout  of  VoIP  is  seen  as  one  of  the  most  fundamental 
shifts  in  telecommunications  in  decades.  As  the  name 
implies,  VoIP  merges  telephone  calls  with  data,  video,  fax  and 
e-mail  together  onto  a  single  platform,  something  that  not 
only  cuts  costs  but  also  adds  functionalities  barely  imaginable 
a  few  years  ago. 

VoIP  gives  businesses  an  ever-evolving  menu  of  features 
designed  to  improve  collaboration  and  day-to-day  productivity. 
The  constantly  evolving  needs  of  employees  —  whether  they 
change  offices  or  continents  —  can  now  be  managed  with  a 
mouse  click  rather  than  a  technician.  The  top  researchers 
from  your  Irish,  Indian  and  Illinois  operations  can  collaborate 
using  all  the  communications  tools  simultaneously.  A  "Locate 
Me"  service  can  make  sure  that  critical  calls  always  get 
through,  anywhere  in  the  world,  using  only  a  single  phone 
number.  The  "call  log"  keeps  records  of  calls  and  faxes, 
together  with  the  e-mail  "inbox." 


KEEPING  NETWORKS  SECURE 

But  with  growing  reliance  on  the  Internet  comes  the  nee 
for  stepped-up  cybersecurity  measures.  Among  the  mo: 
favored  solutions  in  the  market  today  is  AT&T's  Interne 
Protect.  Because  the  "best  defense  is  a  good  offense,"  th 
system  goes  right  after  viruses  and  worms,  spotting  ther 
just  as  they  start  to  emerge,  before  they  spread  to  the  desl 
top.  Its  proactive  approach  to  cybersecurity  preempts  attack: 
since  it  uses  the  eyes  and  ears  of  the  network  as  the  first  lin 
of  defense.  By  deploying  its  "seek  and  identify"  strategy  2 
hours  a  day,  business  operations  can  be  completely  secure 
before  the  initial  report  of  the  virus  logs  its  first  blog. 

"In  order  to  stay  competitive,  companies  can't  afford  th 
down  time  of  a  cyber  attack,"  says  Quintana.  "That's  why  th 
most  successful  companies  today  have  made  cybersecurity 
front-burner  issue,  employing  solutions  that  are  aggressivs 
proactive  and  relentless." 

STAYING  A  STEP  AHEAD 

Innovations  like  VoIP  and  cybersecurity  protection,  say  th 
experts,  not  only  enable  companies  to  be  more  productiv 
and  competitive.  They  also  help  companies  to  be  more  agile 
flexible  and  imaginative. 

"Our  goal  is  to  deliver  the  type  of  innovations  that  w 
ultimately  make  companies  be  more  innovative,"  say 
Quintana.  "And  we  know  that  only  those  quickest  to  marke 
with  the  Next  RightThmg-will  answer  the  world's  thirst  for  th 
Next  Bigger  Thing." 


The  world's  networking  company5 

att.com/networking 


GAIN  AIIAPTAB1LSTY,  Can  your  network  carry  both  voice  and  data  throughout  the  world?  Can  it 
ease  you  into  IP  telephony  at  your  own  pace,  while  still  giving  you  the  reliability  and  security  you 
expect?  Can  it  deliver  new  business  applications  that  provide  greater  return  on  investment  than  you 
may  have  thought  possible?  AT&T  has  the  networking  expertise  to  deliver  VoIP  services  and 
applications  that  interoperate  with  the  industry's  leading  VoIP  equipment  providers.  Plus,  the  capacity 
to  carry  all  your  applications  forward-no  matter  how  heavy  the  load.  CAN  YOUR  NETWORK  DO  THIS? 


For  a  network  that  can,  call  1-888-889-0234 


The  world's  networking  company5"  att.com/networking 


Other  Comments 


Invention  breeds  invention. 

—RALPH  WALDO  EMERSON 


Keeping  the  Peace  China  [is  embarking]  on  its  first 
full-fledged  United  Nations  peacekeeping  mission.  A  group  of 
125  Chinese  police  officers  will  soon  arrive  in  Haiti.  The  Carib- 
bean-bound officers  of  the  People's  Armed  Police  were  rigor- 
ously chosen.  During  their  three- month  training,  they  were  given 
lessons  in  French  (but  not  Creole,  the  language  most  commonly 
used  in  Haiti).  More  importantly,  they  were  brought  up  to  speed 
on  international  norms  of  peacekeeping,  with  instructions  on 
how  to  maintain  order,  diplomatic  protocols  and  human  rights. 

That's  correct.  Human  rights.  While  China's  security  forces  con- 
tinue to  squash  the  rights  of  Chinese  citizens  at  home,  often  brutally, 
its  police  will  protect  human  rights  in  Haiti  and  help  rebuild  the 
country's  judicial  system.  Many  in  China  must  hope  that  the  lessons 
learned  en  route  to  Haiti  might  someday  be  applied  back  home, 
where  they  are  just  as  sorely  needed.  But  don't  hold  your  breath. 
Contradictions  have  never  seriously  bothered  regimes  like  China's. 

— Far  Eastern  Economic  Review 

A  Closer  Look  Man  will  become  better  only  when  you 
will  make  him  see  what  he  is  like. 

—ANTON  CHEKHOV 

Contagious  Crisis?  Americans  are  angry  about  the 
sudden  shortage  of  flu  vaccine,  and  well  they  should  be.  But  we 
hope  they  don't  fall  for  the  current  story  line  that  this  is  all  the  fault 
of  a  single  company  and  its  British  factory.  The  real  problem  lies 
with  a  political  class  that  has  driven  all  but  a  handful  of  companies 
out  of  the  vaccine  business.  The  main  question  for  public  health 
ought  to  be  how  did  we  arrive  at  a  place  where  closing  a  single  plant 
can  endanger  so  many  people?  The  answer  is  that  any  company 
brave,  or  foolish,  enough  to  make  vaccines  has  had  to  run  an  obsta- 
cle course  of  price  controls,  regulation  and  tort  lawyers.  Until  Con- 
gress and  federal  officials  come  to  grips  with  these  fundamental 


problems,  life-threatening  vaccine  shortages  will  continue  to  occur. 

As  deadly  as  the  flu  is,  consider  the  dangers  of  such  infec- 
tious diseases  as  measles  or  whooping  cough.  Those  are  the  next 
outbreaks  to  worry  about  if  Washington  keeps  blaming  every- 
one but  itself  for  the  vaccine  crisis. 

— Wall  Street  Journal 

*  *  * 

Many  opportunities  develop  only  after  a  crisis  comes  along  to 
sharpen  our  resolve.  For  years  the  government  gave  vaccine  mak- 
ers short  shrift,  cutting  reimbursement  rates  for  inoculations, 
ignoring  mounting  liability  costs  and  hobbling  the  vaccine  makers 
with  regulations.  The  result  was  that  everyone  got  out  of  the  busi- 
ness. Few  realized  what  that  meant  until  [recendy],  when  Ameri- 
cans found  out  for  the  first  time  that  we  were  dependent  for  our 
flu  vaccine  on  a  manufacturer  whose  factory  floor  we  did  not  even 
control.  The  policies  that  led  us  down  the  primrose  path  are  going 
to  be  revisited  over  the  coming  months  in  a  series  of  congressional 
hearings,  and  so,  too,  should  the  prospects  for  biotech  businesses 
that  are  still  willing  to  practice  this  precarious  trade. 

—SCOTT  GOTTLIEB,  M.D.,  American  Enterprise  Institute, 

Forbes.com 

Beltway  Bandits  There  is  no  distincdy  American  crim- 
inal class — except  Congress. 

—MARK  TWAIN 

Defining  Moments  On  July  4, 1828,  Charles  Carroll  of 
Carrollton,  the  last  surviving  signer  of  the  Declaration  of  Indepen- 
dence, turned  the  first  shovelful  of  earth  for  the  Baltimore  and  Ohio 
Railroad.  The  ceremonies  were  a  curious  mixture  of  the  old  and  the 
new.  Carroll  himself  was  ninety-one  and  insisted  on  still  wearing 
the  knee  breeches  of  the  days  of  his  prime,  although  they  had  gone 
out  of  fashion  three  decades  earlier.  Although  the  B&O  was  to  be 
privately  financed,  its  beginning  was  publicly  celebrated  and  the 
vast  procession  leading  to  the  ceremony  was  arranged  by  craft  and 
profession,  like  the  medieval  guild  parades  of  English  cities.  But  the 
technological  undertaking  being  solemnized  was  as  new  as  could 
be  and  would  make  a  new  economic  world  in  a  mere  generation. 

Carroll  sensed  it.  "I  consider  what  I  have  just  now  done,"  he 
told  the  crowd,  estimated  by  the  newspapers  at  fifty  thousand, 
"to  be  among  the  most  important  acts  of  my  life,  second  only  to 
my  signing  the  Declaration  of  Independence,  if  indeed,  it  be 
even  second  to  that." 

—JOHN  STEELE  GORDON,  An  Empire  of  Wealth 

Furthering  Freedom  Every  sort  of  mastery  is  an 
increase  of  one's  freedom. 

—HENRI  FREDERIC  AMIEL  F 
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We  can  see  a  blackout  coming  from  miles  away. 


A  remarkable  satellite-based  monitoring  system  from  ABB  helps  utilities  get  an  early  look  at  potential 
power  outages  before  they  can  become  wide-spread  disturbances.  No  wonder  ABB  technologies  are 
installed  on  over  two-thirds  of  North  America's  electrical  grid.  Preventing  problems  is  just  one  of  the 
ways  we  deliver  competitive  advantage  to  our  customers.  Over  100,000  power  and  automation  professionals 
around  the  world.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 


www.abb.us 
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Lee  came  with: 

A  retirement  plan  that  relied  solely 
on  401(k)s  and  IRAs. 


ADVICE  AND 
PLANNING 


ESTATE 

PLANNING 

SERVICES 


BEYOND 
BANKING 


BUSINESS 
FINANCIAL 
SERVICES 


CREDIT  AND 
LENDING 


TRACKING 
PROGRESS 


TOTAL  MERRILL 


Client  profile  simulations  are  for  illustration  of  wealth  management  services  available  at  Merrill  I 
vary.  Merrill  Lynch,  Pierce,  Fenner  &  Smith  does  not  provide  legal  or  tax  advice.  You  should  consul 
SIPC.  Total  Merrill  and  Total  Merrill  design  are  service  marks  of  Merrill  Lynch  &  Co.,  Inc. 


Merrill  L, 


Lee  left  with: 

An  adjustable-rate  mortgage  on  his  beach  condo, 
freeing  up  money  for  his  retirement  nest  egg. 

An  annuity  to  ensure  a  steady  flow  of  income 
after  he  stops  working. 

A  tax-advantaged  estate  plan,  coordinated  with 
his  attorney  and  tax  advisor,  so  children  and 
grandchildren  inherit  more  of  what  he's 
worked  for. 

Confidence  that  all  the  pieces  of  his  financial 
life  are  working  for  his  retirement  plan. 


wer  and  fewer  of  my  clients  are  planning  a  traditional  retirement.  So  I  advise  them 

look  beyond  traditional  retirement  aCCOUntS.  Retirement  is  not  defined  by  being  65  anymore, 
le  of  our  clients  are  retiring  early.  Some  of  them  are  working  longer.  With  Total  MerriliSM,  we  can  help  make  all  of  their 


ley  work  together  to  realize  rhe  full  potential  of  their  new  retirement." 


-Debra  Jorgensen, 
Merrill  Lynch  Financial  Advisor 


all  a  Merrill  Lynch  Financial  Advisor  or  1-800 -MERRILL.  Or  visit  www.totalmerrill.com 


d  is  not  an  offer  to  sell,  nor  an  invitation  to  apply  for,  any  particular  product  or  service.  Client  experiences  and  results  may 
ttorney  or  tax  advisor  regarding  your  particular  situation.  ©2004  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated.  Member, 


WE'RE  PUTTING  COMPUTER 
R&D  WHERE  IT  BELONGS. 


In  your  Business . 


Dancing  robots  and  Artificial  Intelligence  make  great  press 
release  material,  but  what  exactly  do  they  do  to  improve 
your  business? 

At  Fujitsu,  we're  concerned  with  R&D  that  helps 
ClOs  run  their  business  more  efficiently.  In  fact,  we  invest 
billions  of  dollars  annually  in  developing  technology  solu- 
tions and  providing  the  right  products  for  our  customers 
to  achieve  maximum  enterprise  performance.  This  R&D 
effort  is  the  foundation  of  the  Fujitsu  PRIMEPOWER" 
and  PRIMERGY*  server  lines,  which  deliver  mission-critical 
reliability,  availability  and  serviceability. 

Thanks  to  our  real-world  R&D  philosophy,  we've 
become  a  company  that  offers  ClOs  the  high-performance 
mobile  computers,  scalable,  reliable  servers,  and  managed 
and  professional  services  they  need. 

if  you  are  looking  for  an  IT  partner  whose  R&D 
investment  actually  does  your  company  some  good,  visit 
us.fujitsu.com/computers/RD  or  call  I -800-83 1 -3 1 83. 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


PRIMEPOWER"  Servers 


LifeBook  Notebooks 


Stylistic"  Tablet  PCs 


PRIMERGY'  Servers 


©2004  Fujitsu  Computer  3/stems  Corporation.  All  rights  reserved  Fujitsu,  the  Fu|Ksu  logo  and  LifeBook  are  registered  trademarks  of  Fujitsu  Limned  PRIMEPOWER  is  a  trademark  or  registered  trademark  of 
Fujitsu  Limrted  irt  the  Unted  itites  and  other  countries.  Sylistic  is  a  registered  trademark  of  Fujitsu  Computer  Systems  Corporation  PRIMERGY  is  a  registered  trademark  of  Fujitsu  Siemens  Computers  GmcH. 


Current  Events 


By  Ernesto  Zedillo,  former  president  of  Mexico 
Director,  Yale  Center  for  the  Study  of  Globalization 


Resilience  Is  Not  Forever 


IMAGINE  IT'S  THE  EARLY  FALL  OF  2000,  AND  YOU'RE  ASKED  TO 
play  futurologist  and  determine  how  the  world  economy  will  look 
in  four  years'  time.  To  make  your  task  easier  a  soothsayer  whis- 
pers that  the  long  expansion  of  the  1990s  is  about  to  end  in  a 
resounding  bust  of  the  dot-com  bubble;  all  the  major  world 
economies  for  the  first  time  in  many  years  will  soon  be  in  reces- 
sion simultaneously;  the  world  will  be  shocked  politically  and  eco- 
nomically by  horrendous  terrorist  attacks  on  U.S.  territory;  finan- 
cial markets  will  be  further  challenged  by  both  the  biggest 
sovereign  debt  default  and  the  largest  private-sector  bankruptcies 
in  history,  not  to  mention  nasty  corporate  scandals;  the  U.S.  will 
fight  not  one  but  two  regional  wars  with  significant  geopolitical 
consequences;  and  in  four  years  the  price  of  oil  will  be  50%  higher. 

Had  you  believed  your  soothsayer's  dire  pronouncements, 
your  predictions  for  2004  would  probably  have  been  terribly 
gloomy,  to  say  the  least.  Well,  as  we  all  know,  those  disasters  did 
occur,  but  a  shattered  global  economy  in  2004  did  not  result.  That's 
not  to  say  that  the  road  from  the  end  of  the  dot-com  euphoria  has 
been  painless.  However,  global  growth  in  2004  will  be  the  highest 
it's  been  in  nearly  30  years,  and  inflation — despite  the  recent  explo- 
sion in  commodity  prices — remains  at  historically  low  levels. 

Causes  of  Resilience 

By  any  measure,  the  international  economy  since  2000  has  exhibited 
unprecedented  resistance  to  some  ugly  shocks.  Exploring  the  rea- 
sons for  this  is  not  an  idle  exercise,  as  we  can  gain  valuable  insights 
for  the  future.  I  submit  that  the  world  economy  has  been  able  to 
weather  these  storms  because  important  reserves  for  maneuvering 
had  previously  been  built  into  the  system.  Take  the  U.S.  economy, 
the  chief  global  locomotive.  Its  recession  in  2001  was  one  of  the 
shortest  in  history,  and  not  too  long  afterward  the  U.S.  was  able  to 
lead  the  global  recovery.  Ample  fiscal  stimulus — through  sizable 
tax  cuts  and  increased  government  expenditures — coupled  with 
expeditious  monetary  accommodation  were  absolutely  crucial  to 
shortening  the  valley  of  the  business  cycle  and  avoiding  a  much 
bigger  economic  disruption.  Fiscal  laxity  was  possible  and  effec- 
tive, however,  because  the  slowdown  and  subsequent  unsavory 
surprises  found  the  American  economy  in  a  position  of  great  fiscal 
strength,  with  a  sizable  fiscal  surplus  and  a  declining  public  debt. 
This,  along  with  the  enormous  reserve  of  credibility  that  U.S.  mon- 
etary authorities  had  built  over  many  years  through  their  firm  stand 
against  inflation,  was  also  the  reason  monetary  expansion  could 
proceed  aggressively  without  fueling  inflationary  expectations. 
The  increasingly  successful  globalization  of  newly  emerging  eco- 


nomic powers  created  other  reserves  of  resilience,  most  notably  China 
Depending  on  the  method  of  measurement,  this  country's  growth 
alone  is  responsible  for  up  to  a  third  of  the  total  increase  in  global 
output  since  2001.  To  no  minor  extent,  China's  dynamism  com- 
pensated for  the  sluggishness  registered  in  other  parts  of  the  world. 

Having  endured  the  storm  pretty  well,  will  the  world  econ- 
omy be  able  to  sustain  the  recovery  and  avoid  a  major  derailment 
if  confronted  with  another  major  shock?  Risks  on  the  downside 
abound.  Much  higher  oil  prices,  episodes  of  violent  conflict  that 
have  significant  geopolitical  consequences,  the  fragility  of 
Europe's  and  Japan's  recoveries  and  doubts  about  China's  land- 
ing (will  it  be  hard  or  soft?)  from  its  present  investment  boom 
are  some  of  the  elements  in  the  risk  agenda  for  the  near  future. 

Unsustainable  Borrowing  Binge 

Yet,  for  good  reason,  the  biggest  concern  stems  from  the  global 
imbalance:  a  huge  current  account  deficit  in  the  world's  biggest 
economy,  the  U.S.,  coupled  with  sizable  surpluses  in  practically  all 
the  other  major  economies,  developed  or  emerging.  Since  the  cur- 
rent account  deficit  reflects  the  excess  of  expenditure  over  income,  it 
only  comes  with  increasing  U.S.  indebtedness,  which,  logically,  can- 
not continue  forever.  Part  of  this  imbalance  is  a  reflection  of  the  fact 
that  the  U.S.  economy,  because  of  its  sustained  growth  in  productiv- 
ity and  other  structural  strengths,  is  considered  to  be  a  more  attrac- 
tive place  to  invest  than  anywhere  else.  But  there  is  more  to  it;  for  too 
long  the  U.S.  has  had  a  declining  savings  rate,  a  trend  that  recently 
has  been  accentuated  sharply  by  a  mushrooming  fiscal  deficit. 

Inevitably  that  trend  will  be  corrected.  The  choice  is  not 
between  adjusting  or  not  adjusting,  it's  between  orderly  or  chaotic 
adjustment.  At  the  end  of  the  day,  the  latter  is  much  more  painful 
than  the  former.  Orderly  adjustment  is  not,  of  course,  a  piece  of 
cake.  It  requires  recognizing  that  sooner  rather  than  later  fiscal 
deficits  do  matter,  that  an  expansive  monetary  policy  can  become  a 
curse  rather  than  a  cure  and  that  no  currency  has  the  eternal  confi- 
dence of  investors  divinely  bestowed  upon  it.  Harsh  decisions  must 
be  made  to  confront  these  mulish  certitudes.  Macroeconomic  coor- 
dination with  the  relevant  countries  would  go  a  long  way  toward 
easing  the  pain  of  adjustment.  Admittedly,  in  the  short  term  even 
orderly  adjustment  would  be  accompanied  by  slower  economic 
growth.  But  if  you  dislike  this  scenario,  consider  the  alternative: 
a  messy  combination  of  much  higher  interest  rates,  high  inflation, 
financial  panic,  rampant  protectionism,  a  long  recession  and  even- 
tually, in  order  to  fix  the  mess,  a  much  tighter  belt.  Better  to  admit 
now  that  resilience  does  not  last  forever,  and  act  accordingly.  F 


I  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 
J/OTDtS    of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
I  rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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The  Inter  Itanium"  2  processor. 
It's  all  about  performance. 

The  Intel  Itanium  2  processor  is 
engineered  for  data-intensive 


applications.  With  addressable  memory  up  to 
one  petabyte.  And  support  for  over  1,600 
of  today's  leading  database  and  enterprise 

applications  and  tools.  All  at  reduced 
cost  over  RISC  solutions.  For  specs  and  case 
studies,  visit  intel.com/business. 
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Digital  Rules 

By  Rich  Karlgaard,  publisher 


Bush:  Push  Congress 


IF  GEORGE  BUSH  WINS  THE  ELECTION,  HE  WON  IT  ON  OCT.  15. 
On  that  day  political  junkies  opened  their  newspapers  to  learn 
the  Democrats  had  capitulated.  Okay,  the  Dems  didn't  exactly 
toss  in  the  towel  in  mid-October.  But  they  did  the  nearest  thing 
to  it — they  began  offering  excuses  for  their  defeat. 

John  Kerry's  loss  would  occur  (sighed  weary  Dems)  because 
evil  Republicans  had  plans  to  suppress  African- American  voter 
turnout.  Oh,  my.  New  York  Times  columnist  Paul  Krugman 
sadly  noted  this  development  in  his  Oct.  15  screed.  Just  how 
Krugman  knew  of  voter  intimidation  two  and  a  half  weeks 
before  the  election  is  less  clairvoyant  than  it  appears.  The  Demo- 
cratic National  Committee  had  put  out  a  memo  to  this  effect, 
urging  its  campaign  directors  to  hurl  the  charge.  Don't  wait  for 
actual  evidence,  said  the  memo.  Do  it  as  a  "preemptive  strike." 
Don  a  sour  face  before  the  TV  camera  and  shout  racism. 

During  the  last  week  of  the  2000  campaign,  Bush  had  been 
coasting  to  victory  with  a  7%  lead.  Then  came  news  about  a 
decades-old  drunken-driving  charge.  His  lead  was  cut  in  half  by 
Election  Day.  Still,  it  was  a  lead.  Yet  Al  Gore  got  more  popular  votes 
(second  only  to  Ronald  Reagan  in  1984).  What  happened?  Black 
voter  turnout  was  larger  than  expected.  African-Americans  had 
always  liked  Bill  Clinton,  and  Gore's  campaign  manager,  Donna 
Brazile,  an  African-American,  was  adept  at  Election  Day  turnout. 

Kerry  holds  little  appeal  for  black  Americans.  He  employed  no 
senior  black  aides  in  his  campaign.  Hollywood  couldn't  script  a 
stiffer  "white  man"  persona  than  the  dour  New  England  senator's. 
Of  course,  this  is  surface  stuff.  The  real  reason  Kerry  doesn't  light 
up  black  voters  is  that  these  voters  have  done  well  under  the  Bush 
Administration.  The  gap  in  incomes  has  continued  to  close  under 
Bush,  remarkably  so  when  you  compare  blacks  and  whites  of  sim- 
ilar education.  Black  home  ownership  is  at  record  levels. 

Further,  Bush's  evangelical  Christianity  is  in  accord  with  the 
values  of  many  upwardly  striving  blacks.  The  link  between  faith- 
based  morality  and  prosperity  is  strongest  for  those  trying  to  attain 
prosperity  for  the  first  time.  Poor  blacks  pay  the  heaviest  price 
for  personal  bouts  with  alcohol,  drugs,  gambling  and  sex.  But 
change  a  person's  moral  compass,  and  his  direction  will  follow. 

McKinley-Era  Protectionists 

Count  me  as  a  hard-core  Reagan  fan  and  lifelong  Republican  who 
is  . . .  well,  uneasy  that  my  party  so  dominates  government.  I  came 
of  political  age  in  the  late  1 970s,  when  the  country  was  in  a  funk 
and  you  could  blame  Democrats  because  they  ran  everything. 
The  scent  of  a  reformist,  conservative  revolution  was  in  the  air.  In 
1978  Californians  voted  to  limit  their  property  taxes.  That  same 
year  a  U.S.  congressman  from  Wisconsin,  Bill  Steiger,  got 
legislation  passed  lowering  the  capital  gains  tax  from  49% 


to  28%.  Capitalism  was  experiencing  a  revival.  It  was  becoming 
cool  again.  Even  hippies  like  Steve  Jobs  were  discovering  its  joys. 

George  Bush  is  a  capitalist  by  heart  and  a  genuine  reformer. 
His  vision  of  an  Ownership  Society  is  based  on  entrepreneurial 
values  and  is  right  for  these  times.  The  U.S.  needs  to  stay 
reformist  and  nimble  to  compete  in  the  global  economy.  The 
problem  isn't  with  Bush.  It's  with  the  Republican  Congress  and 
some  members  of  his  Cabinet  (such  as  Treasury  Secretary  John 
Snow,  described  to  me  by  a  former  Reagan  official  as  a  "mercan- 
tilist thug").  Too  many  Republicans  in  power  have  begun  to  act 
like  descendants  of  old  McKinley-era  protectionists.  Examples: 

•  After  Sept.  1 1, 2001  Congress  capped  foreign  visas.  The  cap  for 
2004  was  a  puny  65,000  (versus  the  previous  year's  195,000)  and 
was  exhausted  on  Feb.  1 7.  Very  shortsighted,  this.  More  than  half 
of  the  master's  and  Ph.D.  degrees  granted  in  engineering  and 
sciences  at  American  universities  go  to  foreign  students. 
Through  grants  and  scholarships  the  U.S.  taxpayer  trains  for- 
eigners and  sends  them  packing.  We  invest;  India  gets  the  return. 

•  In  1997  a  Republican-controlled  Congress  gave  television 
broadcasters  the  exclusive  rights  to  digital  spectrum  worth  scores 
of  billions  of  dollars.  This  year  Congress  let  broadcasters  also  keep 
their  free  analog  spectrum,  worth  scores  of  billions  more.  The 
giveaway  has  occurred  in  a  country  where  only  10%  of  Americans 
watch  TV  with  rabbit  ears.  Meanwhile,  as  the  valuable  spectrum 
goes  unused  in  TV  wasteland,  new  technologies  such  as  Wi-Fi  and 
Wi-Max  must  crowd  into  tiny  slivers  of  unregulated  spectrum. 
This  is  one  reason  the  U.S.  is  slipping  down  the  charts  in  broad- 
band per  capita.  We're  now  1 1th  in  the  world,  and  dropping. 

•  Congress  (and  Republican  state  legislators)  have  a  penchant  for 
favoring  old  technology  over  new.  They  can  be  counted  on  to  side 
with  radio-station  owners  over  XM  radio,  with  car  dealers  over 
online  alternatives,  with  television  broadcasters  over  broadband. 

The  Republican-controlled  Congress  also  has  done  good 
things,  of  course.  Passing  tax  cuts  and  extending  accelerated 
depreciation  have  boosted  the  economy.  And  in  case  you're 
wondering  if  I've  gone  wobbly — no,  I  don't  think  a  Democrat- 
controlled  Congress  would  be  any  more  reformist.  It  likely 
would  be  worse.  Still,  the  Republicans  need  to  pick  up  the  pace 
of  reform  or  the  recovery  will  run  out  of  gas. 

Here's  an  idea.  Send  Congress  to  Shanghai  and  Bangalore 
once  a  year  for  three  years  to  witness  the  pace  of  progress — a 
pace  not  seen  since  the  U.S.  supplanted  England  in  economic 
leadership.  That  should  be  a  wake-up  call. 

P.S.  If  John  Kerry  wins  the  election,  I  will  eat  this  page  at  the 
Forbes  CIO  Forum  in  New  York  on  Dec.  2. 


JmOX"J)C§  |  Visit  Rich  Karlgaard's  home  page  at  www.life2where.com 
or  e-mail  him  at  publisher@forbes.com. 
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Together,  We  Can 


Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


Asia-Pacific  Economic 
Cooperation 

The  members  of  the  U.S.  National 
Center  for  Asia-Pacific  Economic 
Cooperation  (APEC)  wanted  to 
demonstrate  how  companies  could 
improve  the  visibility  and  efficiency  of 
global  supply  chains  that  cross  the  ports 
and  borders  of  the  21  APEC  economies, 
and  still  meet  the  latest  trade  security 
standards.  BearingPoint  determined 
that  using  Radio  Frequency  Identification 
(RFID)  sensors  improved  cargo  security 
and  generated  dramatic  savings  for 
importers  ranging  up  to  US$2,000 
per  container.  These  are  the  kinds  of 
results  that  make  the  difference. 


GLOBAL  TRADE  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


©  2004  BearingPoint,  Inc.  AH  rights  reserved. 
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REATE   1HE  TUTURE. 
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MetLife 


AGF 


After  a  decade  of  rapid  growth,  MetLife 
needed  to  transform  its  financial  analytic 
and  reporting  operation.  BearingPoint 
teamed  with  MetLife  to  evaluate,  design  and 
deploy  a  world-class  solution  that  would 
support  MetLife s  growth  and  its  vision: 
consistent,  timely  and  accurate  reporting. 
The  refined  controls  and  processes  help 
MetLife  to  effectively  respond  to  changing 
regulations  and  to  keep  its  reputation  for 
reliable  service.  These  are  the  kinds  of 
results  that  make  the  difference. 


FINANCE  TRANSFORMATION. 
EMPOWERED  BY  BEARINGPOINT. 


CONSULTING    SYSTEMS  INTEGRATION    MANAGED  SERVICES 


When  AGF  Funds  Inc.  faced  a  maturing 
financial  services  industry,  they  needed 
innovative  ways  to  better  connect  with, 
and  service  the  needs  of  financial 
advisors.  The  financial  services  firm 
engaged  BearingPoint  to  assist  in  the 
integration  of  an  industry-leading 
customer  relationship  management 
system  designed  to  successfully  integrate 
sales,  marketing,  call  center  service  and 
operational  processing.  These  are  the 
kinds  of  results  that  make  the  difference. 

CUSTOMER  RELATIONSHIP  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


BearingPoint 


EXPERIENCE  BEARINGPOlNT.COM    Business  and  Systems  Aligned.  Business  Empowered.' 


Informer 

INFORMER@FORBES.COM 

Welcome  to  Western  Society 

Xinhua  Financial  Network,  affiliate  of  the  Chinese  government's 
Xinhua  propaganda  arm,  has  asked  a  New  York  federal  court  to 
block  an  Internal  Revenue  Service  summons  for  records  con- 
cerning Loretta  Fredy  Bush  (no  kin  to  W.),  an  expatriate  U.S. 
entrepreneur  from  Utah  who  has  overseen  XFN's  overseas 
expansion  (Feb.  16).  The  summons  seeks  records  from  United 
Business  Media,  the  British  parent  of  PR  Newswire,  which  also 
owns  part  of  XFN.  Court  papers  allege  the  feds  are  inquiring 
overbroadly  about  such  matters  as  stock  sales  and  income 

involving  Bush  as  well  as 
other  Xinhua  executives 
and  "one  other  U.S.  per- 
son" who  isn't  named.  The 
timing  could  be  better;  at 
press  time  Xinhua  Finance, 
which  lists  Bush  as  its  chief 
executive,  was  about  to  list 
its  shares  on  a  Japanese 
stock  exchange.  Comment 
was  not  forthcoming. 

— Janet  Novack  and 
William  P.  Barrett 

So  Much  for  the  Lubbock  Yacht  Club 

A  judge  in  Lubbock,  Tex.'s  taxpayer-friendly  federal  court  has 
rejected  a  bid  by  the  feds  to  dismiss  the  $  1 2  million  tax  refund 
case  of  Bobby  G.  Stevenson  on  grounds  he  should  have  brought 
it  in  Colorado,  where  he  formerly  headed  IT  firm  Ciber.  Steven- 
son admitted  he  spent  40  or  fewer  nights  a  year  in  Lubbock — 
where  he  grew  up  and  owns  houses — kept  pricier  residences  and 
his  car  collection  in  Colorado,  saw  doctors  there  and  spent  far 
more  time  on  his  oceangoing  yacht,  M/Y  Sweet  Pea,  sailing  the 
seven  seas  than  he  did  in  the  landlocked  Texas  Panhandle.  But 
"sufficient  means  to  travel  and  maintain  properties"  elsewhere 
doesn't  negate  a  Texas  residency,  Judge  Sam  R.  Cummings 
wrote,  citing  Stevenson's  voter  and  driver  registrations  in  Lub- 
bock. A  settlement  is  said  to  be  near.  — J.N.  and  W.P.B. 


ing:  Fredy  Bush. 


Unlike  the  2000  Election  in  Florida 

A  hundred  New  York  University  students 
showed  up  recently  to  hear  a  pitch  by 
three  executives  of  the  fledgling  IndTV 
network  of  Al  Gore.  They  were  seeking  to 
fill  entry-level  "digital  correspondent" 
positions.  The  trio  said  the  startup  would 
"change  the  future  of  TV"  but  offered 
very  few  specifics  about  programming, 
focus  areas  or — key  to  the  audience — 
salary  levels.  Was  there  a  less  than  thun- 
dering response?  Weeks  later  the  recruiters  sent  out  an  e-mail 
message  to  attendees  in  which  they  extended  the  time  for  appli- 
cations. The  note  pleaded,  "We  will  not  reject  you  if  you  miss 
the  deadline  by  a  day  or  two."  — Tatiana  Serafin 

Cabooses  in  Nooses 

Sharply  rising  prices  have  caused  some  consternation  in  the 
small,  perhaps  odd,  fraternity  of  collectors  who  buy  cabooses. 
As  recently  as  just  a  few  years  ago,  downsizing  railroads  were 
practically  giving  them  away.  A  few  thousand  dollars  could  buy 
a  fine  vintage  specimen,  suitable  for  personal  use  or  museum 
display.  But  with  no  one  making  cabooses  anymore,  the  prolif- 
eration of  short-line  railroads  has  dramatically  shrunk  the  sup- 
ply of  available  merchandise  to  buy.  Nowadays,  $  1 5,000  is  not 
an  uncommon  asking  price.  — Alan  Farnham 


The  Biggest  Winners:  Lawyers 

Aamer  Latif,  ousted  head  of  network  storage  device  maker  Nishan 
Systems,  has  maintained  a  Web  site  called  enronvalley.com  to 
rail  against  what  he  sees  as  corruption  among  venture  capitalists 
in  Silicon  Valley.  He  alleges  several  sabotaged  his  firm  with  sweet- 
heart deals  to  make  a  killing.  They  in  turn  claim  Latif 's  mercurial 
behavior  forced  a  distress  sale  to  rival  McData  and  an  estimated 
20%  haircut  of  their  investment.  A  judge  rejected  Latif 's  first  law- 
suit against  the  VCs  without  a  trial,  but  Latif  refiled  the  papers 
with  different  wording.  —David  Whelan 


Crime  Using ..aPen_lnstead_of_a  Gun 


The  overall  national  crime  rate  may  be  down,  but  judging  from  news  accounts  of  recent  criminal  sentencings  over  a  mere 

25-day  period,  cases  involving  allegations  of  embezzlement  remain  a  robust  component  of  illicit  behavior.  —W.P.B. 


DEFENDANT/LOCATION/OCCUPATION 

STOLEN 

MONEY  WENT  FOR 

PRISON  TIME 

Alexis  Arlett/Montgomery  Twp.,  N.J./investment  adviser 

$3,300,000 

jewelry,  paintings,  clothing 

50  months 

Nancy  Ballantyne/Glenwood,  N.Y./assistant  controller 

325,773 

living  expenses  for  family 

6  months 

Ricky  L.  Brubaker/East  Lampeter,  Pa./nonprofit  CF0 

250,873 

credit  card  bills 

9  months 

■ 

Cody  Cluff/Los  Angeles,  Calif./film  office  head 

150,000 

"wining  and  dining"  girlfriend 

91  days 

Margaret  Dean/Fairfax,  Va./title  company  employee  1,400,000 

real  estate  purchases 

3  years 

Eric  S.  Lewis/Oklahoma  City,  Okla./cail-center  worker 

62,000 

new  truck  and  motorcycle 

30  weekends 

Craig  E.  Swope/Carson  City,  Nev./cable-access  boss 

77,500 

gambling 

6  months 

■ 

Deborah  Wilmot/New  Milford,  Conn./school  bookkeeper 

96,779 

home  remodeling 

3  years 
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On  My  Mind  

By  Mark  Redmond,  executive  director  of  spectrum  youth  &  family  services  in  burlington,  v  i 

AND  AUTHOR  OF  THE  GOODNESS  WITHIN:  REACHING  OUT  TO  TROUBLED  TEENS  WITH  LOVE  AND  COMPASSION  (PAULIST  PRESS) 


Defining  Charity  Upward 

Why  do  wealthy  people  give  to  well-endowed  universities  serving 
successful  kids,  instead  of  to  nonprofits  that  help  the  truly  needy? 


WHEN  I  READ  A  FEW  MONTHS  AGO  ABOUT  AN  ANONYMOUS 
$50  million  donation  to  Middlebury  College,  followed  by  an 
additional  $10  million,  also  anonymous,  I  wondered,  "Why  not 
Spectrum?"  Not  that  I  have  anything  against  Middlebury,  which 
is  in  my  home  state  of  Vermont.  It  is  a  fine  institution,  one  of 
the  best  liberal  arts  colleges  in  the  country.  It  does  a  good  job  in 
fulfilling  its  mission.  But  I  have  to  wonder:  Why  would  someone 
wealthy  enough  to  make  such  a  donation  give  to  a  place  that  al- 
ready has  beautiful  buildings,  a 
golf  course,  a  ski  slope,  a  magnif- 
icent hockey  rink,  a  first-class  cafe- 
teria/restaurant and  one  of  the 
highest  tuition  rates  in  the  U.S.? 

Spectrum  Youth  &  Family 
Services,  where  I  serve  as  execu- 
tive director,  is  45  minutes  from 
Middlebury.  Our  students  are  like 
Middlebury  College  students  in 
age  but  unlike  them  in  every 
other  way.  Our  kids  (2,500  last 
year)  are  runaways  or  are  living 
on  the  streets.  Many  are  high 
school  dropouts.  Many  were 
abused,  neglected  or  abandoned 
when  they  were  younger  and 
raised  in  the  foster  care  system. 
Some  are  in  trouble  with  the  law 
or  are  addicted  to  drugs  or  suffer 
from  mental  health  disorders. 

Spectrum  provides  them  with 
a  place  to  live,  food,  health  care, 
substance  abuse  counseling,  edu- 
cation and  job  training.  We  find 

them  mentors.  We  help  them  move  on  to  college  or  permanent 
housing.  It  is  no  small  challenge. 

Our  alumni,  when  successful,  obtain  high  school  diplomas 
and  usually  move  on  to  community  colleges  or  trade  schools. 
And,  believe  me,  we  are  thrilled  when  this  happens.  We  view  this 
as  a  tremendous  victory.  Just  to  get  a  kid  off  the  streets,  off 
drugs,  away  from  negative  peers  and  onto  some  kind  of  positive 
path  is  a  big  triumph.  Spectrum  and  the  hundreds  of  other 
organizations  like  it  in  this  country  do  not  have  the  kind  of 
alumni  that  colleges  like  Middlebury  produce. 

Graduates  of  expensive  private  colleges  move  on  to  careers 
in  law,  medicine,  advertising,  architecture,  engineering  and  busi- 


"Middlebury  College  has  beautiful  buildings, 
a  golf  course,  a  ski  slope,  a  magnificent  hockey 
rink.  Does  it  need  a  $60  million  donation?" 


ness.  Within  a  few  years  they  are  in  a  position  to  donate  signifi- 
cant amounts  of  money  to  an  alma  mater.  One  recent  issue  ol 
the  Chronicle  of  Philanthropy  mentions  a  $36  million  donation 
to  Princeton,  $100  million  to  Brown,  $100  million  to  the  Uni- 
versity of  Michigan  and  $40  million  to  Rensselaer  Polytechnic 
Institute,  all  from  individuals,  all  alumni.  Spectrum  alumni  are 
never  going  to  be  able  to  do  that. 

Spectrum  has  a  $4.1  million  budget  ( 16%  for  administrative 
purposes).  All  comes  from  the 
government  except  for  $49,000  in 
private  donations  and  $82,00C 
from  United  Way.  Our  86  work- 
ers earn  an  average  annual  wage 
of  $27,300.  I  make  less  than 
$100,000. 

This  is  what  we  could  do  with 
a  larger  budget:  add  more  out- 
reach workers  to  find  and  help 
the  homeless  kids  who  presentl) 
live  in  tents,  boxcars  or  parl< 
benches;  keep  our  health  clinic 
open  more  days  and  hours  pei 
week;  keep  our  drop-in  centei 
open  on  weekends  and  evening: 
so  homeless  kids  could  get  hoi 
meals  and  a  shower  more  often 
hire  teachers  who  could  help  the 
kids  congregating  in  downtowr 
Burlington  get  a  high  schoo 
diploma  or  equivalent. 

Americans   are  generous 
They  give  $240  billion  a  year  tc 
charity,  mostly  churches,  schools 
hospitals,  medical  researchers  and  organizations  that  help  the 
needy.  They  should  be  doing  more  in  the  last  category. 

It's  admirable  that  Middlebury  can  admit  poor  kids  on  schol- 
arship (38%  of  its  students  get  full  or  partial  need-based  aid)  anc 
thus  put  them  on  an  equal  footing  with  the  children  of  prosper- 
ous families.  But  if  these  scholarship  winners  are  poor  now,  the) 
aren't  going  to  stay  that  way.  They  have  the  talents  and  energy  thai 
will  make  them  successful  no  matter  where  they  go  to  college. 

At  the  moment  the  tax  laws  make  no  distinction  between 
gifts  to  institutions  that  serve  society's  winners,  like  art  muse- 
ums and  well- endowed  universities,  and  institutions  that  serve 
the  other  half,  like  United  Way.  Perhaps  that  should  change.  F 
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American  Century 
Investments 


Phil  Davidson 
Chief  Investment  Officer 
U.S.  Value  Equity 


American  Century 
Investments 


Chuck  Ritter 

Vice  President 
liar  Portfolio  Manager 


Meet  Phil  and  Chuck.  Once  they  set  their  sights  on  the  S&P  500, 
it  didn't  have  a  fighting  chance. 


Name  of  Fund 

1  Yr. 

5  Yrs. 

10  Yrs, 

Life  of  Fund  vs.  S&P  500 

Inception  Date 

Value*  (TWVLX) 

19.56% 

9.25% 

13.08% 

12.45%  /  9.56% 

9/1/93 

Capital  Value  (ACTDQ 

18.42% 

6.91% 

6.11%  /  -1.38% 

3/31/99 

-arge  Company  Value*  (ALVIX) 

18.84% 

712% 

5.04%  /  -2.15% 

7/30/99 

>&P  500 

13.87% 

-1.31% 

11.08% 

Average  annual  total  returns  as  of  9/30/04 

Data  presented  reflect  past  performance.  Past  performance  is  no  guarantee  of  future  results.  Current  performance  may  be  higher  or  lower  than  the 
iDerformance  shown.  Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  To  obtain 
performance  data  current  to  the  most  recent  month  end,  please  call  1-877-442-6236  or  visit  americancentury.com.  Performance  reflects  Investor  Class 
shares.  For  information  about  other  share  classes  available,  please  consult  the  prospectus.  Data  assume  reinvestment  of  dividends  and  capital  gains. 

The  S&P  500  Index  is  a  capitalization-weighted  index  of  500  widely  traded  stocks.  Created  by  Standard  &  Poor's,  it  is  considered  to  represent  the 
performance  of  the  stock  market  in  general.  It  is  not  an  investment  product  available  for  purchase.  American  Century  Investment  Services,  Inc.,  distributor. 

;  Available  exclusively  through  investment  professionals. 


t  American  Century  Investments,  there's  nothing  passive  about  our  approach  to 
ivesting.  We  believe  our  active  investment  approach  and  below-average  expenses  are 
nportant  reasons  why  many  of  our  funds  have  beaten  their  benchmarks.  In  fact,  our 
alue,  Capital  Value  and  Large  Company  Value  funds  have  beaten  the  S&P  500  for  all  time 
eriods  shown  above.  To  help  achieve  these  impressive  long-term  results,  our  seasoned 
ivestment  managers  have  the  confidence  to  stay  the  course.  No  matter  what  the  market 
/cle.  All  of  which  begs  the  question:  Shouldn't  Phil  and  Chuck  be  in  your  corner? 


American  Century 
Investments'" 

Genuine.  Results. 


Call  1-877-442-6236    Contact  your  investment  professional     Visit  americancentury.com 


pu  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The  fund's 
"ospectus,  which  can  be  obtained  by  calling  1-877-442-6236,  contains  this  and  other  information  about  the  fund,  and  should 
e  read  carefully  before  investing. 

|2004  American  Century  Services  Corporation 
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Madness 


TECH  GEAR 

9  Cool  Gadgets  We  Love 


As  we  predicted  a  year  ago,  the  big 
business  of  small-time  marijuana- 
growing  in  Canada  is  getting  big- 
ger. Since  our  story  appeared,  the 
Mounties  have  hiked  their  estimate  of 
how  much  cannabis  their  countrymen 
are  growing  from  1.8  million  pounds  to 
a  possible  4.5  million  pounds,  worth 
$28  billion. 

Though  marijuana  is  still  illegal  in 
Canada,  the  government  is  loath  to 
stomp  out  small-scale  pot  farmers;  since 
our  story,  Prime  Minister  Paul  Martin 
reintroduced  a  bill  that  would  decrimi- 
nalize possession  of  small  amounts  of 
marijuana  and  reduce  penalties  for  cul- 
tivation of  a  few  plants.  It  would 
increase  penalties  on  big  farms,  many  of 
which  Canadian  authorities  say  are  run 
by  organized  crime. 

In  the  U.S.,  the  chief  source  of 
demand  for  Canadian  weed,  Vermont 
has  legalized  marijuana  use  for  medici- 
nal purposes,  joining  eight  other  states. 
At  press  time  three  more  states  had 
measures  on  the  Nov.  2  ballot  that 
would  loosen  restrictions  on  cannabis, 
including  an  initiative  in  Alaska  that 
would  make  it  the  first  state  to  decrim- 
inalize pot  altogether.  — Quentin  Hardy 


SEPTEMBER  6,  2004 

Helipolitics 

Our  recent  story  on  the  U.S.  Army's 
purchase  of  air  filters  for  helicopters 
used  in  Iraq  got  a  quick  response  in 
Congress — but  not  what  the  underdogs 
in  the  filter  business  wanted.  Instead  law- 
makers gave  the  Defense  Department 
power  to  bypass  normal  purchasing  pro- 
cedures, such  as  competitive  bidding,  to 
satisfy  immediate  combat  needs.  Even 
before  the  bill  passed,  the  Army  awarded 
another  $19  million  sole-source  contract 
for  air  filters  to  a  company  cited  in  our 
story,  a  unit  of  Westar  Aerospace  & 
Defense  Group,  which  also  advises  the 
Army  on  purchases.  The  Army's  justifica- 
tions: There's  only  one  "airworthy" 
source  of  air  filters,  and  "unusual  and 
compelling  urgency."  Two  rivals  who  sell 
less  expensive  filters  have  sued  to  termi- 
nate the  contract.  — Matthew  Swibel 

MAY  10,  2004 

Taxing  Matters 

Congress  has  gotten  rid  of  an  alterna- 
tive minimum  tax  trap  we  exposed. 
As  part  of  the  bill  extending 
middle-class  tax  cuts,  lawmakers  decided 
to  help  some  taxpayers  who  were  being 
forced  to  shell  out  as  much  as  $5,680  in 
extra  2003  AMT  simply  because  they  had 
claimed  legitimate  deductions  in  the 
regular  tax.  Those  at  risk  had  big  capital 
gains  and  dividends  but  little  regular  tax- 
able income — for  example,  retirees  and 
business  owners  with  large  operating 
losses.  Congress  even  allowed  refund 
claims  for  2001,  2002  and  2003.  A  sepa- 
rate bill  also  helps  another  group  of  AMT 
victims — those  who  win  awards  in  dis- 
crimination and  whistle-blower  lawsuits 
and  then  get  stuck  paying  AMT  on  the 
portion  of  the  award  their  lawyers  keep. 
(This  fix  isn't  retroactive.)  But  the  pols 
put  off  tackling  a  much  larger  problem, 
that  the  AMT  will  soon  snare  millions  of 
middle-income  taxpayers.  Instead  they 
passed  a  one-year  $22  billion  fix  that 
delays  the  worst  until  2006. 

— Janet  Novack 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  I  SEPTEMBER  6. 1919 

A  Woman's  Place  The 

Hindenburg  Line  in  the  world  of  High 
Finance  has  been  broken;  the  last  strong- 
hold to  withstand  the  feminine  barrage  has 
succumbed,  a  woman  having  been 
admitted  to  the  official  staff  of  one  of  the 
largest  trust  companies  in  America.  This 
innovation  was  made  by  the  Columbia  Trust 
Company.  Its  election  of  Miss  Virginia  Fur- 
man  as  one  of  its  officers  puts  the  seal  of 
recognition  and  acknowledgement  on  a 
woman's  place  in  the  financial  world  as  a 
responsible  co-worker. 


20  YEARS  AGO  IN  FORBES  I  MARCH  26, 1984 

Playboys  Wanted  What  about 

the  Playboy  clubs?  The 
big-city  clubs  dwindled 
to  13  from  22  a  decade 
ago.  While  650,000 
key-holders  still  pay 
$25  a  year,  and  the 
clubs  produce  10%  of 
Playboy's  revenues,  they  have  been  losing 
more  than  $2  million  a  year.  Company  Pres- 
ident Christie  Hefner  has  changed  direc- 
tions here.  Instead  of  investing  heavily  in 
big-city  clubs,  she  seeks  franchises  with 
hotel  partners  in  cities  like  Columbus,  Ohio, 
where  entertainment  is  scarce,  and  seeks 
to  play  down  the  bunny  image. 
Playboy.  Enterprises  just  announced  it 
would  revive  the  clubs,  with  the  first 
planned  for  Las  Vegas'  Palms  Casino. 

10  YEARS  AGO  IN  FORBES  I  DECEMBER  5.  1994 

Intel's  Challenge  Andrew 

Grove,  titan  of  Intel,  is  widely  known  for  his 
belief,  born  in  the  vortex  of  the  Hungarian 
Revolution  and  honed  in  the  trenches  of 
Silicon  Valley,  that  "only  the  paranoid 
survive."  If  so,  the  Intel  chief  may  soon  need 
to  resharpen  the  edges  of  fear  that  have  dri- 
ven his  company  to  the  top.  Looming  on  the 
horizons  of  the  global  computer  industry 
that  Grove  now  shapes  and  spearheads  is  a 
gathering  crest  of  change  that  threatens  to 
reduce  the  microprocessor's  supremacy 
and  reestablish  the  information  economy 
on  new  foundations.  One  word  only  may 
challenge  him  and  with  him  much  of  the 
existing  computer  establishment:  "band- 
width." 
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BE  HERE  FASTER 


.Marriott 

REWARDS 


BE  HERE  FASTER 
WITH  THE 

MARRIOTT  REWARDS® 
VISA®  CARD. 

You'll  earn  15,000  Marriott  Rewards 
points  with  your  first  card  purchase. 
Then  you'll  earn  3  points  per  $1 
charged  on  the  card  at  more  than 
2,400  participating  Marriott  hotels, 
plus  1  point  per  $1  spent  everywhere 
else.  The  Marriott  Rewards  Visa  Card 
speeds  up  the  rewards  program 
that's  already  30%  faster  than 
other  leading  hotel  programs*  And 
with  more  resorts,  golf,  and  spa 
destinations  than  others  to  choose 
from,  there  are  more  reasons  than 
you  could  dream  of  to  apply. 

To  get  your  Marriott  Rewards 
Visa  Card,  apply  by  calling 
1-888-605-9610. 


Harriott 

REWARDS 


Based  on  seven  nights  at  Starwood,  Hilton,  Intercontinental 
Hotels  Group,  and  Hyatt  full-service  hotels  of  similar  quality  and 
points  earned  on  dollars  spent  Assumes  standard  award 
offerings  for  base-level  members.  All  comparisons  are  as  of 
07/04.  All  Marriott  Rewards  and  Bank  One  Card  Services  terms 
and  conditions  apply  O  2004  Marriott  International,  Inc 
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TRICKS  OF  THE  TRADE 


The  Saddam  Shuffle 

There's  a  lot  of  money  to  be  made  when  governments  set  the  price  of  oil.  See  how  the 
game  worked  for  Saddam  Hussein  and  some  lucky  oil  traders  participating  in  the 
oil-for-food  program.  By  Michael  Maiello 


HAT  A  TANGLED,  STICKY  AND 
profitable  web  is  woven  when 
governments  fix  the  price  of 
oil.  If  you  want  to  witness  this 
phenomenon  up  close,  look  at  the  curious 
details  beginning  to  leak  out  of  the  investi- 
gation of  Iraq's  oil-for-food  program. 

Under  the  auspices  of  the  United 
Nations,  Saddam  Hussein  sold  $64  billion 
worth  of  oil  between  1996  and  2003.  The 
program  called  for  the  oil  to  be  sold  at  arti- 
ficially low  prices,  to  motivate  hesitant  buy- 
ers to  step  forward  to  take  on  tainted  oil. 

The  discounts,  though, 
were  more  than  enough  to 
attract  customers.  They 
were  deep  enough  that 
the  buyers  could  make  a 
nice  pile  even  while  rebat- 
ing $229  million  to  Sad- 
dam in  the  form  of  what 
the  industry  euphemisti- 
cally calls  "surcharges." 

One  outfit  that  partici- 
pated in  the  Iraqi  oil  trade  is 
the  Alfa  Group,  a  Moscow 
firm  with  holdings  in  bank- 
ing, telecom,  oil  and  com- 
modities trading,  run  by 
billionaire  Mikhail  Frid- 
man.  Alfa  quite  legally 
pumped  up  the  price  of 
its  cheap  Iraqi  crude  by 
trading  it  to  a  succession 
of  affiliates  and  friends 
with  questionable  pasts. 


This  daisy  chain,  known  internally  as  < 
"rondo,"  boosted  Alfa's  proceeds  and  alsc 
made  the  money  harder  to  trace.  Alfi 
deposited  funds  in  a  Gibraltar  tax  haven. 

What  happened  to  make  those  sale; 
possible — and  how  some  of  the  money 
may  have  made  its  way  back  to  Saddam- 
is  the  issue.  The  recent  report  on  Sad 
dam's  oil  and  arms  dealings  by  Centra 
Intelligence  Agency  analyst  Charle; 
Duelfer  says  that  all  oil  companies  pur- 
chasing from  Saddam  after  Decembei 
2000  paid  the  surcharges. 

Was  Alfa  in  on  that  parade?  Duelfei 
unearthed  Iraqi  Oil  Ministry  document! 
that  he  says  show  one  Alfa  subsidiary 
bought  2  million  barrels  from  Iraq  during 
the  six  months  after  May  200 1  and  anothei 
9  million  in  the  six  months  following 
December  2001.  Another  Alfa  subsidiary 
bought  several  million  more  barrels  for  the 
Russian  Foreign  Ministry.  But  Alexey  Kous- 
michoff,  an  Alfa  board  member,  fervently 
denies  in  an  e-mail  message  that  the  com- 
pany paid  off  the  Iraqi  ruler  or  paid  any  sur- 
charges. Kousmichoff  terms  the  daisy-chair 
sales  entirely  aboveboard  and  a  routine  way 
to  spread  profits  throughout  the  company 
And  there  were  only  a  few  of  them,  he  says. 

The  UN-mandated  discounts  for  Iraq: 
oil  were  pegged  to  the  petroleum  industry'' 
two  benchmarks,  West  Texas  Intermediate 
for  shipments  to  the  U.S.  and  Brent  foi 
shipments  to  Europe.  At  least  as  early  a; 
1998,  when  Piatt's  Oilgram  News  reportec 
on  the  goings-on,  there  were  suspicions 
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that  kickbacks  were  involved.  At  that  time 
the  discounts  left  Iraqi  oil  priced  at  60 
cents  a  barrel  below  its  market  value,  the 
newsletter  calculated.  The  discount  to 
Brent  crude  had  been  as  much  as  $5  a 
barrel  during  the  program. 

The  UN  left  it  up  to  Saddam  to  choose 
which  companies  he  would  sell  to.  And 
that  leeway  gave  him  a  good  measure  of 
clout,  especially  since  he  didn't  want  for 
buyers  after  all.  Russian  oil  companies 
were  his  favorites:  They  got  30%  of  Iraqi 
oil  during  the  seven-year  oil-for-food 


Alfa  says  it  never  pays  bribes. 

A  favorite  rondo  customer — and  a 
point  of  entry  to  the  U.S.  market — was  a 
Houston  company,  Bayoil.  It  participated  in 
32  Iraqi  oil  trades  with  Alfa  companies  be- 
tween August  1999  and  December  2000. 
Bayoil  also  bought  directly  from  Saddam. 
Saddam  had  been  dealing  with  Bayoil 
owner  David  Bay  Chalmers  Jr.  before.  Dur- 
ing the  1980s  Iran-Iraq  war  Bayoil  appar- 
ently got  a  fee  of  $2  a  barrel  for  brokering  20 
million  barrels  of  Iraqi  oil  to  the  Chilean 
arms  dealer  Carlos  Cardoen,  as  recounted  in 


STEP  I; 

Alfa  buys4-million  ~ 
barrels  dftheap  Iraqi 
oil  in  Ceyhan,  Turkey 
at  $25  per  barrel. 


STEP  2: 

Alfa -.sejte-the  oil  t© 
its  subsidiary,  Crown 
Trade  &  Finance., 
for  $25.59 


STEPI3:  

Crown  sells  the  01 
ExxonMobil  for  $2778,  at  an. 
11%  profit,  The  hard-to-trace 

proceeds  now  reside  in 
Gibraltar,  a  secretive  tax  haven. 


program,  according  to  Duelfer. 

Although  we  don't  have  detailed  ac- 
counts of  Alfa's  post-December  2000  Iraq 
deals,  a  table  of  those  just  before  has  come 
to  light  from  a  company  in  unrelated  liti- 
gation with  the  Alfa  Group.  On  Oct.  8, 
2000,  for  instance,  Alfa  picked  up  1  mil- 
lion barrels  of  oil  from  Iraq's  pipeline  at 
Ceyhan,  Turkey  for  $25  per  barrel.  It  sold 
the  oil  to  its  Gibraltar  subsidiary,  Crown 
Trade  &  Finance,  for  $25.59.  Then  Crown 
sold  to  ExxonMobil  for  $27.78.  Profit  from 
start  to  finish:  $2.78  million,  an  1 1%  mar- 
gin. Alfa's  Kousmichoff  says  profits  were 
less  because  Alfa  incurred  some  hedging 
.costs.  He  didn't  say  how  much. 

Also  taking  part  in  the  rondo  was  Tyu- 
men, an  oil  company  partly  owned  by  Alfa 
and,  at  the  time,  run  by  Simon  Kukes,  a 
Moscow-born  chemical  engineer  who  has 
U.S.  citizenship.  An  undated  and  unclassi- 
fied CIA  document  says  Kukes  "said  that 
he  bribed  local  officials"  during  a  Russian 
oil  company  bankruptcy  in  the  late  1990s. 
Kukes  could  not  be  reached  for  comment. 


FORBES  (Jan.  30, 1995).  Bayoil  has  been  sub- 
poenaed to  provide  information  about  the 
oil-for-food  program  to  the  Senate  Perma- 
nent Subcommittee  on  Investigations,  says 
a  spokesman  for  Congressman  Henry 
Hyde's  International  Relations  Committee. 

When  Crown  employee  Mikhail 
Kholodov  was  sued  for  fraud  by  Crown 
in  London,  Kholodov  claimed  Bayoil 
submitted  double  invoices  to  Crown 
to  help  show  slimmer  profits. 
Crown  won  the  suit  and  Kholodov 
couldn't  be  reached.  Alfa's  Kousmi- 
choff says  the  judge  found 
Kholodov's  allegations  "absurd." 

Bayoil's  Chalmers  did  not  return 
calls  and  faxes  for  comment,  but  in  May 
told  London's  Financial  Times  that  he  had 
stopped  dealing  directly  with  Saddam's 
regime  in  2001.  Bayoil  is  currently 
involved  in  the  Iraqi  oil  trade,  but  now 
must  compete  in  the  open  market  for  the 
crude  against  the  likes  of  ExxonMobil 
and  Total.  It  is  a  good  bet  the  business  is 
not  quite  as  lucrative  as  it  once  was.  F 


DEALS 

Black  Is  Back 

With  his  deft  sale  of  AMC, 

once-beleaguered  Leon  Black 

shows  he  hasn't  lost  his 

golden  touch— or  his 

ruthlessness. 

By  Bernard  Condon 

AFTER  A  SERIES  OF  HIS  DEALS  IN 
the  late  1990s  came  a  cropper, 
some  wondered  if  the  dice  had 
gone  cold  on  Leon  Black,  the 
former  Drexel  Burnham  mergers  chief. 
The  head  of  buyout  firm  Apollo  Man- 
agement raised  just  $3.8  billion  for  a 
2002  fund  he  had  hoped  would  attract  at 
least  $4  billion,  a  blow  even  in  a  tough 
private  equity  market. 

But  in  the  past  year  it's  been  nothing 
but  good  news  for  Black.  One  of  his 
biggest  winners  is  a  deal  to  sell  Apollo- 
controlled  AMC  Entertainment.  It  will 
turn  the  $250  million  he  put  into  the 
movie  theater  chain  just  372  years  ago 
into  $940  million.  The  transaction  is 
classic  Black,  and  not  just  for  the  im- 
pressive returns.  Black  is  engaging  in  a 
bit  of  legal  legerdemain  here  that  will  let 
AMC's  buyer  avoid  cashing  out 
junk  bond  holders  while  still 
triggering  a  bonus  payout 
to  Black's  firm. 

junk  investors  are 
crying  foul,  but  there's 
no  denying  Black's 
genius  in  this  deal.  His 
initial  investment  in  AMC 
in  April  2001  was  timed  per- 
fectly. Thanks  to  overbuilding,  a  dozen 
of  the  biggest  movie  theater  chains 
were  in  bankruptcy.  To  avoid  a  simi- 
lar fate,  AMC  wanted  cash  to  pay  down 
debt  and  maybe  buy  a  few  wounded 
rivals.  In  exchange  for  his  $250  mil- 
lion, Black  got  preferred  stock  that 
paid  a  6.75%  coupon  and  was  con- 
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vertible  into  common  at  $7.15  per  share. 

With  the  theater  business  booming 
again  now,  J.P.  Morgan  Partners  has  agreed 
to  pay  $19.50  a  share  for  51%  of  the  3,500- 
screen  chain.  Apollo's  take:  $550  million  in 
cash,  more  than  double  what  it  put  in,  and 
a  49.9%  stake,  valued  at  another  $300  mil- 
lion, that  it  will  retain  after  the  deal. 

There's  more.  In  case  of  a  "change  of 
control,"  AMC  had  agreed  to  not  just  an 


buyback,  J.P.  Morgan  was  able  to  raise  its 
bid  for  AMC  by  50  cents  per  share,  or 
another  $24  million  for  Black. 

To  justify  its  move,  Apollo  offers  an 
argument  only  a  lawyer  could  love:  Apollo 
is  essentially  selling  to  Apollo — or  rather  a 
broadly  defined  version  of  the  real  Apollo 
that  can  include  a  bigger  partner,  like  J.P. 
Morgan.  It  points  to  a  bond  covenant 


shameless  about  some  of  the  unsavory  as 
pects  of  the  business,  like  charging  stee| 
"advisory  fees"  to  companies  he  controls. 

In  the  AMC  deal,  junk  holders  threat 
ened  to  boycott  the  new  bonds  tha 
J.P.  Morgan  and  Apollo  would  soon  flog  t< 
finance  their  buyout.  But  in  this  low-inter 
est-rate  environment  Black  must  hav 
known  he  would  suffer  little  for  his  sleigh 
of  hand.  In  August  Apollo  and  J.P.  Morgai 


referring  to  Section  13(d)(3)  of  the  federal 

successfully  sold  $62: 

Angry  junk  bond  investors  thr  mm™  new  bond* 

Even  the  old  controver 

iext  deal— but  then  bought  from  Black  anyway,  siai junk  has  ^  u, 

recently,  with  a  CCC 


accelerated  payment  of  unearned  interest 
on  Apollo's  preferred  over  the  next  five 
years — but  to  change  the  way  it  adds  up  the 
interest.  AMC  has  to  calculate  that  lump 
sum  as  if  it  were  paying  future  interest  not 
in  cash  but  in  more  preferred  convertible 
at  $7.15.  Instead  of  $30  million,  Apollo  will 
get  $90  million. 

Yet  Apollo  says  the  sale  does  not  con- 
stitute a  "change  of  control"  for  other 
AMC  investors,  namely  holders  of  two 
series  of  AMC  junk  bonds  ($475  million, 
face  value)  who  were  expecting  to  be 
cashed  out  in  a  sale.  By  avoiding  the  bond 


Exchange  Act,  which  seems  to  give  it  lee- 
way in  defining  itself  but  is  nonetheless  an 
unusual  use  of  the  clause.  Apollo  declined 
to  comment  for  this  article. 

A  whiff  of  controversy  has  surrounded 
Apollo  from  the  start.  It  made  its  fortune 
off  bankrupt  Executive  Life,  buying  its  port- 
folio of  busted  junk  bonds  that  Black  had 
helped  push  on  investors  at  Drexel  years 
earlier — a  move  FORBES  likened  at  the  time 
to  a  "polluter  going  into  the  pollution 
cleanup  business"  (Mar.  18,  1991).  Buyout 
pros  politely  refer  to  Black  as  "aggressive," 
which  probably  means  he's  just  more 


rated  8%  subordinated  issue  now  yieldin 
just  4.7  percentage  points  over  Treasurys— 
thin  compensation  for  the  risk.  If  AM< 
shareholders  approve  the  J.P.  Morgan  sal 
later  this  year,  AMC  debt  will  rise  to  5. 
times  operating  income  (net  before  depre 
ciation,  interest  and  taxes)  versus  2.9  time 
before  the  deal. 

Give  Black  this:  He  knows  how  t< 
exploit  other  people's  foolishness.  Say 
Michael  Lewitt  of  Harch  Capital,  who  i 
shorting  the  8%  debt:  "Buying  these  bond 
is  like  playing  Russian  roulette — with  all  th 
chambers  loaded." 


DEATH'S 
UPSIDE 


It's  a  good  thing  for  Marilyn 
Monroe's  heir  that  she  died  when 
she  did.  Advertisers  today  are  all 
too  happy  to  use  Marilyn,  forever 
preserved  as  a  36-year-old  bomb- 
shell, to  sell  everything  from  fur- 
niture to  credit  cards.  In  the  past 
year  companies  have  paid  $8 
million  to  exploit  her  face  and  her 
name.  Elvis  Presley,  who  died  in 
1977,  is  the  standard  setter  when 
it  comes  to  merchandising,  as 
seen  in  our  latest  ranking  of  top- 
earning  dead  celebrities.  Elvis 
Presley  Enterprises,  run  by  former 
investment  banker  Jack  R.  Soden, 
pulled  in  a  hip-shaking  $40  mil- 
lion. Go  to  forbes.com  to  see  a 
complete  listing.    —Lisa  DiCarlo 


58     FORBES"  November  15,  2004 


\  i 


1.  Elvis  Presley 

$40  million 

2.  Charles  Schulz 

$35  million 

3.  J.R.R.  Tolkien 

$23  million 

4.  John  Lennon 

$21  million 

5.  Theodor  Seuss  Geisel  $18  million 

6.  Marilyn  Monroe 

$8  million 

7.  George  Harrison 

$7  million 

8.  Bob  Marley 

$7  million 

9.  Irving  Berlin 

$7  million 

10.  Richard  Rodgers 

$6.5  million 

WHAT  CAN 

MADAME  BUTTERFLY 

TEACH  US  ABOUT 

EQUITY    CAPITAL  MARKETS? 

■ 

It  takes  depth  and  range  to  play  the  lead. 

With  depth,  experience  and  the  comprehensive  resources  to  back  them  up,  no 
one  is  more  qualified  to  lead  your  next  transaction  than  Wachovia's  Corporate 
and  Investment  Bank.  Talk  to  us.  Together,  we  can  achieve  uncommon  results. 

150%  increase  in  the  number  of  lead  managed  mandates  YTD  2004  vs.  YTD  2003. 
190%  increase  in  the  volume  of  lead  managed  mandates  YTD  2004-  vs.  YTD  2003. 

45  senior  sales  executives,  averaging  12  years'  experience. 
39  senior  analysts,  530  stocks  under  coverage  across  10  strategic  industry  sectors. 
3rd  largest  retail  brokerage  firm  in  the  United  States,  with  over  $600  billion  in  client  assets. 


Wachovia 
Securities 

Uncommon  Wisdom 

IPOs  •  Follow-On  Offerings  ■  Block  Trades  ■  Convertibles  ■  Share  Repurchase 


/achovia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital  Markets,  LLC  ("WCM").  member  NYSE,  NASD,  SIPC. 
2Q04  Wachovia  Corporation 


Confront 


COURTS  AND  DRUGS 


Just  Say  No— to  Drug  Lawsuits 

Tort  law  killed  off  Vioxx,  even  though  it  probably  was  good  for 
some  consumers.  Here's  what's  wrong  with  regulating  drugs  in 
courts  By  Daniel  Fisher 


FROM  A  TRIAL  LAWYER'S  PERSPECTIVE  VIOXX  WAS  THE  PERFECT 
drug.  It  was  prescribed  to  millions  of  patients  despite  concern 
by  some  researchers  that  it  might  cause  heart  problems.  Then 
a  study  confirmed  what  the  researchers  had  suspected:  Among 
people  taking  the  drug  for  more  than  18  months,  Vioxx  appeared  to 
double  the  risk  of  heart  attacks. 

Facing  billions  of  dollars  in  liability,  Merck  did  the  rational  thing 
and  pulled  Vioxx  off  the  market. 

Rational,  maybe,  but  it  might  not  be  best  for  consumers.  That's 
the  provocative  view  of  Richard  Epstein,  a  professor  at  the  Univer- 
sity of  Chicago  Law  School  and  sometime  consultant  to  the  drug  in- 
dustry. Yanking  a  drug  off  the  market,  he  says,  "is  an  incredibly 
crude  device"  and  made  only  under  pressure  of  litigation.  He  argues 
courts  are  ill-  equipped  to  subject  drug  manufacturers  to  after-the- 
fact  analysis. 

Epstein  would  instead  let  the  Food  &  Drug  Administration  make 
the  decision  whether  to  allow  the  sale  of  a  drug.  The  manufacturer 
would  be  immunized  from  suits  after  that,  unless  lawyers  could  dig 
up  clear  evidence  of  fraud  in  the  regulatory  process.  Doctors, 


researchers  and  the  companies  themselves  would  be  free  to  share 
information  about  adverse  side  effects  without  legal  consequences. 

"You  want  to  keep  this  out  of  the  legal  system  as  long  as  possi- 
ble," Epstein  says. 

If  a  drug  turns  out  to  be  too  risky  for  the  general  population, 
then  the  FDA  could  restrict  its  use  or  require  stronger  labels.  That 
way,  the  patients  who  truly  need  the  drug  could  continue  taking  it. 


LILLY'S  BIG  FAT  RISK 


ELI  LILLY'S  BESTSELLING  DRUG.  ZYPREXA.  HAS  BEEN  ON  THE  MARKET 
since  1996  and  grosses  $4.3  billion  a  year.  Doctors  have  found  it 
an  effective  treatment  for  schizophrenia,  but  it's  becoming  in- 
creasingly clear  that  Zyprexa  comes  with  serious  baggage:  It 
causes  substantial  weight  gain,  and  can  significantly  increase 
the  risk  of  heart  disease  and  diabetes.  "Cardiovascular 
disease  is  the  real  problem,"  says  Daniel  Casey,  a  psy- 
chiatrist at  Oregon  Health  &  Science  University. 

Lilly  points  out  that  the  Food  &  Drug  Administra- 
tion has  already  labeled  all  schizophrenia  drugs  with 
an  elevated  blood  sugar  warning.  But  in  February  a 
panel   convened   by  the   American  Diabetes 
Association  published  a  paper  saying  that  Zyprexa 
is  far  more  likely  than  peers  such  as  Geodon,  from 
Pfizer,  and  Abilify,  from  Bristol-Myers  Squibb  and 
Otsuka,  to  cause  weight  gain,  diabetes  and  high 
cholesterol.  A  recent  Pfizer-funded  study  showed 
that  Zyprexa  caused  patients  to  gain  on  average  7 
pounds  in  a  mere  six  weeks,  three  times  as  much  as 
Geodon.  Some  patients  can  gain  30  to  40  pounds.  Zyprexa 
caused  cholesterol  levels  to  jump  an  average  of  20  mg/dL, 
while  Geodon  didn't  budge  them. 

The  message  is  starting  to  stick.  Zyprexa  growth  has 


stalled,  and  the  trial  lawyers  are  calling.  A  hundred  cases  have 
been  filed,  some  alleging  death  resulting  from  Zyprexa,  with 
hundreds  more  on  the  way.  Several  months  ago  Lilly  sent  a  let- 
ter to  Zyprexa  prescribers  offering  to  help  them  line  up  de- 
fense attorneys  and  scientific  experts  if  they  are  sued. 

But  some  doctors  are  worried  that  harm  will  spill 
over  to  other  patient  groups,  given  the  rampant  off- 
label  use  of  antipsychotics  for  treating  ailments  such 
as  depression,  Alzheimer's  symptoms  and  anorexia. 
Lilly's  own  studies  show  that  Zyprexa  doubles  the  risk 
of  stroke  death  when  given  to  elderly  dementia  pa- 
tients, And.  at  low  doses.  Zyprexa  and  AstraZeneca's 
Seroquel  are  often  given  as  a  sleep  or  calming  aid. 
It's  doubtful  that  the  heavy-duty  psychiatric  drugs 
are  better  than  over-the-counter  Benadryl  for  treat- 
ing insomnia,  says  George.  Simpson,  a  psychiatrist  at 
the  University  of  Southern  California. 

John  Newcomer,  a  psychiatrist  at  the  Washington 
University  School  of  Medicine,  says  he  worries  that 
the  recently  added  warnings  about  antidepressants  might 
cause  more  children  to  be  switched  over  to  these  schizophre- 
nia drugs.  Given  their  recent  safety  issues,  that's  like  going 
from  the  frying  pan  into  the  fire.  —Matthew  Herper 
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After  all,  drugs  have  side  effects.  Vioxx 
boosted  the  risk  of  heart  attack  by 
about  7.5  cases  per  thousand.  The  risk 
of  serious  complications  from  aspirin 
and  ibuprofen,  including  bleeding 
ulcers,  is  7  per  thousand.  With  Vioxx 
off  the  market,  arthritis  patients  have 
one  less  choice  in  how  to  avoid  dying 
of  a  bleeding  ulcer. 

The  tort  system  operates  according 
to  a  different  logic.  As  long  as  a  drug's 
benefits  clearly  outweigh  its  risks — such 
as  chemotherapy  agents,  which  are 
often  highly  toxic — a  drug  is  safe  from 
verdicts.  But  when  the  benefits  are 
slight,  then  it's  easier  for  lawyers  to 
make  the  case  that  the  drug  is,  in 
essence,  defective. 

Birth  control  drugs,  for  example, 
"are  very  low-risk  but  attract  a  huge 
amount  of  litigation  because  people 
don't  perceive  the  benefits  to  be  as 

Yanking  drugs 

off  the  market 
is  an  incredibly 
crude  device. 

great,"  says  Edward  Richards,  a  professor 
of  tort  law  at  Louisiana  State  University. 

The  tort  system  also  encourages 
illogical  outcomes,  like  this:  By  select- 
ing clients  with  no  apparent  risk  fac- 
tors who  suffered  heart  attacks, 
lawyers  can  win  big  verdicts  by  argu- 
ing that  Vioxx  must  have  been  to 
blame.  The  greatest  damage  from 
Vioxx  may  have  been  to  the  subpopu- 
lation  of  arthritis  sufferers  already  pre- 
disposed to  having  a  heart  attack.  Yet 
plaintiff  lawyers  are  discarding  those 
people  as  potential  clients. 

"The  company  has  an  absolute 
obligation  to  tell  about  the  risks,"  says 
New  York  lawyer  Robert  Sullivan,  who 
has  signed  up  more  than  100  Vioxx 
cases  against  Merck.  Epstein,  however, 
sees  a  wasteful  parallel  regulatory  sys- 
tem that  doesn't  distribute  the  benefits 
it  claims  to. 

Will  it  change?  "Unachievable  re- 
form," says  Epstein  regretfully. 


MUSIC 


Peer  Pressure 


The  music-file-sharing  networks  might  win  their  legal  battles. 
But  then  what?  By  Peter  Kafka 


ONE  PORTFOLIO  COMPANY  AT  TIM- 
berline  Venture  Partners  sounds  a 
lot  like  a  classic  bubble  play: 
faddish  technology,  doesn't  make 
money,  lots  of  competition.  And,  oh  yeah, 
its  products  may  be  illegal. 

That  hasn't  stopped  the  fund,  an  affili- 
ate of  venture  capitalists  Draper  Fisher 
Jurvetson,  from  betting  $10  million  on 


StreamCast,  the  Los  Angeles  outfit  that  dis- 
tributes Morpheus,  a  son-of-Napster  file- 
sharing  program.  The  music  and  movie 
businesses  blames  StreamCast  (and  services 
like  Kazaa  and  Grokster)  for  destroying 
sales  by  facilitating  rampant  piracy.  Both 
industries  have  been  suing  StreamCast  and 
Grokster  since  October  2001,  claiming 
copyright  infringement,  but  the  media 
moguls  have  lost  twice. 

The  entertainment  companies  have 
one  last  shot.  They  asked  the  Supreme 
Court  in  October  to  hear  the  case.  If 
StreamCast  ultimately  loses,  it  may  be 
shut  down;  Timberline  and  Draper  Fisher 
could  be  hauled  into  court  to  defend 


themselves.  There's  precedent:  Two  of  the 
partners  at  VC  firm  Hummer  Winblad  are 
being  sued  by  music  labels  for  investing  in 
and  managing  the  original  version  of 
Napster. 

But  a  legal  win  wouldn't  solve  all  of 
StreamCast's  problems.  Though  Mor- 
pheus is  one  of  the  most  downloaded 
programs  on  the  Web,  StreamCast  is 
struggling  to  break  even  on 
advertising  and  software 
sales  revenue  of  $5  million. 
Timberline  says  StreamCast 
would  be  profitable  if  not  for 
legal  fees. 

Even  so,  a  court-approved 
StreamCast  would  fight  a 
nearly  endless  supply  of  com- 
petitive software.  The  newest 
iteration  of  BitTorrent,  cre- 
ated by  a  young  programmer 
in  his  spare  time,  has  been 
downloaded  1 .3  million  times 
since  its  debut  last  April. 

Timberline  partner  Wil- 
liam Kallman  and  StreamCast 
boss  Michael  Weiss  say  their 
advantage  is  their  4.9  mil- 
lion unique  users  per  month 
and  a  programming  brain 
trust  recently  recruited  from 
Harvard.  StreamCast's  up- 
graded software,  dubbed  Neonet,  allows 
users  to  browse  more  computers'  hard 
drives,  more  quickly,  than  other  file-shar- 
ing programs. 

But  Weiss  continues  to  talk,  unoffi- 
cially, with  record  executives  about  a  deal 
to  let  Morpheus  users  purchase  individual 
songs  from  the  labels,  while  still  swapping 
songs  they  already  own.  It's  doubtful 
that'll  happen  while  the  parties  are  still  in 
court:  "They're  asking  us  to  run  a  body 
shop  with  them  while  they  run  a  chop 
shop  in  the  back,"  huffs  one  music  execu- 
tive. But  if  the  court  gives  StreamCast  the 
all-clear,  the  entertainment  industry  may 
have  to  come  to  the  table.  F 
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the  International  Air  France  Network, 

More  than  650  destinations  worldwide. 

'WW.  a  irfrance.com/us 


AIR  FRANCE 

making  the  sky  the  best  place  on  earth   MKBTJW f / ASF 
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COLD  CALLING 

Dialing  for  Tech  Dollars 

Big  technology  companies  are  using  outside  call 
centers  to  scout  sales  leads.  They're  hoping  no 
one  notices  By  Victoria  Murphy 

SELLING  A  $1  MILLION  SERVER  SOFTWARE  sys 
tem  requires  more  finesse  than  selling  a 
Crock- Pot,  right?  Maybe  not.  Some  of  the 
biggest  names  in  technology,  like  Cisco 
Systems,  Microsoft,  BEA  Systems  and  PeopleSoft, 
now  use  a  tactic  traditionally  reserved  for  un- 
witting consumers  after  6  p.m.:  the  cold  call. 

Their  salesfolks  aren't  the  ones  making  the 
calls,  of  course.  That  would  be  tacky.  Instead, 
outside  firms  that  specialize  in  pitching  tech 
products  are  manning  the  phones. 

By  Appointment  Only,  in  Bedford,  Mass.,  has 
55  reps  making  8,000  dials  daily  on  behalf  of  tech 
firms.  President  James  Higgins  says  it  takes  an  average 
ten  calls  for  every  one  appointment  with  a  corporate  buyer 
(which  may  or  may  not  lead  to  a  sale).  Higgins'  company  is  still 
small,  but  it's  growing  40%  each  quarter. 

This  practice  has  been  around  for  a  while  and  is  rapidly 
gaining  in  popularity.  Spam  has  ruined  e-mail  as  an  effective 
marketing  channel.  Calls  still  work,  but  Silicon  Valley  sales- 
folks  making  $200,000  a  year  detest  cold-calling;  they'd  rather 
wine  and  dine  to  make  a  deal.  Reps  at  By  Appointment 
Only  make  about  $65,000  with  commissions  and  pull  from  a 


huge  database  of  potential  customers. 

"What  you  say  matters  much  less  than  how  many  times  you 
say  it,"  says  Michael  Scher,  president  at  Frontline  Selling,  an 
Oakland,  N.J.  telesales  outfit.  "Everybody  has  a  scalable,  robust, 
integrated  solution.  It's  probably  seamless,  too."  That's  why 
Frontline  reps  place  up  to  five  calls  to  the  same  target  customer 
over  a  three-week  stretch. 

Three-year-old  Cast  Iron  Systems,  which 
sells  data  integration  appliances,  has  met  with 
200  potential  customers  in  the  past  eight 
months,  thanks  to  three  prospecting  firms. 
The  trick  is  in  leading  customers  to  believe  the 
calls  are  coming  directly  from  Cast  Iron.  "If 
they  know  it's  a  telesales  agency,  they'll 
cringe,"  says  marketing  chief  Simon  Peel. 
The  call  volume  is  just  noise  for  some  big 
tech  buyers.  Neiman  Marcus  Chief  Information 
Officer  Phillip  Maxwell  has  two  assistants  block- 
ing the  150  pitch  calls  he  gets  each  week.  Gerhard 
Cerny,  chief  information  officer  for  Siemens  Busi- 
ness Services,  talks  to  only  one  out  of  every  50  reps.  "I 
can't  recall  the  last  time  anything  came  out  of  it,"  says  Cerny. 

It  might  seem  odd  that  companies  like  PeopleSoft  and 
Microsoft,  with  know-thy-customer  images,  are  outsourcing  a 
part  of  the  interaction.  But  this  might  be  a  more  efficient  way 
of  doing  things.  All  too  often  you  can't  do  worse  than  the  com- 
panies' own  sales  reps.  Siemens'  Cerny  had  to  point  out  to  a 
young  Oracle  salesman  that  Siemens  is  already  one  of  Oracle's 
largest  customers.  "It  seems  as  if  everyone  is  still  very  desper- 
ate," says  Cerny.  F 


Rule  number  one  for  defense  contractors:  Don't  tick  off  the  U.S.  government. 

A  small  Czech  tech  firm  called  Era  developed  and  last  year  started  selling  a  $10 
million  radar  that  can  detect  stealth  jets,  those  heretofore  invisible  aircraft.  It  lined  up  as 
possible  buyers  such  countries  as  China,  Pakistan  and  Vietnam. 

This  didn't  please  the  U.S.,  which  this  fiscal  year  plans  to  spend  $4.7  billion  on  24  F-22 
stealth  striker  jets  and  millions  more  to  upgrade  its  two  other  stealth  aircraft,  the  B-2  bomber 
and  the  F-II7  Nighthawk. 

So  the  U.S.  bought  one  of  the  Czech  radars,  called  Vera-E,  to  test  its  "effectiveness  and  tech- 
nical aspects,"  according  to  Deputy  Secretary  of  State  Richard  Armitage.  Vera  apparently  works, 
or  at  least  well  enough  that  the  U.S.  State  Department  suggested  the  Czech  government  reconsider 
foreign  sales  of  it.  China  had  ordered  six  of  the  machines.  A  U.S.  ally  and  NATO  member  since  1999, 
the  Czech  Republic  scuttled  the  sale.  "We  discussed  the  issue  with  them,  but  the  decision  was  theirs," 
said  State  Department  spokesman  Richard  Boucher. 

Vera  works  by  listening  for  signals  emitted  by  the  planes  it  follows.  It  consists  of  three  antennas  and  one  cen- 
tral module,  which  triangulate  and  track  as  many  as  200  targets  at  once  from  as  far  as  280  miles  away.  The  mo- 
bile antennas  fit  on  a  truck;  since  they  do  not  send  out  any  signals,  Vera  is  extremely  hard  to  find  and  destroy. 

At  the  moment  the  !40-employee  Era  has  a  nice  product— but  it  has  sold  only  two  so  far.  Chief  Executive 
Miroslav  Sotona  declined  comment.  —Tomas  Kellner 
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We're  wherever  you  look 

You  probably  don't  know  it,  but  Wiseview  technology  is  all  around  you.  That's  because  our 
Wiseview  LCD  panels  are  a  key  part  of  many  devices  in  your  home  and  office.  The  displays  on 
your  cellphone,  monitor,  PDA  and  TV  all  have  unparalleled  Wiseview  brightness  and  clarity. 
Now  that  you  know  we're  everywhere  you  look,  you'll  like  even  more  what  you  see. 

Wiseview  is  a  trademark  owned  by  Samsung  Electronics  Co  Ltd.  www.samsungTFTLCD.com 


wise 
view 


SAMSUNG  TFT  LCD 
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UNKINDEST  CUT  ] 

Used  to  be  that  going  to  a  Vidal  Sassoon  salon 
was  something  special.  The  world  has  but  25  of 
these  places,  in  swank  locations  like  Beverly  Hills, 
Sloane  Square  in  London  and  Fifth  Avenue  in  New 
York,  where  a  haircut  costs  $IOO-plus. 

Now  Vidal  is  bringing  its  mystique  to  malls,  with  a 
chain  of  $35-per-cut  salons  called  Sassoon  Studio. 
The  lower  price  means,  besides  a  much  lower  like- 
lihood of  spotting  a  celebrity  in  the  next  chair,  one  stylist 
replacing  the  squad  of  stylists,  colorists  and  hair-washing 
minions  used  at  the  high-end  shops.  The  studio  staffers 
have  less  training  and  experience,  and  they  don't  offer  free 
coffee  and  bottled  water. 

The  line  extension  is  the  work  of  Regis  Corp.,  the  $2 
billion  mass  marketer  that  owns  10,000  salons  in  North 
America,  including  the  Supercuts  chain  and  parlors  in 
Wal-Mart  stores.  Regis,  which  acquired  Vidal  in  2002,  has 
opened  3  Sassoon  Studios  so  far  and  aims  to  operate  100 
in  five  years,  generating  $50  million  in  new  sales.  Chief  Execu- 
tive Paul  Finkelstein  insists  the  cut-rate  outlets  won't 
cannibalize  the  fancier  ones.  —Daniel  Lyons 


High  style,  low  price:  Vidal  Sassoon 
and  a  mall  salon  near  Chicago. 


SCHEMES 

House  of  Corks 

Ron  Wallace  had  a  nice  business  selling  wine 
futures,  until  customers  started  wondering 


WITH  A  SLICK  WEB  SITE  AND  A  SMALL  OFFICE  IN 
Basalt,  Colo.,  wine  merchant  Ronald  Wallace,  47 
took  on  the  giants  in  fine-wine  retailing.  His  com 
pany,  Rare  LLC  (a.k.a  Rare  Fine  Wines),  claimed  tc 
undersell  competitors  by  parlaying  Wallace's  Rolodex  of  Frencl 
middlemen  (negotiants)  to  strike  deals  on  wine  futures,  a  busi 
ness  dominated  by  the  likes  of  Zachys,  Sherry-Lehmann  anc 
Sam's.  Over  ten  years  Wallace  built  a  clientele  of  600  well-heelec 
connoisseurs,  including  WB  Network  Chairman  Garth  Ancier 
Seattle  Mariners  pitcher  Jamie  Moyer  and  Guess  Cochairmar 
Paul  Marciano.  In  2001,  its  best  year,  Rare  did  an  estimatec 
$12  million  in  sales. 

Wallace,  a  hyperactive  wine  wonk  who  drew  a  $300, 00( 
salary,  bolstered  his  maverick  aura  by  holding  glitzy  win! 
tastings  across  the  country.  At  one  such  event  in  Seattle  hi 
lavished  1 5  potential  customers  with  $20,000  worth  of  free  wini 
in  a  single  evening,  pouring  two  bottles  of  1945  Haut-Brion 
worth  maybe  $3,000  apiece. 

Such  bacchanalian  excess  polished  Wallace's  image  bu 
ultimately  did  nothing  for  his  business.  Last  year  three  of  hi 
oldest  clients  pushed  the  company  into  bankruptcy  after  win< 
they  bought  never  materialized.  In  September  a  grand  jur 
hit  Wallace  with  a  21 -count  indictment,  alleging  he  scammec 
wealthy  quaffers  out  of  $13  million  by  selling  rare  vintage 
and  wine  futures  he  never  owned.  Prosecutors  described  it  a 
a  Ponzi  scheme. 

Key  to  Wallace's  misdeeds,  say  prosecutors,  was  sales  of  win > 
futures,  which  made  up  80%  of  Rare's  business.  Wine  future 
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Now  there's  a  shipping  company  that  works  the  way  you  want  to  work,  not  the 
other  way  around.  Call  1-800-CALL  DHL  to  find  out  why  DHL's  enhanced  service 
within  the  U.S.  is  great  news  for  small  business  (and  bad  news  for  our  competitors). 
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contracts  allow  buyers  to  lock  in  a  price 
before  the  bottles  appear.  Paul  Marciano, 
for  example,  paid  Wallace  $115,000  in 
1999  to  lock  up  some  1998  Bordeaux  (for 
delivery  in  2001 ),  but  later  discovered  the 
money  was  used  to  make  other  purchases, 
according  to  the  indictment.  Wallace  raked 
in  $8  million  in  sales  of  2000  Bordeaux 
wine  futures  (tasters  call  it  the  vintage  of 


the  century),  but  little  of  that  money  was 
used  to  buy  such  futures,  says  Harvey 
Sender,  the  trustee  of  the  creditors!  trust. 
Ancier  plunked  down  $58,000  for  wine 
from  the  vintage. 

To  keep  orders  flowing  Wallace 
allegedly  used  new  orders  to  purchase 
wine  on  the  open  market  at  inflated 
prices — wine  he  should  have  bought 


at  the  lower,  futures  prices — and 
shipped  it  to  customers. 

And  the  rest  of  the  money?  Prosecu- 
tors say  Wallace  made  payments  on  his 
BMW,  remodeled  his  home  and  paid  bills 
from  his  Colorado  country  club.  Now  he 
has  a  federal  public  defender,  Edward 
Pluss,  who  described  Wallace  as  "indi- 
gent" and  declined  further  comment.  F 


TAXES 

Burgers, 
Snow  and  Pork 

Yes,  Congress  is  creating  jobs— 

for  tax  lawyers  and  accountants,  that  is. 

By  Janet  Novack 

CONGRESS'  JUST-PASSED  650  PAGE  CORPORATE  TAX  BILL, 
known  as  the  "American  Jobs  Creation  Act,"  has  been 
rightly  skewered  for  its  pork,  with  handouts  to  cruise 
lines,  shipbuilders,  railroads,  Nascar  track  owners  and 
tobacco  growers,  among  others.  But  the  bigger  problem  is  that 
the  measure  will  be  a  compliance  nightmare  for  the  Internal 
Revenue  Service  and  smaller  businesses.  It  gives  a  new  deduc- 
tion for  U.S.  manufacturing  profits,  but  only  tax  lawyers  and 
accountants  will  appreciate  figuring  out  what  qualifies  as  man- 
ufacturing and  which  profits  are  from  it. 

"The  lines  we're  going  to  be  forced  to  draw  will  be  very  dif- 
ficult to  police  and  susceptible  to  abuse.  It's  going  to  lead  to  a 
lot  of  controversy  and  ultimately  litigation,"  says  Gregory  F. 
Jenner,  acting  assistant  secretary  for  tax  policy  at  the  Treasury 
Department. 

Beginning  next  year  a  company  can  deduct  3%  of  its  profit 
from  eligible  "U.S.  production  activities"  from  its  taxable 
income.  That  rises  to  6%  in  2007  and  9%  in  2010,  when  it's 
projected  to  cost  $11  billion  a  year.  (Businesses  that  don't  pay 
income  tax  at  the  corporate  level — S  corps  and  partnerships — 


pass  on  the  deductions  to  their  owners'  returns.) 

Canada  had  a  similar  manufacturing  tax  preference  for 
three  decades  but  scrapped  it  as  of  this  year  in  favor  of  a  lower 
tax  rate  for  all  companies.  Even  in  less  litigious  Canada  it  got 
pretty  silly.  Quebec's  Mont  Sutton  ski  resort  argued  in  court 
that  it  qualified  for  the  break  because  it  "manufactured"  artifi- 
cial snow  and  leased  it  to  skiers.  It  lost,  as  did  the  radiologists 
who  claimed  to  be  "processing"  X  rays.  But  a  judge  agreed  with 
Burger  King  that  assembling  salads  and  broiling  burgers 
counted  as  processing. 

So  what  activities  get  the  break?  Congress  included  a  few  fa- 
vored ones  you  might  not  think  of  as  manufacturing — mining,  oil 
extraction  and  engineering.  But  a  lot  was  left  to  the  imagination. 
For  example,  the  legislation  says  tangible  products  must  be  made 
in  "significant  part"  in  the  U.S.,  without  defining  what  that  means. 

Since  profit  from  the  production  of  US.-made  widgets  gets 
the  break,  but  profit  from  the  servicing  of  those  same  widgets 
doesn't,  the  IRS  will  have  to  write  all  sorts  of  rules  about  the 
allocations  of  income  and  expenses.  Many  companies  will  have 
to  keep  an  extra  set  of  books. 

There's  a  small  taste  of  the  complications  in  a  footnote  to 
the  House-Senate  conference  committee  report  that's  been 
dubbed  the  "Starbucks"  provision.  Mindful  of  Canada's  experi- 
ence, Congress  excluded  food  preparation  at  a  retail  establish- 
ment from  the  new  break.  But  food  processing  elsewhere  qual- 
ifies. Coffee  roasting  is  "manufacturing." 

There  is,  of  course,  lots  of  room  here  for  companies  to  get 
creative.  And  who's  to  know?  In  fiscal  2003  the  IRS  audited  just 
1  out  of  182  corporate  returns,  down  from  1  out  of  52  in  1997. 
Prepare  for  a  production  profits  boom.  F 
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Arsenal,  one  of  Europe's  premier  soccer  teams,  is  about  to 
new  stadium  thanks  in  part  to  financing  from  CIT.  To  learn  how  we  a 
help  you  with  your  financing  goals,  visit  CiT.com.  We  see  what  you  se< 
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Our  mission  is  to  continue  being  a  leader  in 
telecommunications  by  providing  our  clients 
with  high  value,  world-class  integrated  solu- 
tions achieved  through  the  development  of 
human  resources  and  application  of  innova- 
tive leading-edge  technology. 

Our  vision  is  to  maintain TELMEX's  leader- 
ship in  national  and  international  markets, 
extending  the  presence  of  its  telecommuni- 
cation services  to  all  possible  markets  and 
thus  becoming  one  of  the  best  and  fastest- 
growing  companies  on  the  world  stage. 

Our  values  —  Work,  Growth,  Social 
Responsibility  and  Economy  —  support  our 
mission.  As  a  company,  these  set  us  apart 
and  will  guide  us  going  forward. 
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The  experience  thatTELMEX  has  acquired  from  offerin 
telecommunications  solutions  in  Mexico  has  motivate 
the  company  to  expand  regionally,  with  specific  plan 
and  strategies  designed  for  the  long  term. 
This  process  began  in  October  2003  when  TELMEX  signe 
a  contract  to  acquire  telecommunication  assets  in  Argentin; 
Brazil,  Colombia,  Chile  and  Peru.  TELMEX's  internation; 
expansion  kicked  off  when,  on  February  25,  the  compar 
started  operations  in  these  five  Latin  American  countries  one 
the  necessary  regulatory  authorizations  were  finalized. 

Its  purchase  in  Latin  America  gave  TELMEX  a  substanti. 
platform  to  expand  regionally.  This  also  allowed  the  compar 
to  take  advantage  of  the  synergies  gained  by  offering  voice 
data  and  Internet  services  within  each  country  and  betwee 
them,  as  well  as  to  other. parts  of  the  region,  including  Mexic 
and  the  U.S. 

With  the  goal  of  enhancing  these  synergies  and  ultimate 
conferring  greater  benefits  on  its  customers,  TELMEX  mad 
additional  acquisitions:  Techtel  and  Metrored  in  Argentin; 
Embratel  and  Net  in  Brazil  (this  last  is  subject  to  variou 
closing  conditions)  and  Chilesat  in  Chile. 

The  recent  acquisitions  will  help  to  consolidateTELMEX 
presence  in  the  Argentine,  Chilean  and  Brazilian  market: 
as  well  as  enable  the  company  to  offer  highly  competitive 
integrated  services  to  customers  in  the  region. 


Overall,  TELMEX's  objective  is  to  become  a  significant  player 
the  telecommunications  sector  in  the  countries  where  it 
jlready  has  a  presence,  and  to  acquire  assets  that  generate 
Operating  synergies  to  strengthen  the  company's  competi- 
/eness  in  these  markets.  Guided  by  this  goal,  TELMEX 
/orks  continually  to  offer  the  best  products  and  services  in 
lis  area  of  the  Americas  in  permanent  alliance  with  its  cus- 
)imers.  Specific  strategies  and  plans  are  contemplated  for 
|ach  of  these  countries. 

Latin  America  holds  great  potential  for  the  telecommunica- 
lons  industry  due  to  the  recovery  of  its  various  economies 


market,  as  well  as  on  its  ability  to  invest  and  develop  its 
human  resources. 

TELMEX  is  accustomed  to  competition.  Its  own  competi- 
tive edge  is  based  on  three  basic  points:  investing  in  infra- 
structure, using  cutting-edge  technology  and  introducing 
new  products  and  services  for  its  clients. 

TELMEX  is  the  leading  telecommunications  company  in 
Mexico  with  16.5  million  lines  in  service,  2.8  million  lines 
for  data  transmission  and  1.6  million  Internet  access 
accounts.  TELMEX  offers  service  through  a  digital,  fiber- 
optic network  spanning  more  than  80,000  kilometers. 


ELMEX  IS  THE  LEADING  TELECOMMUNICATIONS  COMPANY  IN  MEXICO 
^ITH  16.5  MILLION  LINES  IN  SERVICE,  2.8  MILLION  LINES  FOR  DATA 
RANSMISSION  AND  1.6  MILLION  INTERNET  ACCESS  ACCOUNTS. 


to  the  high  penetration  levels  for  voice,  data  and  Internet 
jrvices.  TELMEX  seeks  not  only  to  take  part  in  the  region's 
[rowth,  but  also  to  become  a  promoter  of  growth. 
The  expansion  of  TELMEX  has  been  natural. The  telecom- 
lunications  industry  is  increasingly  global,  and  for  this 
jason,  growth  is  essential.  The  company  is  in  a  consoli- 
dation stage  and  thus  open  to  alliances  and  expansion  to 
Ither  geographical  areas.  TELMEX's  objective  is  to  achieve 
itegrated  internationalization  in  Latin  America  and  on 
^e  continent. 

TELMEX,  with  its  keen  customer  focus,  is  vigilant  about  its 
losts.  With  this  in  mind,  it  concentrates  on  optimizing  the  cost 


TELMEX  and  its  subsidiaries  offer  a  wide  range  of  commu- 
nication services,  data  and  video  transmission,  Internet 
access  and  integrated  telecommunications  services  to  its 
corporate  clients. 

Throughout  the  last  decade,  TELMEX  has  maintained  its 
commitment  to  modernize  and  expand  its  infrastructure.  Its 
vision  is  to  consolidate  its  leadership  in  the  national  market 
and  in  markets  where  it  is  starting  operations.  By  expanding 
the  reach  of  its  telecommunications  services  to  all  possible 
markets,  TELMEX  aspires  to  become  a  world  leader  known  for 
the  quality  and  high  level  of  its  growth. 
TELMEX  is  recognized  internationally  for  its  many  advances. 

These  are  based  on  its  tech- 
nology, the  success  of  its 
administration,  the  develop- 
ment of  its  market,  its 
income  and  profitability,  the 
growth  of  its  market  capital- 
ization and  its  social  responsi- 
bility, among  other  things. 
These  factors  are  the  basis 
for  the  company's  solid  finan- 
cial position  and  role  as  a 
telecommunications  leader. 

Going  forward,  TELMEX's 
growth  will  be  supported  by 
the  continued  strengthening 
of  its  technological,  commer- 
cial and  human  foundations, 
and  will  contribute  signifi- 
cantly to  driving  telecommu- 


tructure  of  subsidiaries  and  promoting  economies  of  scale, 
oth  in  its  investments  and  in  managerial  policy.  Additionally, 
ELMEX  is  making  its  operations  more  efficient  by  adopting 
ne  best  practices  available  in  each  country  where  it  operates 
nd  introducing  a  business  model. 

Simultaneously, TELMEX  is  laying  the  foundation  of  its  inter- 
ational  growth  on  its  knowledge  of  technology  and  of  the 


nications  throughout  Latin  America.  Overall,  TELMEX's  vigor 
stems  from  its  focus  on  clients,  commitment  to  generate  value 
for  shareholders  and  capacity  to  adapt  to  changes  in  the 
telecommunications  environment.  ■ 
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Gadgets 
We  Love 

Our  annual,  completely  unscientific  shopping  list  of  toys  for  grown-ups. 
With  iPod-mania  still  raging,  digital  music  gear  dominates  the  show. 


THE  NEW  MOTOROLA  RAZR  V3  IS  SUCH  A  SMACK-ME-GORGEOUS  SLIVER  OF  TECHNOLL 
that  you  want  to  keep  it  up  to  your  ear  ail  the  time  and  show  it  off,  telegraphing 
indescribably  hip-by-association  you  are  to  own  it.  But  you  don't  get  to,  see,  because  it 
works  so  well  with  Motorola's  new  Bluetooth  wireless  headset,  which  frees  up  your  hands 
for  less  vainglorious  activities,  like  driving. 
■■■HI     My  big  hands  applaud  Motorola  for  recognizing  that  overminiaturization  is  bad  design. 
This  phone  is  robust  in  length  and  width.  Where  it  stuns  you  is  in  its  thinness.  At  0.54  inches  thick 
when  folded,  it's  svelter  than  most  clamshell  phones  when  opened.  Yet  it's  sleek  and  masadine — 
dangerous,  even.  Motorola  designers  chased  away  any  plastic  they  could,  favoring  aluminum,  mag- 
nesium and  glass.  The  perfectly  flat  keyboard  has  a  nickel-plated  chemically  etched  keypad  with  the 
numbers  separated  by  thin  silicon  strips  so  your  fingers  glide  over  the  right  keys.  You'll  pay  for  all  this 
high  concept:  The  vVs  retail  price  hasn't  been  set  yet — the  phone  is  due  out  in  November — but 
they're  going  for  $700  on  Ebay  and  gougers  are  supposedly  getting  as  much  as  $2,000  in  Asia. 

For  that,  you  get  a  bright  thin-film  transistor  screen,  quad-band  GSM  for  global  travelers,  a 
camera,  MPEG4  video  playback,  Bluetooth  wireless,  Java  games,  a  Web  browser  and  a  powerful  littie 
speaker  for  MP3  audio  and  polyphonic  ring  tones. 

By  all  means  use  it  with  Motorola's  new  HS810  Bluetooth  headset.  It  weighs  nothing  (0.7  ounces, 
actually)  and  glows  an  alluring  blue  when  you're  on  a  call.  Best  part:  You  can  dial  by  speaking  a  name 
into  the  little  mike  and  d  en,  when  you're  done,  hang  up  by  pressing  a  silver  button  on  the  earpiece — 
channeling  your  inner  L:  uterjant  Uhura.  The  only  filing  wrong  with  the  headset  is  that  it  relegates 
the  V3  to  a  pocket  or  handbag, x  .  here  no  one  is  going  to  see  it.  It's  a  status-seeking  gadget-lover's 
conundrum:  inconspicuous  consumption.  — Bruce  Upbin 
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GADGETS  WE  LOVE 


VER  A  LATE  SUMMER  LUNCH 
in  Seattle's  Pike  Place  Mar- 
ket, my  wife  is  considering 
what  kind  of  handbag  I 
should  buy  her  for  her 
birthday.  But  neither  of  us 
can  think  of  a  place  to  shop  for  one  in  the 
immediate  neighborhood. 

I  reach  into  my  pocket,  grab  my  Treo  600 
smartphone  and  tap  "leather  goods  Pike 
Place  Market"  into  a  Google  box.  A  few  clicks 
later  I  have  info  for  two  different  stores  a  cou- 
ple of  blocks  away.  I  don't  even  have  to  punch 
in  the  digits  to  call  them;  the  Treo  picks  up  the 
phone  numbers  from  the  Web  page.  Fifteen  min- 
utes later  the  salesman  is  wrapping  the  new  purse, 
and  I'm  handing  over  my  credit  card. 

This  kind  of  access  to  knowledge  beats  even  the 
bygone  days  when  phone  companies  offered  "infor- 
mation" instead  of  increasingly  useless  "directory 
assistance."  I've  Googled  at  baseball  games  to  get 
detailed  player  stats,  over  post-theater  drinks  to  learn 
more  about  the  author  of  the  source  material  of  the 
musical  I've  just  seen,  over  dinner  to  find  the  name  of 
that  speed-skating  Olympic  medalist  with  really  thick 
thighs  and  on  my  deck  to  help  a  friend  recall  the  name  of 
a  Louisiana  leper  colony. 

To  experience  the  full  value  of  Google  in  your  pocket, 
you  need  two  things  in  your  phone:  a  QWERTY  keyboard 
and  a  way  to  access  and  display  real  Web  pages.  Several 
devices  make  the  cut,  including  T-Mobile's  Sidekick,  but  so 
far  the  best  combination  of  data  and  voice  in  a  single  package 
has  been  my  trusty  Treo  600,  which  can  do  e-mail  even  better 
than  it  does  the  Web. 

My  brief  trial  of  a  preproduction  model  of  the  new  Treo  650 
confirms  that  this  upgraded  version  will  be  a  welcome  improve- 
ment, thanks  primarily  to  a  higher- resolution  screen  that  displays 
text  and  images  much  more  crisply.  Someday  soon  it  will  likely 
become  my  preferred  mobile  phone,  PDA,  mail  client  and  Googler. 

— Stephen  Manes 


 Treo  650 

Price:  About  $500, 

depending  on  carrier, 
www.palmone.com 
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VEN  AS  RADIOS  GO,  THIS  IS  BARE 
bones.  There  are  no  preset  stations,  no 
digital  readouts,  no  alarm  clocks,  no 
remote  control,  no  programming.  You 
turn  it  on  and  spin  the  analog  dial  to 
find  your  station.  An  amber  lightbulb 
glows  when  the  signal  gets  strong.  The  Tivoli 
Audio  Model  One  doesn't  even  offer  stereo 
sound,  since  there  is  just  one  speaker. 

But  that's  why  I  love  it.  In  an  age  of 
seven-channel  surround-sound  home-the- 
ater madness,  amid  all  the  computerized, 
digitized  hype,  the  Model  One  is  a  sanctuary 
of  analog  bliss. 

Sure,  I  own  an  iPod,  and  I  download  music 
from  the  Internet.  But  on  Saturday  mornings 
when  I  listen  to  a  country-and-bluegrass  show 
on  WHRB  in  Cambridge,  Mass.  there  is  some- 
thing, well,  right  about  the  way  Hank  Williams 
Sr.  sounds  coming  through  the  three-inch 
speaker  on  the  Model  One  in  my  kitchen.  With 
its  wooden  enclosure  and  oversize  dial,  this 
radio,  designed  by  audio  legend  Henry  Kloss, 
looks  an  awful  lot  like  the  famous  KLH  Eight 
radio  Kloss  built  in  the  1960s. 

The  beauty  is  that  the  Model  One  con- 
tains a  high-tech  interior,  including  a  special 
semiconductor  that  provides  astonishing 
reception,  way  better  than  the  $1,000  tuner  in 
my  living  room  stereo.  The  Model  One  has 
such  warm,  rich  sound  that  Stereophile  maga- 
zine includes  this  radio  in  its  "recommended 
component"  list,  alongside  devices  costing 
thousands  of  dollars. 

If  you  really  want  stereo,  buy  Tivoli's  sep- 
arate speaker  cabinet.  Other  Tivoli  models 
boast  CD  players,  alarm  clocks,  even  a  sub- 
woofer.  There°s  also  a  portable  radio,  called  the 
PAL,  that  comes  with  a  rechargeable  battery.  In 
coming  months  there'll  be  a  model  that  re- 
ceives Sirius  satellite  radio. 

Finally,  Tivoli  does  something  I  wish  every 
electronics  maker  would  do.  On  the  back  of 
the  Model  One  you'll  find  a  toll-free  number 
and  e-mail  address  for  technical  support.  Not 
that  you'll  ever  need  it.  — Daniel  Lyons 
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Technology  should  be  as 
simple  as  the  box  it  comes  in. 

We  believe  technology  can  be  advanced  and  simple  at  the  same  time. 
It  can  be  easy  to  experience.  It  can  be  designed  around  people.  Simplicity  can  be  the 
goal  of  technology.  It  certainly  is  the  goal  at  Philips.  It  just  makes  sense. 

Join  us  on  our  journey  at  www.philips.com/simplicit/ 


technology 

GADGETS  WE  LOVE 


NATURE  ABHORS  A  VACUUM.  NOT  I,  THOUGH.  I  HAPPILY  ROAM  ALL 
through  the  house  with  my  Dyson,  a  sleek-looking,  English-made, 
purple  upright  I  bought  seven  months  after  it  became  available  in  the 
U.S.  in  late  2002.  My  wife,  Jeanne,  and  I  had  grown  so  frustrated 
with  our  vacs  and  took  to  tossing  'em  out  and  buying  a  new  one 
MBBH  every  year  or  so,  like  toaster  ovens.  After  James  I  )yson  rolled  his  first 
vacuums  off  the  line  in  1993,  he  captured  half  the  British  market  within  three 
years.  Since  the  English  just  strike  me  as  people  who  care  a  lot  more  about  vac- 
uums than  Americans  do,  I  figured  something  must  be  right. 

The  Dyson's  main  selling  point  is  that  it  doesn't  lose  suction  over  time. 
Dyson  realized  vacuum  bags  get  clogged  by  dust  particles,  reducing  sucking 
power,  so  he  tossed  the  bags  and  replaced  them  with  seven  cones  that  create 
1,000  Gs  of  force  each,  essentially  keeping  the  dust  pinned  to  the  side  and  out 
of  the  way.  You  can  see  the  larger  dirt  being  whipped  around  the  side  of  the 
clear  main  canister.  And  it  works  as  well  as  it  did  the  day  I  got  it. 

Back  then  Jeanne  and  I  used  to  tussle  over  who'd  get  to  use  it. 
-  But  Jeanne's  a  smart  woman  and  soon  realized  the  benefit  of  a 

husband  who  enjoys  toying  around  with  a  $550  vacuum. 

We  moved  houses  last  month,  and  I  had  to  clean  the  bed- 
room's Turkish  rug,  which  our  cat  had  fastidiously  groomed 
himself  on  for  years.  I  took  Dyson's  special  animal  hair  tool 
and  made  quick  work  of  the  cloak  of  gray  hair,  and  then 
ran  the  Dyson  once  over  for  the  heck  of  it.  It's  the  same 
rug  on  which  a  door-to-door  salesman  once  tossed 
dirt  to  convince  my  mom  of  the  power  of  his 
Electrolux.  It  didn't  pick  up  all  the  dirt,  and  he 
lost  the  sale.  The  Dyson,  however,  lives  up  to  the 
company's  tall  claims.  — Brendan  Coffey 


80     FORBES"  November  15,  2004 


A  toothbrush  is  good  if  you  have  one 
tooth.  What  if  you  have  a  mouthful? 

Philips  Sonicare.  You  need  to  get  deep  between  teeth  and  below  the  gum  line  to  really  clean. 
Philips  Sonicare  with  sonic  technology  creates  a  dynamic  fluid  cleaning  action  that  cleans  teeth,  getting 
into  hard-to-reach  places  and  below  the  gum  line.  Philips  Sonicare  is  sonic  power  in  the  simple  form 

of  a  toothbrush.  It  just  makes  sense.  Join  us  on  our  journey  at  www.philips.com/simplicity 


PHILIPS 


sense  and  simplicity 


Technology 


GADGETS  WE  LOVE 


HEN  I  WAS  A  KID  I  WAS  0B- 
sessed  with  becoming  a  rock 
star — and  it  drove  my  parents 
crazy.  Every  night  after  dinner 
I  retreated  to  my  room, 
loaded  the  stereo  with  the  lat- 
est U2  or  Guns  N'  Roses  album  and  pressed 
play.  I  practiced  at  the  highest  volumes  possi- 
ble, shouting  melodies  from  atop  my  bed  to 
an  audience  of  Star  Wars  action  figures.  Even- 
tually my  father  insisted  I  use  the  cheap, 
muddy  headphones  that  had  come  with  my 
portable  CD  player.  Ever  since,  I've  been  des- 
perately searching  for  a  pair  of  buds  that  could 
deliver  both  brilliant  sound  and  a  comfort- 
able fit.  Last  year  I  discovered  Ultimate  Ears — 
now  the  irreplaceable  complement  to  my  iPod 
and  computers  at  home  and  work,  the  head- 
phones for  my  life's  soundtrack. 

Favorites  of  pros  like  Aerosmith  and  Jimmy 
Buffett,  Ultimate  Ears  are  custom-fitted  to  my 
ears.  After  I  ordered  a  set,  for  $550,  an  audiol- 
ogist  was  dispatched  to  my  office  to  create  im- 
pressions of  each  ear,  a  painless  ten-minute 
process  completed  by  filling  them  with  a  cool 
green  silicone.  A  week  later  a  small  metal  box 
arrived  with  what  looked  like  really  slick 
hearing  aids,  engraved  with  my  initials 
on  each  bud,  blue  on  the  left  and  red 
on  the  right.  I  slipped  them  in  and, 
because  the  fit  was  so  seamless,  im- 
mediately the  office  went  silent. 
I  plugged  them  into  my  computer  and 
started  The  Who's  "Won't  Get  Fooled  Again." 
In  a  blast  of  sonic  brilliance,  the  two  speakers 
inside  each  of  the  headphones  separated  the 
high  and  low  .frequencies,  delivering  sharp,  rich 
tones  straight  into  my  ear  canals.  It  was  as  if 
I  were  in  the  room  with  the  band. 

Ultimate  Ears  are  perfect  for  aspiring 
udiophiles  bent  on  hearing  every  layer  of  a 
ng,  or  just  the  average  listener  looking  for 
eak  performance,  consistently.  They  never  fall 
out  and  never  disturb  people  next  to  me,  un- 
less I  decide  to  sing  along.  — Matthew  Miller 
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Saving  time  saves  lives. 

Philips  Brilliance  CT  Scanner.  In  an  emergency  room,  time  saves  lives.  Philips  Brilliance 
CT  Scanner  takes  a  comprehensive  picture  of  a  patient  in  seconds  instead  of  minutes.  Now 
doctors  can  see  just  what  they  need  to  see  -  bones,  tissues,  organs,  blood  vessels  -  at  the 
push  of  a  button,  which  could  be  the  difference  between  life  and  death.  It  just  makes  sense. 

Join  us  on  our  journey  at  www.philips.com/simplicity 
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IE  BROADBAND  REVOLUTION  ARRIVED  LATE  AT  MY 
home,  bunging  with  it  an  ugly  side  effect:  an  irk- 
some thicket  of  coiled  cable.  "Here,  I'll  give  you  an 
extra  20  feet,"  the  cable  guy  said,  reeling  off  a  spool 
of  white-coated  coax  for  my  new  cable  modem. 
#'LttBnHR  Thereafter  my  sleek  little  Apple  PowerBook  had 
to  be  tethered  to  this  balky  lifeline.  A  move  from  the  sofa  to 
a  chair  required  taming  the  tangle  to  avoid  snagging  the 
coffee  table. 

Then  came  Apple  Computer's  AirPort  Express — a  geek's 
elight  simplified  for  the  neophyte.  This  sleek,  palm-size  doo- 
lets  you  set  up  a  Wi-Fi  network  in  your  home  simply  by 
gging  it  into  a  wall  outlet  and  inserting  a  cable  or  two  into 
sockets.  You  then  can  chuck  the  coax  and  use  the  airwaves 
to  link  your  laptop  (with  an  AirPort  card)  to  a  cable  modem 
or  DSL  line.  It  lets  you  get  Internet  access  from  most  anywhere 
in  your  home  (even  the  bathtub),  zap  documents  to  a  printer 
and  play  songs  from  your  iTunes  library  on  your  old  stereo. 


Price:  $130 
www.apple.com 

The  first  time  you  hook  it  up  and  tap  into  the  Net,  strolling 
from  the  living  room  all  the  way  to  the  back  bedroom,  you 
may  get  this  giddy  feeling  of  freedom.  My  real  thrill:  sans  any 
manual,  linking  my  NAD  receiver,  circa  1986,  to  the  AirPort 
Express  and  using  my  unfettered  laptop  to  start  50  Cent's  "In 
Da  Club"  and  crank  up  the  volume  to  wall-shuddering  lev- 
els— from  30  feet  away. 

Installation  is  simpler  and  more  elegant  than  any  com- 
puter setup  you  are  likely  to  encounter,  though  for  this  lame 
user  it  took  a  panicked  call  to  an  Apple  wizard.  His  first  order 
sufficed:  "Let's  start  by  unplugging  your  cable  modem  and 
plugging  it  back  in  again."  When  in  doubt,  reboot.  Now  if 
only  Apple  would  take  care  of  some  missing  links.  My  iPod 
music  player  still  must  use  a  cable  umbilical  cord  to  latch  on  to 
my  laptop.  And  every  few  hours  the  laptop  still  must  succumb 
to  an  electrical  cord  to  recharge  its  battery.  A  century  ago  the 
inventive  genius  Nikola  Tesla  tried  to  make  wireless  electricity 
work.  If  only  he  had  succeeded.  — Dennis  Kneale 
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You  visit  a  customer's  office. 
You  leave  nothing  behind. 


:  In  the  world  of  sales,  it's  all  about  access  to  information,  and  using  that  information  to  your 
i  advantage  With  the  BlackBerry®  Enterprise  Solution,  you  can  access  sales  leads,  account  details, 
contracts  and  product  pricing  and  inventory  information  -  all  without  leaving  your  customer.*  The 
BlackBerry  Enterprise  Solution  is  a  secure,  wireless  solution  that  helps  you  accomplish  more  and 
improve  customer  relationships.  It  connects  you  to  the  information  you  need  when  you  are  out  of 
the  office.  Maybe  that's  why  so  many  sales  forces  are  calling  it  their  ultimate  sales  tool. 


Get  your  "BlackBerry 
f  Extensibility  Kit" 
Today! 


More  Than  Wireless  E-mail 
Order  the  BlackBerry  Extensibility  Kit  to  find 
out  how  you  can  improve  the  effectiveness 
and  efficiency  of  your  sales  force. 
Visit:  www.blackberry.com/go/kit 


^BlackBerry 


02004  Research  In  Motion  limited  (RIM).  All  rights  reserved.  BlackBerry  is  an  end-to-end  wireless  solution  developed  by  RIM  The  RIM  and  BlackBerry  families  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  r... '  RIM,  Resea-  r 
n  Motion,  'Always  On,  Always  Connected',  BlackBerry  and  the  BlackBerry  logo  are  registered  with  the  U  S  Patent  and  Trademark  office  and  may  be  pending  or  registered  m  other  countries.  *Check  with  service  provider  for  availability,  roaming  arrangements  and 
ervice  plans.  Certain  features  outlined  in  this  document  require  a  minimum  version  of  BlackBerry  Enterprise  Server  Software,  BlackBerry  Desktop  Software,  and  or  BlackBerry  Handheld  Software  and  may  require  additional-  development  or  tnial  party  produ" 
.nd/or  services  for  access  to  corporate  applications.  Prior  to  subscnbing  to  or  implementing  any  third  party  products  and  services,  it  is  your  responsibility  to  ensure  that  the  airtime  service  provider  you  are  working  with  has  agreed  to  support  ati  of  the  features  if 
he  third  party  products  and  services.  Installation  and  use  of  third  party  products  and  services  with  RIM's  products  and  services  may  require  one  or  more  patent,  trademark  or  copyright  licenses  in  order  to  avoid  infringement  of  the  intellectual  property  rights  of 
ithers  You  are  sclely  responsible  for  determining  whether  such  third  party  licenses  are  required  and  are  responsible  for  acquiring  any  such  licenses  To  the  extent  that  such  intellectual  property  licenses  may  be  required,  RIM  expressly  recommends  that  you  do  nut 
nstall  or  use  these  products  and  services  until  all  such  applicable  licenses  have  been  acquired  by  you  or  on  your  behalf  Your  use  of  third  party  software  shall  be  governed  by  and  subject  to  you  agreeing  to  the  terms  oi  sepaiatt  software  licences,  if  any,  for  tno.;e 
iroducts  o:  services  Any  third  party  products  or  services  that  are  provided  with  RIM's  products  and  services  are  provided  "as  is"  RIM  makes  no  representation,  warranty  or  guarantee  whatsoever  in  relation  to  the  third  parry  products  cr  services  and  RIM  assumes 
10  liability  whatsoever  in  relation  to  the  third  party  products  and  services  even  if  RIM  has  been  advised  of  the  possibility  of  such  damages  or  can  anticipate  such  damages. 
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128  MB  drives 
from  Kingston, 
J^xar  and  Sony 
Prices:  $30-$70 


Flit  o  IT!  Is  DirivG 


HI  MSk  Y  KEY  CHAIN  HAS  ALL  THE  KEYS  1  NEED:  1  lOME. 
WKk  JHHj  Office.  Mailbox.  Computer.  The  newest  item 
HI  Jb  31  jangling  in  my  purse  is  a  memory  key,  a 
1  thumb-size  128-megabyte  hard  drive.  That's 
■  W  HP  enough  storage  to  hold  100  digital  photos,  36 
Him  MP3  music  files  or  88  floppies'  worth  of  data. 
By  comparison,  the  raw  texts  of  every  article  I've  written 
during  five  years  at  this  magazine  would  take  up  just  1 
megabyte  of  memory. 

Before  leaving  work  at  night,  I  dig  out  the  memory  key 
and  stick  it  into  a  USB  port  on  my  desktop  computer.  I  drag 
onto  it  all  the  files  I'm  working  on — interview  notes,  Internet 
research,  article  drafts — and  then  eject  the  drive.  When  I  get 
home,  I  transfer  the  files  the  same  way  to  a  desktop  PC.  No 
need  to  lug  around  60-page  analyst  reports.  My  husband,  the 
big  shot,  has  a  256- megabyte  drive  on  his  key  chain,  keeping 


work  stuff  and  photo  highlights  from  a  summer  trip  to  Edin- 
burgh and  Amsterdam. 

At  two  inches  long,  smaller  than  a  MagLite  key  chain,  the 
gadget  fits  in  my  tiniest  beaded  evening  bag.  As  a  bonus,  the 
key  uses  USB  2.0  technology,  which  means  it  transfers  data 
ten  times  as  fast  as  older  USB  devices  if  I  plug  it  into  a  2.0 
computer  slot.  It  makes  no  difference  if  you're  on  a  Mac  or  a 
Windows  machine  at  home.-  What  matters  is  that  the  com- 
puter has  a  USB  slot,  as  all  machines  of  recent  vintage  do. 

I  wouldn't  say  I  accessorize  with  the  keys,  although  they  do 
come  housed  in  a  variety  of  chic  plastic  colors.  They're  all  the 
rage  as  giveaways  at  trade  shows  and  tech  conferences,  much 
hipper  loot  than  a  tin  of  mints.  If  you  can't  finagle  one  from  a 
conference  sponsor,  the  keys  are  easy  to  find.  A  1 -gigabyte 
thumb  drive  can  be  found  for  as  little  as  $140  on  the  Web.  For 
256  megs,  expect  to  pay  $40.  — Ghana  R.  Schoenberger 
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DNE  OF  THE  PERKS  OF  BEING  AN  ART  DIRECTOR  IS  YOU 
get  to  listen  to  music  all  day — cue  the  iPod  and  start 
designing.  My  office  setup,  a  very  old  but  capable 
powered  subwoofer  and  satellite  speaker  unit, 
sounded  fine  up  to  now.  But  controlling  the  volume 
■BH  was  always  a  task,  and  if  I  forgot  to  recharge  my  iPod 
during  the  day,  my  hour-long  train  ride  was  destined  to  be 
disappointingly  silent. 

There  had  to  be  a  better  way,  and  there  is  now:  the  Bose 
SoundDock.  I  was  skeptical  that  this  5-pound  unit,  basically 
one  big  speaker  with  a  docking  port,  could  deliver  as  promised. 
But  it  was  a  snap  to  assemble  and  came  with  adapters  for  iPods 
or  minis.  I  just  plugged  it  in,  popped  in  the  Pod  and  started 
cranking.  The  SoundDock  comes  with  a  remote  that  can 


control  volume  and  forward  or  reverse  songs  from  as  far  away 
as  60  feet,  and  the  cradle  keeps  your  iPod  charged  while  docked. 
Its  full  sound,  booming  bass  and  ability  to  handle  the  delicate 
strings  of  a  violin  wowed  most  of  my  co-workers. 

Yet  what  if  you  have  just  spent  $400  for  a  new  iPod  and 
can't  justify  another  $300  for  the  Bose?  JBL's  funky  dough- 
nut-shaped On  Stage  speaker/docking  station  weighs  in  at 
a  very  transportable  1  pound  and  costs  a  hundred  bucks 
less  (no  remote,  though).  For  an  even  more  portable 
option,  check  out  Altec  Lansing's  new  IM3  ($180),  which 
offers  clear  sound  and  a  surprisingly  deep  bass  from  a  unit 
that  folds  away  into  a  tiny  15-ounce  package.  It  can  run  off 
AC  juice  or  four  AAs  and  comes  with  a  remote  that  tucks 
into  the  back  of  the  unit.  — Steven  Ramos 
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SoundDock 
Price:  $300 


www.bose.com 
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TREES  INSPIRED  DR.  TOM 


NANOTECHNOLOGY  DELIVERY  SYSTEMS. 


ED  HIS  C 


MICHIGAN 


Dendrimer  molecules  have  hundreds  of  nano  scale  branches 
that  can  deliver  medication,  diagnose  heart  attack  victims,  root 
out  cancer  cells,  even  sow  the  seeds  for  better  gene  therapy. 

They're  growing  right  now  at  Dendritic  NanoTechnologies,  Inc., 
the  company  Dr.  Tomalia  founded  and  built  into  the  world's 
leading  dendrimer  research  and  manufacturing  center.  All  from 
the  SmartZone  technology  cluster  located  on  the  campus  of 
Central  Michigan  University  in  Mount  Pleasant,  Michigan. 


michigan.o 


Why  Michigan?  With  our  business  climate  ranked  #2  in  the 
nation  by  Site  Selection  magazine,  and  one  of  the  fastest 
growing  life  science  corridors  anywhere,  we  make  business 
and  science  work  like  no  place  else. 

Dendritic  NanoTechnologies,  Inc.  is  just  one  of  the  exciting 
companies  that  make  up  Michigan's  Technology  Tri-Corridor, 
which  includes  Life  Sciences,  Advanced  Automotive  Technology 
and  Homeland  Security. 

To  learn  how  Michigan  can  help  your  business  grow, 
call  1.800.946.6829  or  visit  michigan.org. 


MICHIGAN 
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SfGHTHFTERS  MAY  BENEFIT  FROM  LUGGING 
excess  poundage  around  in  their  travels.  The 
rest  of  us  don't  have  much  reason  to  bother. 
That's  why  the  only  notebook  computers  I've 

owned  over  the  past  seven  years  have  weighed 
ljust  3  pounds  each. 
True,  you  do  pay  more  for  less.  And  lightweight  machines 
are  somewhat  slower  than  their  big  brothers  and  have  smaller 
screens  and  hard  drives.  But  the  smaller  screen  is  eminently 
readable,  and  it's  a  downright  blessing  when  the  guy  in  front 
of  you  on  the  plane  tilts  his  seat  back  to  the  max.  Besides, 
today's  3-pounders  have  enough  speed  and  capacity  for  the 
kinds  of  things  most  people  do  on  the  road.  They  also  include 
every  port  and  jack  you  might  conceivably  need,  plus  inte- 
grated Wi-Fi  and  slots  for  a  PC  Card  and  Memory  Stick.  What 
more  could  you  want? 

The  first  few  generations  of  subnotebooks  lacked  optical 
disk  drives.  To  those  of  us  who  loved  them,  that  seemed  a 
mere  annoyance.  But  last  year  lightweights  began  incorporat- 


ing a  DVD/CD-RW  drive  or  even  a  DVD  burner.  That  eliminated 
the  last  real  drawback.  Now  you  can  use  your  3-pounder  as  a 
roadworthy  DVD  or  CD  player. 

Sony  has  consistently  made  the  best  models  in  this  class, 
and  I  have  owned  several.  Earlier  this  year  it  introduced  the 
X505,  a  superthin  model  that  weighed  a  mere  2  pounds  but 
unfortunately  lacked  a  built-in  optical  drive  and  several  essen- 
tial ports.  Now  that  unit's  guts  have  been  transferred  to  the 
3.04-pound  models  of  Sony's  new  T  series,  a  line  that  puts 
back  the  drive  and  the  ports  and  leaves  room  for  the  longest- 
lived  battery  I've  ever  seen  in  this  class.  The  prototype  I  tried 
ran  a  surprising  4  lh  hours  with  the  disk  drive,  screen  and  Wi- 
Fi  all  running.  I've  got  minor  quibbles  with  the  keyboard,  but 
keyboards  in  lightweights  have  always  had  their  quirks. 

Over  years  of  travel  with  3-pounders,  I've  run  into  only 
one  real  drawback:  the  heart-stopping  moment  when  you 
think  you've  left  the  machine  at  home  or  at  the  airport  secu- 
rity checkpoint — and  then  find  it  hiding  in  your  bag  between 
a  couple  of  file  folders.  — Stephen  Manes 
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It's  one  thing  to  strive  for  a  goal.  It's  another  to  successfully  get  there.  Th 
is  boundless,  and  Northrop  Grumman  is  helping  America  maintain  its  advantage  in  this  critical 
domain.  We  have  a  history  of  outstanding  performance,  with  technologies  that  fully  exploit 
both  the  military  and  civil  potential  of  space.  And  we've  solved  some  of  the  most  challenging 
problems  that  space  has  to  offer.  Northrop  Grumman  has  engineered  many  revolutionary 
systems,  from  the  Lunar  module  to  a  long  Line  of  environmental,  reconnaissance  and  defense 
satellites,  and  now  the  James  Webb  Space  TeLescope  and  the  Prometheus  Jupiter  Icy  Moons 
Orbiter.  From  force  enhancement  and  application  to  space  control  and  support,  Northrop 
Grumman  is  designing  the  tools  with  which  humanity  wiLL  finally  and  truly  reach  the  stars. 


www.northropgrumman.com 

©2004  Northrop  Grumman  Corporation 
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The  Dividend  Elite 

Payouts  are  back  in  style.  But  don't  just  buy  stocks  with  the  highest  current  yields. 
Look  for  those  with  the  highest  future  yields  |  By  John  H.  Christy 


Tom  Cameron  finds 
beauty  in  dividends. 


MOST  FOLKS  WHO  ARE 
Thomas  Cameron's  age  pay 
close  attention  to  dividends, 
thinking  only  of  their  cur- 
rent income.  But  Cameron, 
77,  has  an  entirely  different  motivation  for 
being  in  love  with  dividends  Consistent 
dividend  payers,  he  says,  have  a  higher 
total  return  than  other  stocks. 


"Stocks  go  up  when  dividends  go  up; 
it's  just  that  simple,"  says  Cameron, 
former  chairman  of  the  Philadelphia 
Stock  Exchange.  He  came  by  his  affinity 
for  dividends  as  a  young  analyst  covering 
utilities,  which  are  habitually  big  payers. 
He  says  you  should  buy  stocks  that  have 
had  handsome  and  regular  dividend 
increases  over  the  past  decade.  Out  of 


12,000  stocks  traded  in  the  U.S.,  a  mere 
156  have  raised  dividends  in  every  year  of 
the  last  ten  and  have  raised  them  at  an 
average  annual  rate  of  at  least  10%.  Let's 
call  these  Dividend  Dazzlers. 

There  is  a  case  to  be  made  for 
Dividend  Dazzlers,  but  it  is  not  quite  as 
simple  as  it  looks.  It  would  be  tempting  to 
note  that  today's  Dazzlers  have  beaten  the 
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Robert  Morris 

Banc  of  America  Securities 
OIL  &  GAS 

If  Robert  Morris  is  correct,  the  energy  industry  is  still  a  buy.  Most  oi 
his  earnings  estimates  for  2005  run  20%  to  30%  higher  than  the 
consensus  among  his  peers.  He  notes  that  valuations  among  oil  and 
gas  stocks  still  seem  to  reflect  assumptions  of  oil  at  $28  a  barrel  and 
natural  gas  at  $4.75  per  million  Btu.  Morris  is  bullish  on  XTO  Energy, 
where  he  expects  2005  earnings  of  $3.50  versus  a  consensus  of  $2.77. 
The  Fort  Worth -headquartered  firm  acquires  and  exploits  natural 
gas  properties;  it  spent  $630  million  on  such  purchases  in  2003. 
"They  can  increase  production  at  a  double-digit  pace  for  the  next 
several  years,"  Morris  says,  "and  still  only  spend  half  their  cash 
flow."  EOG  Resources  is  another  of  his  gas  favorites. 


PfWfi  FPS  FSTIMATF 

Market  Value 

Company 

Price 

Analyst  Consensus 

(Smil) 

Apache 

$51.53 

$5.80  $5.07 

$16,835 

*  EOG  Resources 

66.80 

6.40  4.89 

7,717 

*  XTO  Energy 

31.79 

3.50  2.77 

8,167 

Lloyd  T.O'Carroll 

BB&T  Capital  Markets 

METALS  &  MINING 

Lloyd  O'Carroll  ranked  just  below  Ivy  Zelman  on  the  list  of  smart 
earnings  estimators.  For  2005  he  sees  opportunity  in  aluminum. 
O'Carroll's  earnings  forecast  for  Alcoa  exceeds  the  consensus 
number  by  28%.  Driving  the  metal's  growth  in  volume  and  price, 
he  says,  will  be  the  auto  industry,  which  will  ratchet  up  pounds  per 
vehicle  on  the  order  of  7%  to  10%.  Also,  look  for  healthy,  if 
somewhat  diminished,  demand  from  China,  now  the  world's 
second-largest  aluminum  consumer.  He  suggests  the  Chinese  will 
boost  their  aluminum  consumption  by  12%  in  2005.  O'Carroll  is 
less  enthusiastic  about  steel,  where  his  estimates  are  pretty  much  in 
line  with  those  of  his  peers. 


PODS  FPS  FSTIMATF 

Market  Value 

Company 

Price 

Analyst  Consensus 

(Smil) 

Alcan 

$47.01 

$4.45  $3.83 

$17,831 

*  Alcoa 

32.55 

3.16  2.47 

28,010 

Century  Aluminum 

26.33 

4.36  3.68 

819 
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phen  Kim 

|ith  Barney 

IjSEHOLD  DURABLES 

Ihen  Kim  focuses  his  coverage  on  home  builders,  but  he  strikes  a^^^^^ 
re  buUish  tone  than  Ivy  Zelman  of  Credit  Suisse  First  Boston.  Ing 
I's  view  these  stocks  already  reflect  fears  of  tightening  interest  ^v^0~ 
;s;  the  question  becomes  whether  those  fears  are  overblown.— 
things  only  get  a  little  bit  worse,"  he  explains,  "and  everybody-——— 

imes  they're  going  to  be  a  lot  worse,  then  you  can  make  money.  L_  

E  Zelman,  however,  Kim  thinks  his  home  builders  will  drop  fromastl"g&  Cable 


iggest  shifts  in  2005  forecasts.  As  such,  a 
joks  cheap  at  only  14  times  2005  profits. 


3-Month 
Change  in 
2005  Estimate 


ESTIMATED 


-19% 


-15 


-4 


-3 


-over-year  profit  growth  in  the  30%  range  down  to  just  7%  inriiclnstr&  Controls  -3 


5.  One  stock  he  favors  is  Toll  Brothers— his  estimate  for  its  2005rional  Activities 

lings  per  share  is  4%  above  the  consensus. 


-3 


Non-Apparel) 


-2 
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jlte  Homes 

$48.92 

$7.80  $8.33 

$6,242 

/land  Group 

85.95 

12.50  13.22 

2,013 

i)ll  Brothers 

43.40 

5.90  5.70 

3,213 

re  &  Programming  -2 


lent  Services 


-2 


Truck  Parts 
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$42.92 


jrew  Kligerman 

cautious,"  says  Andrew  Kligerman  of  the  insurance  sector  fof  ' 


>r  estimated  long-term  growth  in  earnings,  a  PEG  ratio  below  1.0 
lest  when  the  PEG  is  calculated  using  consensus  estimates.  But  they 
jate,  a  forecast  weighted  to  the  top-rated  earnings  estimators. 

PRICE  Estimated 
Earnings 


Change  From 
52-Week  High 

-7% 


20.16  -14 


-42 


[5.  Valuations,  he  offers,  are  presently  in  line  with  or  above  then  16.24 
loric  norms,  and  the  outlook  for  industry  fundamentals  doesn'j  20.14 
c  all  that  tantalizing.  Kligerman  predicts  sales  of  life  insurance  14.90 
.  annuities  will  creep  up  at  a  single-digit  rate.  "Regulators  art  14  57 
teasing  capital  requirements,  putting  even  more  pressure  oij— 
Lis,"  he  adds.  Still,  Kligerman  likes  Prudential  Financial,  which  h| 
Iks  will  make  $4.52  per  share,  22  cents  higher  than  the  consensuj 
Last.  In  contrast,  he  thinks  that  Protective  Life  will  earn  10  cent 
than  its  $3.53  consensus  forecast. 
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-hoenixCos.  $10.02 
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$980 

rotective  Life  38.18 

3.43  3.53 

2,721 

rudential  Financial  45.71 

4.52  4.30 

24,289 
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24 
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20 
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Consensus  SmartEstimate 
1.10  0.97 


1.09 


0.97 


1.38 


0.94 


1.00  0.82 


1.08 


0.93 


1.06 


0.87 


1.06  0.94 


1.32 


0.93 


1.08 


0.95 


1.12 


0.96 


1.05 


0.92 


1.11 


0.93 


1.39 


0.65 


2.52 


0.74 


1.08 


0.88 


Market  Value 
($mil) 

$895 
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4,287 


328 


773 


561 


872 


1,430 


1,706 
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1,334 
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The  Dazzlers:  Where  to  Find  Rising  Payouts  

Here  are  the  best  of  the  dividend  elite,  picked  as  having  the  greatest  potential  by  dividend-oriented  managers.  Some  of  these 
expanded  their  dividends  every  year  over  the  past  ten  and  did  so  at  an  average  annual  10%  growth  rate. 


Company 


Recent 
price 


YIELD 


Current 


On  original 
cost  basis1 


5-year 

dividend 

growth2 


2005 
estimated 
P/E 


Market 
value 
($bil) 


3M 


$77 


1.9% 


5.4% 


3.6% 


18 


$60 


Altria  Group 


47 


6.2 


15.2 


9.6 


97 


Bank  of  America 


44 


4.1 


16.0 


11.8 


11 


178 


BP 


59 


2.8 


8.1 


5.8 


15 


215 


Caterpillar 


81 


2.0 


6.0 


4.8 


12 


28 


Citigroup 


43 


3.7 


29.6 


28.1 


10 


225 


General  Electric 


33 


2.4 


9.4 


13.5 


19 


351 


Johnson  &  Johnson 


58 


2.0 


8.3 


13.6 


17 


171 


Microsoft 


29 


1.1 


8.4 


NA 


21 


312 


Pfizer 


28 


2.3 


10.6 


19.0 


12 


214 


PPG  Industries 


60 


3.0 


4.8 


4.0 


14 


10 


Sunoco  Logistics  Partners  LP 


39 


6.1 


NA 


NA 


15 


Prices  as  of  Oct.  20.  '2004  estimated  dividend  divided  by  cost  basis  of  Oct.  20,  1994.  Annualized.  NA:  Not  applicable. 
Sources:  Citigroup  Asset  Management;  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems. 


market  over  the  past  (they  have,  soundly). 
Tempting  but  absurd.  If  unexpected  pros- 
perity descended  upon  a  small  subset  of 
corporations,  it  stands  to  reason  that  they 
would  both  beat  the  market  and  have  the 
wherewithal  to  boost  dividends  at  a  high 
rate.  This  cause-and-effect  connection 
would  be  useful  to  you  only  if  you  could 
somehow  get  your  hands  right  now 
on  the  Dazzler  list  of  2014.  Alas,  it's  not 
available. 

Here's  a  better  acid  test  of  the 
Cameron  thesis.  Go  back  to  1994  and  cre- 
ate a  list  of  all  the  Dazzlers  that  were  to  be 
found  then.  There  were  173.  How  have 
they  done  since?  Well.  This  group,  which 
includes  such  companies  as  Johnson  & 
Johnson  and  General  Electric,  has  aver- 
aged a  14.4%  total  annual  return,  three 
points  better  than  the  S&P  500.  This  isn't 
proof  that  Cameron's  approach  will  work 
over  the  next  decade,  but  it  suggests  that 
he's  onto  something. 

And,  as  Cameron  himself  is  quick  to 
concede,  there  are  good  years  and  bad  years 
for  stocks  whose  strong  suit  is  dividend 
payments.  Dazzlers  lagged  during  the  late- 
1990s  bull  market  in  technology  stocks. 
They  have  done  fairly  well  in  the  value- 
driven  market  of  the  past  five  years.  As 
manager  of  the  Sovereign  Investors  Fund 


from  1979  to  1992,  Cameron  did  only 
slightly  better  than  the  S&P  500.  His  Eastern 
Point  Advisors  Rising  Dividend  Fund, 
launched  in  March,  is  too  new  for  its  mar- 
ket-beating performance  to  mean  much. 

The  current  Dazzler  list  includes  the 
likes  of  3M,  Caterpillar  and  PPG  Industries 
(see  table).  If  you  want  to  go  after  divi- 
dend payers,  now  is  a  good  time  to  play 
the  game  in  a  taxable  brokerage  account. 
Under  present  law,  the  15%  tax  rate 
enacted  last  year  lasts  through  2009.  After 
that,  there's  no  telling. 

The  average  yield  in  the  stock  market 
is  a  mere  1.7%,  but  historically  dividends 
have  been  a  much  larger  component  of 
total  return.  The  real  total  return  on 
stocks  since  1926  has  been  7%  or  so,  and 
dividends  account  for  4  percentage  points 
of  that  total,  according  to  Ibbotson  Asso- 
ciates. The  current  S&P  500  payout  ratio — 
dividends  as  a  fraction  of  net  income — is 
back  up  to  34%  after  dipping  to  29%  five 
years  ago,  but  still  shy  of  the  historical 
54%  level. 

The  2003  tax  cut  has  brought  divi- 
dends back  into  style.  "The  tax  cut  simply 
accelerated  the  process,"  says  Scott 
Glasser,  who  manages  $3  billion  in  divi- 
dend-oriented portfolios  at  Citigroup 
Asset  Management  and  looks  for  payout 


growth  of  the  sort  that  Cameron  is  after. 

The  dividend-raising  trend  is  gaining 
strength.  To  date  in  2004,  a  robust  226 
companies  in  the  S&P  500  have  announced 
dividend  increases,  compared  with  just  4 
that  have  cut  or  suspended  payments. 
This  year  dividend-raising  companies 
range  beyond  the  usual  generous  payers 
like  financials  (Citigroup,  Wells  Fargo)  to 
include  industrial  outfits  such  as  Lock- 
heed Martin. 

Most  notable  of  all  is  cash-rich 
Microsoft — until  this  year  a  typical  tech 
company  that  shunned  big  payouts.  In 
July  the  company  announced  a  special 
dividend  of  $3  a  share  and  a  doubling  of 
the  yearly  dividend  to  32  cents.  At  a  recent 
$29,  Microsoft  yields  1.1%.  Citigroup's 
Glasser  thinks  Microsoft  may  continue  to 
boost  dividends  once  the  cash  starts  to 
pile  up  again.  He  owns  the  stock  in  several 
of  the  funds  he  manages,  including  Smith 
Barney  Dividend  &  Income. 

Many  companies  are  in  Microsoft's 
position,  with  cash  hoards  fairly  spilling 
over,  says  Howard  Silverblatt,  a  Standard 
&  Poor's  analyst.  The  number  of  divi- 
dend payers  in  the  S&P  500  index  is  376, 
up  from  351  in  2002.  The  roster  has  a 
long  way  to  go,  however,  to  match  the 
1980  level  of  469. 
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Other  Good  Dividend  Plays 


These  stocks,  in  general,  aren't  as  generous  as  the  Dazzlers.  But  that  could  change.  They  are  cheap,  with  P/Es  less  than  15,  sport 
payout  ratios  below  40%  (meaning  there's  room  to  boost  dividends)  and  offer  yields  better  than  the  S&P  500's. 


Company 

Business 

Recent 
price 

Current 
yield 

5-year 
dividend 
growth1 

2005 
estimated 

r/t 

Payout 
ratio 

Alcoa 

aluminum 

$31 

1  no/ 
1.9% 

110/ 
11% 

13 

O  "70/ 

37% 

Archer  Daniels  Midland 

tood 

17 

1  0 

1.0 

1U 

13 

39 

MBNA 

credit  cards 

24 

2.0 

16 

10 

24 

Pier  1  Imports 

furniture  stores 

18 

2.2 

20 

14 

34 

Spartech 

plastics 

25 

1.8 

11 

14 

32 

Superior  Industries  Intl 

automobile  parts 

28 

2.2 

12 

13 

27 

Talbots 

clothing  stores 

25 

1.8 

13 

13 

23 

Prices  as  of  Oct.  20.  'Annualized. 

Sources:  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems. 

Apart  from  warming  the  hearts  of  re- 
tirees who  make  an  old-fashioned  dis- 
tinction between  principal  and  income, 
dividends  serve  a  beneficial  function  in 
braking  executives'  penchant  to  squander 
corporate  resources.  So  argues  Michael 
Jensen,  a  Harvard  professor  emeritus  who 
believes  that  payouts  make  managers 
think  twice  about  overspending  on  iffy 
projects  that  might  endanger  the  divi- 
dend. Some  contend  that  increasing  div- 
idends portend  good  things  for  the  mar- 
ket overall.  A  study  by  AQR  Capital 
Management's  Clifford  Asness  and  First 
Quadrant's  Robert  Arnott, 
in  the  Financial  Analysts 
Journal  last  year,  found 
that  when  dividend  payout 
ratios  are  high,  solid  earn- 
ings growth  lies  ahead  because  manage- 
ments are  confident  about  the  future. 

Not  all  dividend  increases,  of  course, 
foretell  upcoming  glorious  days.  Some 
struggling  companies  try  to  buy  investors' 
love  with  fat  payouts.  Last  year  long- 
suffering  AT&T  bumped  up  its  annual  div- 
idend by  a  nickel  to  80  cents.  Now  the 
once-mighty  telecom  name  has 
announced  a  $7.1  billion  loss  in  its  third 
quarter  this  year.  And  tobacco  company 
Reynolds  American  (R.J.  Reynolds  before 
its  July  stock-swap  acquisition  of  Brown 
&  Williamson)  treated  investors  to  back- 
to-back  dividend  increases  in  2001  and 
2002,  hitting  a  current  $3.80,  despite 
unending  smoker  lawsuits  and  market- 
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share  losses  to  dominant  Altria,  parent  of 
Philip  Morris. 

Getting  the  most  out  of  a  dividend- 
driven  investment  strategy  requires  that 
you  look  beyond  stocks  with  the  highest 
yields,  which  can  lead  you  astray.  AT&T 
has  a  juicy  6%  dividend  yield  (trailing 
four  quarters'  payout  divided  by  stock 
price);  Reynolds  yields  5.5%. 

Citigroup  portfolio  manager  Glasser, 
in  his  search  for  companies  with  a 
dividend-hiking  history,  wants  low  debt, 
well-funded  pension  plans  and  high 
profit  margins,  to  be  sure  that  further 


a  share  last  year,  may  earn  as  much  as  $8 
in  2005.  If  he's  right,  the  sizzling  payout 
growth  could  continue  for  a  few  more 
years.  At  a  recent  $81,  the  stock  yields  2%. 

Financial  stocks  are  another  good 
hunting  ground  for  dividend  hounds. 
Brian  McMahon,  president  of  Thornburg 
Asset  Management  and  manager  of  the 
firm's  Investment  Income  Builder  Fund, 
likes  Citigroup  and  Bank  of  America, 
which  yield  3.7%  and  4.1%,  respectively. 
Banks,  McMahon  says,  are  better  able  to 
support  high  dividends  since  their  capital 
spending  needs  tend  to  be  low. 


Beware  of  struggling  companies  that  try  to  buy 

investors'  love  with  fat  payouts. 


increases  are  sustainable.  "You  want  that 
cash  flow  to  be  able  to  come  back  to 
shareholders,"  he  says. 

One  company  that  meets  Glasser's 
criteria  as  well  as  Cameron's  is  3M,  maker 
of  everything  from  Post-it  Notes  to 
asthma  inhalers.  With  a  yield  of  1.7%,  3M 
is  smack  in  line  with  the  S&P  500.  The 
company's  payout  ratio  is  just  43%,  sug- 
gesting room  to  expand. 

Caterpillar  has  raised  its  dividend  an 
average  25%  a  year  over  the  past  decade. 
According  to  Cameron,  only  28  compa- 
nies in  the  U.S.  have  even  topped  a  20% 
dividend  growth  rate  over  that  stretch  of 
time.  Cameron  thinks  the  earthmoving- 
equipment  company,  which  earned  $3.13 


One  of  the  drawbacks  to  a  company 
with  fast-growing  dividends  is  that  it's 
likely  to  be  much  sought  after.  Some  of 
these  stocks  trade  at  multiples  of  15  or 
more  of  their  future  earnings.  For  a 
cheaper  portfolio,  consider  companies 
that  are  merely  good  payers  rather  than 
growing  payers.  The  table  on  this  page 
lists  companies  with  above-average  yields 
and  payout  ratios  below  50%. 

And  if  you  don't  mind  unsteady  divi- 
dend payers,  check  out  Annaly  Mortgage, 
which  columnist  James  Grant  raves  about 
on  page  208.  This  thriftlike  outfit  yields 
12%.  As  a  real  estate  investment  trust, 
however,  it  typically  pays  dividends  that 
are  not  eligible  for  the  15%  rate.  F 
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IT'S  STORAGE.  IT'S  FLEXIBLE.  IT'S  YOU. 

Yes,  you.  Whatever  is  vital  to  you -x-rays,  blueprints,  customer  information - 
storing  vast  amounts  of  data  is  important.  Even  more  important  is  access  to  that 
information.  Having  data  right  at  your  fingertips.  Welcome  to  the  on  demand 
world  enabled  by  IBM  TotalStorage*  systems.  Where  your  servers  and  storage 
work  together  to  better  manage  data  across  your  organization,  giving 
you  a  broad  range  of  storage  options.  Thus,  a  total  recognition  of  TOO, 
scalability  and  flexibility.  IBM  TotalStorage  is  for  you.  Find  and  learn  the  whole 
story  at  ibm.com/totalstorage/total 

IBM  TotalStorage" 
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and  service  names  may  be  trademarks  or  service  marks  of  others.  ©2004  IBM  Corporation.  All  rights  reserved. 


Money&lnvesting  

THE  FUNDS 

Sellout 

When  brokerage  houses 
buy  no-load  mutual  funds, 
they  typically  add  loads  and 
may  jack  up  expenses  to 
boot.  You  may  want  to  look 
around  for  the  exit  door. 
By  James  M.  Clash 


SINCE  1994  THE  PERCENTAGE  OF 
mutual  funds  with  sales  loads  has 
dropped  to  49%  of  all  equity 
funds  from  60%,  according  to  the 
Investment  Company  Institute. 
But  not  all  the  news  is  good  for  the  do-it- 
yourself  investor.  Some  of  the  best  no-load, 
low-cost  funds  have  been  bought  by  bro- 
kerage houses,  which  have  not  only  imposed 
loads  on  them  but  also  raised  annual 
expenses — even  as  assets  grew. 

At  least  63  no-loads  worth  a  collective 
$79  billion  in  assets  have  been  bought  by 
brokerages  over  the  last  decade.  Of  these, 
19  were  once  Forbes  Best  Buys  and/or 
Honor  Roll  funds.  All  are  now  saddled 
with  sales  charges — most  of  them  a  steep 
5.75%  upfront  load — while  54  also  in- 
creased expenses.  The  group,  post- 

Good  Funds  Gone  Bad 


acquisition  (including  those  few  that  im- 
plemented decreases),  boosted  expenses  an 
average  of  20%,  even  while  assets  grew 
13%.  Shouldn't  economies  of  scale  from 
more  assets  bring  down  expenses  in  per- 
centage terms  rather  than  raise  them? 

Brokerages  argue  that  it  takes  money 
to  gather  fund  assets — after  all,  there  are 
marketing,  distribution  and  sales  costs. 
Maybe  so,  but  where's  the  good  in  it  for 
shareholders?  Asset  gains  bring  a  nicer 
income  to  brokers  and  money  managers, 
but  why  should  shareholders  foot  the  bill? 

In  the  1990s  the  Acorn  Fund,  under 


the  tutelage  of  small-company  stock 
picker  Ralph  Wanger,  delivered  great  per- 
formance to  its  shareholders  while  assess- 
ing meager  annual  expenses  (0.85%  of 
assets)  and  no  sales  load.  Acorn  periodi- 
cally appeared  on  both  the  Forbes  Best 
Buys  and  Honor  Roll  lists.  But  in  2000 
Wanger  Asset  Management  sold  the  con- 
tract for  Acorn  to  Liberty  Financial  Cos. 
Liberty  later  sold  the  fund  to  Fleet 
Boston,  and  that  bank  recently  sold  out  to 
Bank  of  America.  From  Liberty  on,  Acorn 
has  been  a  load  fund  operating  under  the 
name  Columbia  Acorn.  While  assets  in 


These  six  funds,  once  on  both  Forbes  Best  Buys  and  Honor  Roll  lists,  have  been  saddled  with  big  loads  and  expense  increases 
after  being  acquired  by  brokerage  houses.  That  makes  the  fund  managers  richer  at  the  expense  of  new  shareholders. 

FXPFNSE  RATIO                       SALES  CHARGE  5-vear 

New  Fund  Name  Assets 
Old  Fund  Name  ($mil) 

Prior  Current 

Prior  Current 

annualized  - 
total  return1 

Columbia  Acorn  Fund-A 

Acorn  Fund  $11,680 

0.85%  1.18% 

no  load  5.75% 

13.7% 

Columbia  Growth  Fund-A 

Columbia  Growth  Fund  840 

0.72  1.33 

no  load  5.75 

-6.9 

Franklin  Mutual  Series— Beacon-A 

Mutual  Series  Fund— Beacon  5,162 

0.72  1.18 

no  load  5.75 

9.1 

Franklin  Mutual  Series— Qualified-A 

Mutual  Series  Fund— Qualified  3,987 

0.72  1.17 

no  load  5.75 

9.2 

Franklin  Mutual  Series— Mutual  Shares-A 

Mutual  Series  Fund— Mutual  Shares  10,699 

0.69  1.16 

no  load  5.75 

8.6 

Scudder  International  Fund-A 

Scudder  International  Fund-lntl  Shares  1,580 

1.17  1.60 

no  load  5.75 

-3.8 

'Through  Sept.  30.  Sources  Upper:  Forbes. 
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the  fund  climbed  from  $3.8  billion  in 
2000  to  $11.7  billion  now,  expenses  also 
rose.  Class  A  shares,  with  a  5.75%  load, 
will  cost  you  1.18%.  Don't  want  to  pay 
the  upfront  load?  Class  B  and  C  shares 
levy  1.93%  and  2%  expenses,  respectively, 
and  won't  let  you  off  lightly  either, 
because  they  have  back-end  loads  for 
early  departees. 

Too  bad  you  didn't  get  in  on  the 
ground  floor.  Original  Acorn  sharehold- 
ers (pre-2000)  are  grandfathered  into  a 
bargain  Z  share  class  and  bear  an  expense 
burden  of  just  0.79%;  they  have  the 
option  to  buy  as  many  more  Z  class 
shares  as  they  want. 

Marilyn  McCarthy,  a  spokesperson  at 
Columbia,  argues  that  Acorn's  assets  have 
grown  precisely  because  of  increased 
marketing  costs.  "You  have  to  pay  brokers 
for  advice,"  she  says.  McCarthy  also 
points  out  that  Columbia  has  just  re- 
duced expenses  on  Acorn  from  1 .33%  to 
1.18%  on  the  A  class.  (Worth  noting:  In 
March  Bank  of  America,  the  parent  com- 
pany of  Acorn,  and  Fleet  agreed  to  settle 
for  $160  million  in  fee  reductions  with 
New  York  Attorney  General  Eliot  Spitzer.) 

Michael  Price  delivered  returns  at  the 
Mutual  Series  funds  (Beacon,  Discovery, 
Mutual  Shares,  Qualified)  that  made  him 
famous  among  value  aficionados.  In 
1996  Price  sold  the  operation  to  load 
house  Franklin  Templeton,  and  five  years 
later  he  left  his  stock  picking  job  at 
Mutual.  While  collective  assets  have 
grown  51%  since  Franklin's  takeover, 
average  expenses  have  grown  more,  from 
0.78%  to  1.24%.  That's  on  top  of 
Franklin's  5.75%  sales  fee. 

Hotchkis  and  Wiley  International 
used  to  be  on  the  Forbes  Best  Buys  list  for 
its  combination  of  low  costs  and  high 
risk-adjusted  performance.  In  1996 
Hotchkis,  which  owned  the  operation, 
sold  it  to  Merrill  Lynch.  The  overseas 
fund  was  renamed  Merrill  Lynch  Interna- 
tional Value.  Expenses  climbed  from 
1.02%  to  1.32%,  the  load  from  zero  to  a 
maximum  of  5.25%. 

In  2001  the  original  Hotchkis  managers 
defected  to  found  their  own  no-load  shop, 
Causeway  Capital  Management.  Since  in- 
ception the  new  Causeway  International 
Value  Fund  has  demolished  the  Merrill 


IT'S  COMPACT. 
IT'S  AFFORDABLE. 
IT'S  YOU. 


It's  the  enterprise-class  IBM  TotalStorage®  DS6800  system.  It's  as  low  as  half  the  price1 
and  takes  up  as  little  as  5%  of  the  space2  of  that  "other"  enterprise  storage  offering  (the 
EMC  Symmetrix  DMX800).  With  Power  Architecture'"  technology  and  a  surprisingly 
small  footprint,  it's  designed  to  deliver  lower  costs.  Is  it  storage  or  is  it  a  strategy?  It's 
both.  It's  IBM  TotalStorage  at  its  best. 

Find  and  learn  the  whole  story  at  ibm.com/totalstorage/save 


IBM  TotalStorage8 


'Price  comparison  based  on  U.S.  list  prices.  Actual  customer  prices  may  vary.  Compares  IBM  TotalStorage  DS6800  system 
with  2TBs  Operating  Environment  License  software.  1.16TB  using  146GB  10K  FC  Drives,  4GB  of  memory.  19  inch  rack  and 
FICON  Attachment  license  (zSeries  support),  and  EMC  Symmetrix  DMX800  with  2TBs  Control  Center  Management  software, 
1.16TB  using  146GB  10K  FC  Drives,  and  4GB  of  memory.  List  prices  for  EMC  Symmetrix  obtained  from  ideas  International. 
www.ldeaslntemational.com,  as  of  10/1/04.  !IBM  TotalStorage  DS6800  may  be  used  as  a  stand-alone  unit,  or  mounted  into  a 
rack.  Size  comparison  is  based  on  stand-alone  use.  IBM,  TotalStorage  and  Power  Architecture  are  trademarks  or  registered 
trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Other  company, 
product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©2004  IBM  Corporation.  All  rights  reserved. 


Lynch  International  Value  Fund,  returning 
an  annual  16.2%  to  Merrill's  9.8%. 

Bond  fund  holders  have  to  watch  out 
for  a  changing  of  the  guard,  too.  Stein  Roe 
&  Farnham,  which  had  good  no-load, 
reasonable-expense  bond  funds,  sold  out 
in  the  early  2000s  to  what  is  now  Colum- 
bia Management  Group,  the  same  Bank 
of  America  operation  that  runs  Acorn. 
And  sure  enough,  assets  in  the  four 
acquired  bond  funds  (High  Yield  Munic- 


ipals, Income,  Intermediate  Bonds,  Man- 
aged Municipals)  increased,  from  a  col- 
lective $1.5  billion  to  $2.5  billion,  but  so 
did  average  expenses,  from  0.76%  to 
1.08%.  To  make  matters  worse,  Columbia 
also  added  4.75%  loads  to  the  funds. 

What  can  shareholders  do?  If  you  are 
grandfathered  into  a  cheap  share  class  and 
the  portfolio  managers  you  came  for  stick 
around,  hang  in  there.  If  either  condition 
is  not  met,  depart.  F 
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Location, 

Location,  1 

Location 


A  recent  study  shows  why  it  makes  more  sense  to  put  bonds  in  a 
tax-deferred  account  and  stocks  in  a  taxable  one  |  By  Ira  Carnahan 


THE  LATEST  FEDERAL  RESERVE 
Survey  of  Consumer  Finances 
shows  that  Americans  invest 
their  taxable  accounts  and  their 
tax-deferred  accounts — their 
401  (k)s  and  Individual  Retirement  Ac- 
counts— almost  identically,  devoting  just 


over  two-thirds  of  each  to  stocks.  Those 
who  do  this  are  stupid.  They  should  put 
bonds  into  the  sheltered  accounts  and 
stocks  into  the  taxable  accounts. 

Investors  are  bombarded  with  infor- 
mation about  proper  asset  allocation: 
how  they  ought  to  split  their  money 


among  stocks,  bonds  and  other  assets. 
Meanwhile  asset  location  between  taxable 
and  tax-deferred  portfolios  gets  short 
shrift. 

Yet  according  to  Carnegie  Mellon 
finance  professor  Robert  Dammon, 
putting  securities  into  the  wrong  type 


106     FORBES"  November  15,  2004 


Money&lnvesting  

of  account  can  easily  slice  20%  off  your 
ending  nest  egg.  It's  especially  costly  to 
young  and  middle-age  investors, 
because  their  mistakes  have  longer  to 
compound. 

Your  basic  goal  is  simple:  to  put  your 
most  highly  taxed  assets  in  tax-deferred 
accounts,  while  stashing  more  lightly 
taxed  assets  in  your  taxable  account.  Cal- 
culating taxes  can  get  complicated,  since 
they  depend  on  how  long  you  hold  secu- 
rities, whether  they  are  exempt  from  fed- 
eral or  from  state  tax,  and  what  bracket 
you  are  in.  Fortunately,  though,  a  recent 
study  in  the  Journal  of  Finance  sorts 
through  all  of  this  and  comes  up  with 
some  fairly  simple  rules  of  thumb.  (The 
authors  of  the  study  are  Dammon; 
Chester  Spatt,  another  Carnegie 
Mellon  prof,  who  is  now  serving  as 
chief  economist  at  the  Securities  & 
Exchange  Commission;  and  Harold 
Zhang,  a  finance  professor  at  the 
University  of  North  Carolina  at 
Chapel  Hill.) 

Their  first  finding  is  that  you'll 
do  best  if  you  put  your  bonds  and 
real  estate  investment  trusts,  whose 
payouts  are  mostly  taxed  at  ordinary 
(federal)  income  rates  of  up  to  35%, 
into  your  tax-deferred  accounts.  Put 
your  stocks,  which  pay  long-term 
capital  gains  and  dividends  taxed  at 
a  top  15%  rate,  into  your  taxable  account. 
That  holds  true,  the  professors  show,  even 
if  you  trade  stocks  a  lot,  generating  highly 
taxed  short-term  gains,  or  hold  a  mutual 
fund  that  does  the  same. 

The  profs'  second,  and  more  sur- 
prising, conclusion  is  that  even  well-off 
investors  should  favor  taxable  bonds  in 
a  tax-deferred  account  over  tax-exempt 
bonds  outside  of  one.  Investors  at  all 
income  levels,  advise  the  profs,  should 
fill  their  tax-deferred  accounts  with 
REITs  or  with  taxable  bonds  (if  they 
want  to  hold  that  many  bonds)  before 
they  even  consider  buying  municipal 
bonds,  which  are  tax-exempt. 

How  can  that  be?  Over  the  long  term 
corporate  bonds  in  a  tax-deferred 
account  give  you  a  better  return  than 
munis,  even  though  the  corporates  will 
be  taxed  at  high  ordinary  income  rates 
(35%)  when  you  eventually  withdraw 


the  money.  The  corporates,  after  all, 
offer  you  a  higher  yield  as  well  as  tax 
deferral.  These  advantages  overwhelm 
any  that  the  muni  bond  investor  gets 
from  holding  stocks  in  a  tax-deferred 
account.  Those  who  put  stock  into  a  tax- 
deferred  account  will  get  whacked  at 
35%  when  it's  withdrawn,  compared 
with  the  light  15%  tax  on  dividends  and 
long-term  capital  gains  in  a  taxable 
account. 

Indeed,  the  tax  benefits  of  holding 
taxable  bonds  in  a  tax-deferred  account 
are  so  great,  say  the  profs,  that  you  may 
want  to  consider  filling  such  accounts 
with  bonds  even  if  doing  so  leaves  you 
with  a  higher  bond  allocation  than  you 

Put  stocks  into  a  taxable 
account.  That  makes 
sense  even  if  the 
15%  rate  on 
dividends  and  capital 
gains  is  destined  to  be 
snatched  away. 

would  normally  have.  You  can  then  bring 
your  bond  allocation  back  down  to  the 
level  you  prefer  by  borrowing  to  buy 
extra  stocks  for  your  taxable  account. 

Borrowing  and  lending  at  the  same 
time — this  is  tax  arbitrage.  You  are  bor- 
rowing with  immediately  deductible 
interest  while  running  up  offsetting 
interest  income  that  will  be  taxed  years 
later.  Calculations  get  a  bit  messy,  but  the 
arbitrage  can  make  sense  if  (a)  your  bor- 
rowing rate  is  low  enough;  (b)  the  defer- 
ral is  long  enough  (remember,  deferral 
merely  postpones  the  tax);  and  (c)  your 
interest  expense  is  deductible  against 
high-bracket  income. 

If  the  borrowing  is  a  margin  loan 
through  your  securities  account,  the  arbi- 
trage is  probably  going  to  be  hard  to  jus- 
tify. That's  because  it  will  probably  be 
deductible  only  against  what  would  have 
been  15%-rate  dividends  and  capital 


gains.  Getting  a  tax  deduction  worth 
15%  now  in  return  for  getting  hit  with  a 
35%  tax  later  is  no  way  to  get  rich.  But 
smart  investors  find  ways  to  deduct 
interest  at  35%.  They  can  just  carry  a  big- 
ger mortgage  than  they  otherwise  would, 
for  example.  Mortgage  interest  is 
deductible  against  35%  income  such  as 
salaries. 

Holding  lots  of  stock  in  a  taxable 
account  has  other  advantages.  If  you 
aren't  Warren  Buffett,  you're  going  to 
have  losers  along  with  winners.  Give 
away  the  winners  to  low-bracket  children 
or  to  charities,  or  just  let  them  ride.  Sell 
the  losers  for  the  tax  losses. 

Another  reason  to  favor  stocks  in 
your  taxable  account  is  that  they 
can  dampen  the  volatility  of  your 
portfolio.  And  that  matters  if  you 
have  to  dip  into  it  for,  say,  college 
tuition,  only  to  discover  your  hold- 
ings are  on  a  downswing.  Assume, 
for  example,  that  you  hold  $100,000 
worth  of  stocks  in  a  taxable  account 
and  an  equal  amount  in  a  tax- 
deferred  account.  Your  pretax 
return  in  the  two  accounts  will  be 
the  same.  But  your  aftertax 
return — the  one  that  counts— will 
be  less  volatile  in  a  taxable  account. 

Your  return  is  dampened  on  the 
upside  because  the  government 
taxes  some  of  it  away.  But  it's  also  damp- 
ened on  the  downside  because  you  can 
use  your  losses  to  offset  other  gains  and 
income.  That's  true  for  both  stocks  and 
bonds,  of  course,  but  since  stock  returns 
are  much  more  volatile,  you'll  get  a 
greater  reduction  in  volatility  if  you 
devote  your  taxable  account  to  stocks. 

What  if  John  Kerry  wins  the  presi- 
dency and  follows  through  on  his 
promise  to  roll  back  the  Bush  tax  cuts  for 
those  earning  more  than  $200,000  a  year? 
Will -all  this  advice  be  obsolete?  Nope. 
Even  if  a  President  Kerry  could  persuade 
Congress  to  raise  the  capital  gains  rate 
back  up  to  20%  and  get  rid  of  the  new 
15%  top  tax  on  qualified  dividends, 
you'd  still  want  to  favor  bonds  in  tax- 
deferred  accounts  and  stocks  in  taxable 
ones.  After  all,  under  a  Kerry  regime,  the 
top  rates  on  ordinary  income  would  be 
headed  back  up,  too.  F 
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Michaei  Collins'  best 
^invention  was  figuring  out 
how  to  profit  from  other 
(people's  inventions. 
By  Peter  Kafka 

MARYLOU  O'MALLEY  WANTS 
to  get  something  off  her 
chest — or  collarbone,  more 
precisely.  The  72-year-old  is 
tired  of  having  to  adjust  her 
I necklace  when  it  slips  around  her  neck. 
Wouldn't  it  be  wonderful,  she  says,  if  there 
were  an  adhesive  to  keep  her  jewelry  stuck 
to  her  skin? 

Michael  Collins  considers  the  proposi- 
tion, then  carefully  phrases  his  answer.  "I'm 
not  sure  it's  that  big  of  a  problem  that  I'd 
want  to  deal  with  a  piece  of  tape  to  solve 
it."  MaryLou  is  undeterred.  "Yes,  it  is,"  she 
insists.  "I've  been  thinking  about  this  for 
■ten  years." 

Collins  listens  politely  for  a  few  more 
minutes,  then  ushers  her  out  of  the  meet- 
ing room  of  a  suburban  Philadelphia  hotel. 
He  has  23  people  to  see  on  a  recent  Satur- 
day, all  of  whom  have  at  least  one  idea  they 
hope  he'll  love  and  want  to  buy,  license  or 
sell  to  someone  else.  Still  to  come:  propos- 
als for  a  cardboard  sled,  a  picnic  cooler  with 
a  detachable  chamber  to  collect  melted  ice 
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water  and  a  toilet  retrofit  that  saves  water. 
The  next  day  he'll  spend  eight  hours  doing 
the  same  thing. 

It  will  be  well  worth  his  time  if  Collins 
gets  out  of  the  weekend  with  just  one 
usable  invention,  or  idea  for  an  invention. 
His  Big  Idea  Group  of  Manchester,  N.H. 
makes  money  off  other  people's  notions. 
In  some  cases  he  takes  an  idea,  turns  it  into 
a  product  and  sells  it  himself,  paying  the 
inventor  an  advance  of  $20,000  or  so 
against  a  royalty  of  around  5%  of  whole- 
sale revenue.  In  other  instances  he  brings 
an  idea  to  a  manufacturer  or  retailer  who 
licenses  it;  Collins  splits  advances  and  roy- 
alties 50-50  with  the  inventor.  And  some- 
times Big  Idea  charges  companies  like  Sun- 
beam and  Toys  "R"  Us  $10,000  a  month 
to  go  trawling  for  new  gizmos  and  gadgets 
on  their  behalf  (again,  sharing  advances 
and  royalties  with  the  inventor).  Big  Idea 
also  commands  $30,000  for  an  "idea 
hunt,"  where  it  asks  inventors  to  work  on 
particular  projects  for  a  company  like  Bell 
Sports,  known  for  its  bicycle  and  ski  hel- 
mets. A  hit  results  in  advances  and  licens- 
ing fees  of  which  Big  Idea  takes  a  50%  cut. 

Four  years  after  starting,  Collins  and 
his  six  employees  are  netting  $  1  million  a 
year  on  sales  of  $5  million.  And  unlike  the 
outfits  whose  late-night  television  ads  im- 
plausibly promise  inventors  big  money  and 
often  draw  the  ire  of  the  Federal  Trade 
Commission  and  Better  Business  Bureaus, 
Big  Idea  never  charges  inventors  a  fee  and 
shares  the  wealth  if  an  item  catches  on.  The 
company  says  it  has  never  been  sued  or  in- 
vestigated by  a  government  or  private 
watchdog. 

Collins,  41,  knows  a  bit  about  the  in- 
ventor's frame  of  mind.  After  earning  a 
Harvard  M.B.A.  and  spending  an  unsuc- 
cessful year  at  American  Girl  doll  manu- 
facturer Pleasant  Co.,  he  struck  out  on  his 
own  and  started  Kid  Galaxy,  a  toy  com- 
pany in  1994.  His  big  hit  was  Bendos,  a  line 
of  Gumby-like  figures  that  eventually 
helped  Kid  Galaxy  gross  $5  million  a  year. 
But  Collins,  who  held  just  a  4%  stake  in  his 
company,  says  he  felt  there  was  little  growth 
in  store.  He  went  to  Clayton  M.  Chris- 

Hey,  ya  never  know:  hawking  ideas  for  an 
environmental  toilet,  an  adjustable  jockstrap 
and  a  suitcase  that  converts  to  a  scooter. 
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tensen,  the  Harvard  B-school  prof  who 
posited  a  theory  about  why  companies 
fail,  even  with  great  technology,  in  his  book 
The  Innovator's  Dilemma.  The  professor 
gave  him  an  endorsement  and  an  undis- 
closed investment  for  an  idea-hunting 
company.  In  all  Collins  rounded  up  $1  mil- 
lion, including  $50,000  of  his  own  money. 
He  owns  70%. 

Within  a  year  he  had  his  first  hit.  Tiny 
Totes,  a  set  of  mini-handbags  girls  could 
use  to  store  collectibles,  was  designed  by  an 
Indianapolis  woman  who'd  tried  for  years 
to  break  into  the  toy  business.  Almost  all 
of  Collins'  products  are  technologically 
primitive  ideas  for  toys  or  consumer 
products;  he's  not  going  to  uncover  a  light- 
emitting  diode  this  way. 

Collins  runs  his  invention  searches 
along  the  lines  of  TV's  Antiques  Roadshow. 
He  and  a  couple  of  rotating  industrial  de- 
signers— Douglas  Melville  and  A.K.  Strat- 
ton  helped  him  in  Philadelphia — patiently 
let  each  inventor  present  an  idea.  "We  know 
in  a  minute  if  it's  any  good,"  says  Collins. 

An  inventor's  pedigree  doesn't  always 
augur  success.  Jeremy  Kestler  has  a  B.A. 
from  Princeton,  an  M.B.A.  from  George- 
town and  several  years  of  corporate  brand- 
ing experience,  but  the  laundry  backpack 
he's  created  is  too  expensive  and  too  easily 
copied  to  really  excite  the  panel.  Sometimes 
an  invention  is  feasible, 
but  the  market  for  it  is  too 
small.  Richard  Kolensky 
has  created  a  smart  plastic 
ring-and-clasp  system  that 
kids  can  use  to  corral  their 
Game  Boy  cartridges,  but 
at  $7  a  set,  Collins  can't  imagine  selling 
enough  to  make  it  worth  the  effort. 

Some  inventions  just  don't  fit  into  Big 
Idea's  area  of  expertise:  Geoffrey  Miller  has 
developed  a  heavy,  expensive  storage  box 
that  fits  in  the  back  of  a  pickup  truck  and 
sits  on  hydraulic  legs  when  pulled  out.  It's 
impressive,  but  it's  probably  too  complex 
for  Collins  to  manufacture  himself,  and  he 
may  not  be  able  to  find  a  buyer. 

Other  ideas  are  considered  out  of  cour- 
tesy to  the  inventors  ("These  are  often  very 
vulnerable  people,"  Collins  notes)  and  be- 
cause, well,  you  never  know.  Christine  Tor- 
pey's  pitch  for  a  kid's  pedometer — a  po- 
tential fitness  device  for  schools — leaves  the 


panel  cold  at  first.  But  after  kicking  the  idea 
around,  they've  created  a  better  version: 
What  if  instead  of  just  lighting  up  when  a 
kid  hits  10,000  steps,  the  gadget  featured 
an  electronic  character  that  performed  dif  - 
ferent tricks  at  different  stages?  "You'd  need 
to  toy  this  up,  make  it  fun,"  Collins  says. 
"But  it  could  work." 

Collins  is  often  less  interested  in  the  in- 
vention itself  than  the  problem  it's  meant 
to  solve.  Thomas  D'Alessio  has  created  a 
floating  plastic  winged  object  that  doubles 
as  a  bath  toy  and  cup  for  rinsing  a  kid's 
hair.  Collins  doesn't  think  much  of  the 
prototype,  but  he  can  easily  imagine  how 
Big  Idea  could  design  a  better  version  and 
find  a  buyer.  If  he  does,  he'll  still  credit 
D'Alessio  and  give  him  a  cut  of  the  royal- 
ties, no  matter  how  different  the  finished 
product  is  from  the  original  presentation. 

His  other  goal  during  his  weekend  pan- 
els is  to  round  up  really  sharp  minds  he  can 
call  on  down  the  road  when  corporate 
clients  ask  him  to  come  up  with  ideas. 
Collins  invites  all  7,000  inventors  who  have 
pitched  him  to  contribute  to  these  idea 
hunts,  but  he  counts  on  a  core  group  of 
500  inventors  to  come  up  with  most  of  the 
good  stuff.  Otis  Fortenberry  has  several 
clever  ideas,  including  an  electric  plug  with 
a  built-in  timer,  so  items  like  hair  curlers 
and  irons  shut  off  automatically.  Odds  are 

He  is  often  less  interested 
in  the  invention  than  the 
problem  it's  meant  to  solve. 

Collins  won't  use  any,  but  he  likes  the  brain 
that  thought  them  up.  "You'll  definitely  go 
on  our  A- List,"  he  tells  him. 

What  he  really  needs  is  several  partners 
with  expertise  in  areas  he  knows  little 
about.  Collins  has  already  created  two  spin- 
offs using  the  same  model,  one  for  scrap- 
booking  and  crafts  and  another  for  medical 
devices.  Next  comes  dental  equipment. 
He'd  also  like  to  do  a  European  version  of 
his  road  show.  "Ultimately  I'd  like  to  have 
inventors  anywhere  in  the  world  have  a 
place  to  take  their  invention  and  get  a  good 
audience  to  review  it,"  he  says.  "And  if  it 
was  a  good  idea,  there'd  be  one  phone  call." 
Straight  to  Collins.  F 
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Bag  the  Small  Prey 

Ipayment  finds  credit  card  profits  with  small  merchants 
that  big  rivals  can't  be  bothered  with  |  By  Arik  Hesseldahl 


GREGORY  S.  DAILY  IS  OFF 
to  a  good  start  in  show- 
ing lightning  can  strike 
twice.  In  1984,  with  $1,506,  he 
and  a  partner  founded  PMT 
Services  in  Nashville  to  sign  up 
businesses  to  accept  credit 
cards.  Fourteen  years  later  they 
sold  it  for  $1.2  billion  to  Nova 
Corp.,  an  Atlanta  rival  that 
became  a  part  of  U.S.  Bancorp. 

Unlike  such  big  players  as 
$8.4  billion  (2003  sales)  First 
Data,  which  focus  mostly  on 
high-volume  retailers  like  Wal- 
Mart,  PMT  went  after  small 
merchants  doing  $200,000  a 
year  in  sales  and  averaging  $75 
per  transaction. 

Ditto  Daily's  latest  venture,  launched  in 
2000  with  $5  million  from  profits  on  the 
PMT  sale  and  $10  million  from  investors. 
It's  called  Ipayment.  Last  year  it  hauled  in 
$226  million  in  revenue  from  72,000  little 
guys  like  auto  repair  shops  and  restaurants. 

While  First  Data  tends  to  use  salaried 
sales  forces,  Ipayment  relies  on  indepen- 
dent contractors,  who  bear  the  costs  and 
may  also  sell  a  point-of-sale  credit  card 
reader,  which  Ipayment  doesn't  provide. 

Daily  and  his  contractors  get  a  cut  of 
fees.  On,  say,  a  $100  transaction,  Ipayment 
takes  gross  revenue  of  $3,  of  which  $1.75 
goes  to  the  cardholder's  bank.  Of  the 
remaining  $1.25,  10  cents  goes  to  Visa  or 
MasterCard;  another  10  cents  covers 
charge-backs  in  the  event  of  a  cardholder 
dispute;  55  cents  covers  fees  to  its  contrac- 
tors and  firms  that  run  the  data  networks 
used  to  make  the  charge.  After  those  fees 
are  paid,  there's  still  50  cents  left  on  the 
table  for  Ipayment.  Ten  people  work  out  of 
headquarters  in  Nashville.  Two  call  centers 
handle  customer  service  and  data  entry. 
Last  year  the  company  earned  $15  million. 
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Give  him  some  credit:  Greg  Daily  goes  after  the  little  guys. 

Of  course  there's  a  catch — many  new 
businesses  fail  within  the  first  year.  So  Daily 
has  to  deal  with  churn.  "I  want  my  guys 
making  two  or  three  sales  a  day,"  he  says. 

Since  going  public  in  August  2003 
Ipayment  has  paid  more  than  $80  mil- 
lion, mostly  borrowed  money,  to  add 
27,500  merchants — buys  that  helped 
boost  revenue  by  $85.8  million.  Charge 
volume  last  year  was  $6.5  billion,  up  from 
$2.8  billion  in  2002. 

While  most  acquisitions  went  well,  an 
early  one  has  led  to  messy  lawsuits.  In 
August  a  federal  bankruptcy  court  trustee 
sued  Ipayment,  seeking  $151  million  and 
alleging  that  Daily  fraudulenfiy  underval- 
ued Creditcards.com  at  37  cents  a  share 
when  it  was  absorbed  by  an  Ipayment  unit 
in  2000,  only  months  after  a  venture  firm 
valued  it  at  $7  a  share.  Daily  says  the  suit 
has  no  merit  and  vows  to  fight  it  in  court. 

With  the  hustle  of  the  college  tennis 
star  he  once  was,  Daily,  45,  seems  to  have 
the  right  formula — so  far.  "If  anyone  in  this 
industry  wants  to  get  the  small  merchants, 
this  is  the  way  to  do  it,"  he  says.  F 
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rtz  rents  Fords  and  other  fine  cars. 


Save  5%  off  your  total  rental  when  you  pay  with 
an  American  Express®  Business  Card. 


OPEN:  The  Small  Business  Network  from 
American  Express™  and  Hertz  have  just 
made  your  life  easier.  Because  when  you 
rent  a  car  from  Hertz,  you  can  save  5%  off 
your  total  rental  when  you  pay  with  an 
American  Express  Business  Card.  What's 
more,  you  don't  even  have  to  remember  any 
coupons  or  codes — just  use  your  Business 
Card  and  the  savings  appear  automatically 
on  your  statement  each  month.  And  that's 
not  all.  The  savings  can  be  combined  with 
all  other  discounts  Hertz  provides,  so  your 
business  can  take  advantage  of  all  the 


benefits  they  receive. 

Hertz  also  offers  great  services  like 
#1  Club  Gold®— our  fastest  way  to  get 
from  the  plane  to  your  car  and 
out  of  the  airport,  and 
NeverLost®  in-car  navigation 
system  that  tells  you  exactly  how  to  get 
to  your  destination. 

To  make  a  reservation,  go  to  hertz. com 
or  call  1-800-654-3131.  To  learn  more  or 
apply  for  an  American  Express  Business 
Card  call  1-888-473-5816  or  visit 
open.americanexpress.com/hertz. 


OPEN 


SMALL  BUSINESS  NETWORK 


Rent  Wisely. 


;nns  &  Conditions:  Additional  charge  for  NeverLost.  Subject  to  availability.  Payment  must  be  made  with  an  American  Express®  Business 
ard.  Participation  and  offers  are  subject  to  change  without  notice.  Terms  and  conditions  apply.  Valid  only  at  U.S.  participating  locations. 
)r  more  information  please  visit  open. amerieanexpress. com/savings. 
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ALTERNATIVE  FUEL 

Vehicle  for 
Change? 

The  time-honored  diesel  engine,  long  a 
favorite  in  Europe,  has  been  slow  to  catch 
on  over  here.  Maybe  DaimlerChrysler  can 
fix  that  By  Jonathan  Fahey 

AS  DIETER  ZETSCHE  SEES  IT,  DAIMLERCHRYSLER'S  DIESEL 
Jeep  Liberty  sport  utility,  due  next  month,  should  be 
an  easy  sell.  Drivers  in  the  U.S.  need  a  powerful  set  of 
wheels  that  can  travel  500  miles  between  fuel-ups. 
"This  country  should  be  the  El  Dorado  for  diesels," 
says  the  man  who  runs  DaimlerChrysler's  Chrysler  Group. 

El  Dorado?  Try  Dodge  City.  The  diesel  faces  a  lot  of  enemies. 
Clean-air  regulations  in  five  states,  including  California  and 
New  York,  prevent  the  sale  of  diesel  passenger  vehicles.  Even 
where  they  are  allowed,  diesel 
pumps  at  filling  stations  are  often  in 
distant,  dirty  corners.  Worse  still, 
many  drivers  recall  the  loud,  sooty 
clunkers  rushed  to  market  during 
the  last  oil  crisis,  in  the  1970s. 

DaimlerChrysler  hopes  to  clean 
up  the  foul  image  with  the  diesel 
version  of  its  popular  Jeep  Liberty, 
the  first  diesel  passenger  vehicle  sold 
by  a  U.S.  carmaker  in  decades.  It  is 
even  willing  to  lose  money  on  the 
vehicle  for  now  if  it  helps  the  com- 
pany, a  leader  in  Europe's  diesel 
market,  create  U.S.  demand. 

The  company  is  expected  to  pro- 
mote the  Jeep  Liberty  CRD  (com- 
mon rail  diesel)  with  $17  million  in 
marketing  in  the  first  quarter.  More 
money  and  image  spinning  will  fol- 
low. But  the  effort  isn't  aimed  at  the 
10,000  drivers  who  are  likely  to 
become  early  adopters  of  this 
$26,000  SUV.  Instead,  Daimler- 
Chrysler aims  to  convert  diesel 
haters  by  acknowledging  their 
gripes — sight,  sound,  smell.  "Forget 
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We're  inspired  by  the  human  side  of  data.  Data 
security  is  more  than  keeping  1's  and  Q's  safe.  To  him, 
it  provides  the  confidence  and  stability  required  to 
run  a  global  enterprise,  and  still  get  a  good  night's 
sleep.  That's  why  half  of  the  Fortune  100  use  Hitachi 
storage  technologies  to  protect  their  data,  and  their 
peace  of  mind.  From  the  smallest  Microdrive®  to  the 
largest  SAN  solution,  Data  Storage  from  Hitachi. 
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everything  you  remember  about  the  diesels  of  old,"  one  Internet 
ad  reads.  Text-heavy  magazine  ads  from  Omnicom  ad  agency 
BBDO  Detroit  will  explain  how  small  diesels  work.  There's  even 
talk  of  creating  a  scratch-and-sniff  magazine  insert. 

Also,  the  company  for  the  first  time  plans  infomercials  that 
will  run  in  theaters  and  on  the  Internet,  as  well  as  on  TiVo, 
which  gives  users  the  opportunity  to  "learn  more"  about  adver- 
tisers. Ads  will  even  appear  in  states  where  diesels  aren't  sold. 
"We  need  to  be  patient,  persistent  and  clear,"  says  Jeffrey  Bell, 
Jeep  vice  president.  "We  need  to  turn  hand-raisers  into  ambas- 
sadors and  advocates  by  educating  them  bit  by  bit." 

DaimlerChrysler  is  playing  catch-up.  The  company  under- 
estimated the  appeal  of  gasoline-electric  hybrid  vehicles  and 
now  trails  Ford,  Toyota  and  Honda  in  that  market.  It  plans  to 
position  its  diesels  as  a  better  fuel-saving  alternative  for  drivers 
with  lead  feet.  Hybrids  can  boost  fuel  mileage  by  50% — but  only 
if  steered  by  Sunday  drivers. 

It's  a  long  shot.  Unlike  hybrids,  even  newer  diesels  run  afoul 
of  emissions  laws  because  they  produce  more  particulate  matter 
land  smog-forming  nitrous  oxide  than  gasoline  engines.  Daimler- 
Chrysler  hopes  to  engineer  filters  to  reduce  harmful  emissions 
by  the  next  round  of  U.S.  emissions  regulations  in  2007. 

Despite  the  challenges,  DaimlerChrysler  execs  are  opti- 
lies  mistic,  citing  the  40,000  consumers  who  have  requested  infor- 
and  mation  about  the  Liberty.  But  they  aren't  crazy:  The  word 
"diesel"  doesn't  appear  on  the  vehicle.  F 


Flower  power:  Jeffrey  Bell 
f  Jeep  pushes  clean  diesel. 
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We're  inspired  by  the  human  side  of  data.  Digital 
music  is  more  than  just  files.  It's  a  better  mood, 
her  personal  soundtrack,  or  enough  head-banging 
rock  to  keep  her  on  pace.  That's  why  high-capacity 
Hitachi  hard  disk  drives  are  the  industry  choice 
for  MP3  players,  and  runners  alike.  From  the 
smallest  Microdrive®  to  the  largest  SAN  solution, 
Data  Storage  from  Hitachi. 
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Health 


BRAIN  TUMORS 


Taking  on  a  Monster 

Two  drugs  for  a  hitherto  fatal  brain  cancer  are  giving  patients  a  new  lease  on  life. 
By  Mary  Ellen  Egan 


DAVID  HERBERT  DIDN'T  THINK 
much  about  the  slight  headache 
he'd  been  having  for  a  week  and 
a  half.  It  was  November  of  2000, 
and  the  then-58-year-old  newly- 
retired  airline  pilot  was  on  jury  duty.  He 
lattributed  the  headache  to  the  stress  of  the 
trial.  But  the  day  the  verdict  was  reached, 
3  Herbert  noticed  that  he  was  having  trou- 
ble reading  the  newspaper,  and  he  felt  like 
he  might  be  coming  down  with  the  flu. 

The  next  day  his  doctor  told  him  to  get 
a  CAT  scan  immediately.  There,  on  the  right 
side  of  his  brain,  was  a  tumor  the  size  of  a 
tennis  ball.  Herbert  had  the  tumor  removed 
two  days  later  and  it  was  sent  to  the  lab  for 
biopsy.  One  month  later  Herbert  was  told 
to  get  his  affairs  in  order.  He  had  a  glioblas- 
toma multiforme  and  six  months  to  live. 

Three  and  a  half  years  later  Herbert  is 
;alive  and  tumor  free.  In  June  of  2001  Her- 
bert received  IL-13,  one  of  two  experimen- 
i  tal  drugs  that  destroy  glioblastomas  while 
j  leaving  healthy  brain  cells  intact.  Though 
Herbert's  survival  is  rare  in  its  length,  and 
it's  too  soon  to  know  if  these  drugs  are  a 
cure,  the  compounds  are  at  the  very  least 
i  slowing  the  progression  of  this  monstrous 
disease.  The  biotech  firms  that  make  them, 
iNeopharm  in  Lake  Forest,  111.,  and  Xenova, 
:  in  Slough,  England,  which  makes  a  drug 
j  called  Transmid,  are  moving  as  fast  as  they 
can  into  late-stage  trials  and  hope  to  file  for 
!  Food  &  Drug  Administration  approval  in 
2006  and  2007,  respectively. 

"It's  exciting  to  have  a  race,"  says  Dr. 
:  Tom  Mikkelsen,  codirector  of  the  Hermelin 
Brain  Tumor  Center  at  the  Henry  Ford 
Hospital  in  Detroit.  "I  can  count  on  one 
hand  the  number  of  drugs  that  have  made 


David  Herbert  was 
given  six  months 
to  live— in  2001. 


it  to  [late-stage]  trials  in  the  last  20  years." 

Each  year  10,000  Americans  are  diag- 
nosed with  glioblastoma  multiformes. 
The  median  survival  time  after  detection 
is  12  months.  The  usual  treatment  is 
surgery,  followed  by  radiation  and  anti- 
cancer chemicals.  But  unlike  solid-mass 


tumors,  glioblastomas  have  tiny  tentacles 
that  spread  into  the  brain,  making  it 
impossible  for  a  surgeon  to  remove  every 
bit  of  the  tumor.  The  tumor  grows  back, 
usually  within  six  months,  and  is,  for  the 
most  part,  unresponsive  to  the  drugs. 
The  most  widely  used  drugs,  account- 
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Outwitting  a  Tumor 

After  the  cancer  drug  IL-13  is 
infused  by  catheters  into  the 
brain  tumor  site,  it  docks  with 
the  IL-13  receptors  found  only 


on  cancer  ecus  ana  sups  in  a 
deadly  toxin.  Healthy  cells, 
lacking  the  receptor,  are 
unscathed. 


ing  for  a  $500  million  market,  are  Guil- 
ford Pharmaceuticals'  Gliadel  and  Scher- 
ing-Plough's  Temodar.  Gliadel  extends 
the  median  survival  by  six  weeks,  and 
then  only  for  patients  hardy  enough  to 
have  withstood  a  second  surgery. 
Temodar  is  being  used  off-label  to  treat 
newly  diagnosed  patients,  and  extends  the 
survival  rate  by  eight  weeks. 

The  preliminary  results  for  IL-13  and 
Transmid  are  far  more  encouraging.  Of 
the  44  patients  with  inoperable  tumors 


three  years,  and  the  FDA  has  granted 
IL-13  rare  fast-track  designation  to  accel- 
erate its  approval.  Neopharm  and  Xenova 
are  currently  enrolling  at  least  300 
patients  each  in  the  U.S.  and  Europe  for 
their  late-stage  trials. 

Both  IL-13  and  Transmid  take  a  Trojan 
horse  approach.  Brain  tumor  cells — espe- 
cially glioblastoma  cells — have  large  num- 
bers of  IL-13  receptors.  (The  IL  stands  for 
interleukin,  a  protein  that  instructs 
immune  cells  to  divide  or  differentiate.  The 


"I  can  count  on  one  hand  the  number  of 
drugs  that  have  made  it  to  trials." 


who  were  treated  with  Transmid,  35% 
saw  their  tumors  shrink  in  half  or  disap- 
pear; the  median  survival  increased  from 
26  to  37  weeks.  "There  were  a  number  of 
patients  whose  tumors  completely  disap- 
peared. This  is  extremely  unusual  for  this 
population,"  says  David  Oxlade,  Xenova's 
chief  executive. 

The  median  survival  rate  for  97 
patients  on  IL-13  almost  doubled  from  26 
weeks  to  44  weeks — and  counting.  Sev- 
eral patients  have  survived  for  more  than 


best  known  interleukin,  1L-2,  is  used  in 
treating  AIDS.)  Neopharm's  compound 
docks  in  the  IL-13  receptor  site  and  intro- 
duces a  toxic  agent  that  interferes  with  pro- 
tein production,  causing  the  cell  to  die.  The 
toxin  is  harmless  to  healthy  brain  cells, 
which  lack  IL-13  receptors. 

Xenova's  Transmid  is  a  modified 
diphtheria  toxin  tied  to  transferrin — a 
plasma  protein  that  transports  iron 
through  the  blood.  Transferrin  receptors 
are  particularly  prevalent  on  rapidly 


dividing  cells,  such  as  tumor  cells.  The 
transferrin  binds  to  its  corresponding 
receptor,  allowing  the  diphtheria  toxin  to 
enter  into  the  cancer  cell  and  kill  it.  Like 
IL-13,  Transmid  spares  healthy  cells. 

Since  both  the  IL-13  and  Transmid 
molecules  are  too  big  to  get  into  the 
brain  via  the  bloodstream,  doctors 
administer  the  drugs  using  two  to  four 
catheters  inserted  into  the  brain.  The 
drugs  are  slowly  infused  into  the  tumor 
site  during  a  three-  to  five-day  hospital 
stay.  Patients  are  awake  and  are  able  to 
walk  around  the  hospital  with  the  drug 
on  a  rolling  IV  stand.  Side  effects  are 
minimal,  and  may  include  headache  or 
dizziness. 

Someday  soon  Herbert,  the  retired  air- 
line pilot,  may  no  longer  be  such  an  excep- 
tion "to  the  rule.  "I  always  said  that  I  was 
going  to  buy  myself  a  new  Corvette  when 
I  turned  60,  but  for  a  while  there  it  didn't 
look  like  I  was  going  to  make  it,"  he  says. 
Two  years  ago  he  picked  up  a  metal-gray 
'Vette  in  Kentucky  and  spent  14  days  cruis- 
ing across  the  country.  Last  month  he 
drove  from  his  hometown  in  northern  Cal- 
ifornia to  San  Diego  to  attend  a  reunion  of 
his  old  pilot  buddies.  F 
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I  obility  comes  at  a  considerable 
cost  to  the  environment  in 
rms  of  pollution  and  the  use  of  precious 
jsources,  but  it  also  represents  a  con- 
derable  cost  to  consumers  as  a  direct 
ult  of  rising  fuel  costs.  Despite  these 
essures,  many  drivers  prefer  powerful 
JVs  and  are  reluctant  to  give  up  what 
ey  need  in  terms  of  all-weather  rugged- 
iss,  go-anywhere  capability  and  large 
pacity  simply  to  save  fuel. 


toughness,  versatility  and  cargo  capaci- 
ty of  the  Ford  Escape,  America's  best- 
selling  compact  SUV. 

The  Escape  Hybrid  is  expected  to  be 
the  world's  cleanest,  most  fuel-efficient 
SUV.  The  benefits  of  its  full-hybrid  pow- 
ertrain  clearly  outpace  the  fuel  efficien- 
cy of  even  the  smallest  conventionally 
powered  cars  —  a  front-wheel-drive 
Ford  Escape  is  able  to  get  36  mpg  in 
stop-and-go  city  driving.  Overall,  the 


a  clean,  fuel-efficient,  fully  functional 
SUV.  Escape  Hybrid  is  an  important 
part  of  our  strategy  for  sustainability  in 
vehicles  and  manufacturing." 

Building  a  Better  SUV 

On  the  highway,  a  front-wheel-drive 
Escape  Hybrid  gets  31  mpg,  thanks  to 
its  efficient  Atkinson  cycle  gasoline 
engine.  With  this  exceptional  fuel  econ- 
omy, however,  comes  no  compromise 
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REEN  DRIVING  MACHINE 


With  the  Escape  Hybrid,  Ford  creates 
the  world's  cleanest  and  most 
fuel-efficient  SUV. 


By  Curtis  Rist 


Ford  is  working  to  counter  this  para- 
through  the  development  of 
Ivanced  engine  technologies  —  and 
e  introduction  of  the  new  2005 
cape  Hybrid  SUV.  The  Ford  Escape 
/brid  is  the  first  hybrid  to  be  built  in 
orth  America.  It  combines  near-zero 
missions  and  the  fuel  economy  of  a 
II  hybrid-electric  system  with  the 


Escape  Hybrid  will  provide  approxi- 
mately a  50%  metro-highway  com- 
bined fuel  economy  improvement  over 
a  conventional  Escape. 

"Our  vision  for  Ford  Motor  Company's 
next  100  years  is  to  build  great  products, 
a  strong  business  and  a  better  world," 
says  Ford  Chairman  and  CEO  Bill  Ford, 
Jr.  "We  are  leading  the  hybrid  effort  with 


in  performance  feel.  The  Escape 
Hybrid's  2.3-liter,  four-cylinder  engine 
and  electric  traction  motor  can  team  up 
to  produce  acceleration  performance 
similar  to  the  V-6  Escape  model.  Hand- 
in-hand  with  improved  fuel  economy 
come  dramatically  reduced  emissions. 

Tailpipe  emissions  such  as  unburned 
hydrocarbons  (HC)  and  oxides  of  nitrogen 


Advertisement  2 

(NOx)  as  well  as  evaporative  emissions 
from  the  fuel  system  are  low  enough  to 
qualify  the  2005  Escape  Hybrid  for  the 
stringent  Advanced  Technology  Partial  Zero 
Emissions  Vehicle  (AT-PZEV)  standards. 
The  Escape  Hybrid  produces  as  little  as 
half  the  amount  of  carbon  dioxide  (CO2)  — 
a  primary  "greenhouse  gas"  resulting 
from  the  combustion  of  any  type  of 
carbon-based  fuel  —  compared  with  a 
conventional  compact  SUV. 

Consumers  benefit  in  many  ways  from 
gains  in  vehicle  efficiency.  Escape  Hybrid's 
improved  fuel  economy  translates  into 
improved  driving  range  between  fill-ups  for 
convenience.  Depending  on  conditions, 
drivers  generally  can  expect  to  go  up  to 
500  miles  on  a  single  tank  of  regular 
unleaded  fuel.  In  primarily  stop-and-go 
driving,  the  Escape  Hybrid  might  only  need 
to  fill  up  half  as  often  as  the  V-6  model. 

Thanks  to  clever  technology,  full  bat- 
tery power  is  available  without  having  to 
plug  the  vehicle  into  an  electrical  outlet. 
The  electric  motor-generator  captures 
energy  during  braking,  and  the  gasoline 
engine  also  delivers  power  to  the  nickel- 
metal  hydride  battery  —  a  much  more 
powerful  version  of  the  reliable  batteries 
used  in  cell  phones  and  portable  com- 
puters —  when  necessary.  The  Escape 
Hybrid  is  the  subject  of  more  than  100 
Ford  patent  applications. 

Best  of  all,  the  fuel  economy  and  emis- 
sions benefits  of  this  innovative  hybrid- 
electric  vehicle  come  bundled  in  a  Ford 
SUV.  "This  is  the  kind  of  innovative  think- 
ing that  makes  Ford  the  world  leader  in 
light  trucks  and  sport  utility  vehicles," 
says  Phil  Martens,  group  vice  president, 
Product  Creation.  The  Escape  Hybrid  pro- 
vides all  the  passenger  room,  responsive 
ride  and  handling,  go-anywhere  capabili- 
ty and  comprehensive  safety  systems 
that  made  the  Escape  the  best-selling 
compact  SUV  in  2003.  With  seating  for 
five  adults,  nearly  28  cubic  feet  of  cargo 
room  is  available  behind  the  rear  seat. 


Up  to  65.5  cubic  feet  is  available  with  the 
seat  folded.  The  Escape  Hybrid  also  offers 
a  1,000-pound  tow  rating  when  properly 
equipped  —  enough  for  a  small  boat,  a  pair 
of  personal  watercraft  or  a  utility  trailer. 

The  Escape  Hybrid  is  designed  to  pass 
Ford's  rigorous  "Tough  Truck"  testing 
used  to  verify  all  Ford  pickups  and  SUVs. 
It  is  the  only  hybrid  to  offer  the  off- 
pavement  advantage  and  all-weather 
security  of  optional  four-wheel  drive  — 
an  all-new  fully  automatic  Intelligent 
4WD  System.  Testing  individual  wheel 
speeds  at  a  rate  of  200  times  per 
second,  the  computer-controlled  system 
operates  so  transparently  that  most 
drivers  never  will  notice  it  has  engaged 
—  except  being  impressed  with  Escape 
Hybrid's  capability  in  slippery  conditions. 

Coupling  the  Intelligent  4WD  System 
with  the  Escape  Hybrid's  ultraclean 
emissions  and  quiet  operation  gives 
new  meaning  to  its  ability  to  "tread 
lightly"  on  forest  roads.  Escape  Hybrid 
also  is  available  in  a  front-wheel-drive 
configuration  that  provides  more  trac- 
tion, stability  and  ground  clearance 
than  rear-wheel-drive  competitors. 

Driving  Toward  the  Future 

As  a  vehicle,  the  Escape  Hybrid  also 
marks  an  important  step  toward  the  ulti- 
mate vehicular  technology:  hydrogen 


fuel  cells.  In  the  coming  decades,  th 
power  source  has  the  potential  to  rev 
lutionize  transportation  by  providir 
a  petroleum-free  and  emissions-fre 
power  supply.  One  of  the  key  comp 
nents  to  a  vehicle  powered  by  a  fuel  ci 
is  a  high-voltage  power  source  —  iden 
cal  to  that  contained  within  the  Escaf 
Hybrid.  "Perfecting  this  now  means  v 
won't  have  to  reinvent  this  in  order  | 
bring  fuel  cells  into  reality,"  says  Ma 
Ann  Wright,  director  of  Sustainab 
Mobility  Technologies  and  Hybr 
Programs  and  chief  engineer  of  tf 
Escape  Hybrid.  "This  will  allow  us  j 
focus  on  other  issues,  such  as  hydrogc 
storage  and  hydrogen  fueling,  that  w 
bring  fuel  cells  into  reality  far  sooner." 

As  an  automotive  company,  "v> 
understand  the  importance  of  puttir 
our  environmental  commitment  into  tf 
vehicles  that  we  make,"  says  Wrigh 
"We're  building  cars  that  will  lead  1 
toward  a  more  sustainable  future  • 
beginning  with  the  Escape  Hybrid." 


For  consumer  information  on  the 

Escape  Hybrid,  visit 

www.  f  ordvehicles .  com/hybrid 


ALL  HYBRIDS  ARE  NOT 
CREATED  EQUAL. 


Unlike  the  competition's  mild  hybrids,  which  always  require  power  from 
the  gasoline  engine,  full  hybrids  -  like  the  new  Ford  Escape  Hybrid  -  have 
the  ability  to  drive  in  electric-only  mode  at  certain  speeds.  That  means 
less  trips  to  the  gas  station.  61%  fewer  smog-forming  pollutants.  80% 
better  fuel  economy*  In  fact,  this  SUV  is  the  most  fuel-efficient  SUV 
out  there.  No,  all  hybrids  are  not  created  equal.  On  the  road  to  a  better 
future,  some  are  born  to  lead  the  way.  Fordvehicles.com/escapehybrid. 


ESCAPE  HYBRID 

Earth's  First  Full  Hybrid  SUV. 

'Improved  fuel  economy  and  emissions  data  compared  to  Escape  gasoline  engine.  Escape  Hybrid  EPA 
estimated  36  city/31  hwy  mpg,  front-wheel  drive.  Your  actual  mileage  will  vary  depending  on  your  driving  habits. 
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Marsh  &  McLennan  is  accused  of  an  uncommon  willingness  to  shortchange 
its  customers.  Now  its  customers  could  deliver  fatal  consequences. 

By  Carrie  Coolidge  and  Neil  Weinberg 


S  MARSH  &  MCLENNAN 
reels  from  a  scandal  in 
which  it  stands  accused  of 
rigging  bids  and  grabbing 
kickbacks  and  cheating 
dozens,  or  even  hun 
dreds,  of  corporate 
clients,  it  will  need  lots  of  luck  just  to 
survive.  A  litany  of  enemies  are  on  the 
attack-  attorneys  general  ami  regulators 
in  multiple  states,  plaintiff  lawyers  aim- 
ing to  file  class  actions,  rivals  eager  to 
exploit  the  global  giant's  wounds. 


The  biggest  threat  to  its  insurance 
unit,  Marsh  Inc.,  could  come  in  Decem- 
ber, when  policies  at  thousands  of  cor- 
porate accounts  come  up  for  renewal.  At 
this  point  New  York  State  Attorney  Gen- 
eral Eliot  Spitzer,  who  said  at  the  news 
conference  announcing  a  suit  against 
Marsh  that  he  was  "misled  at  the  very 
highest  levels  of  this  company,"  has  had 
the  satisfaction  of  seeing  chief  executive 
leffrey  Greenberg  booted.  On  Oct.  25 
Grecnberg  was  replaced  by  Michael 
Cherkasky,  a  former  legal  colleague  of 


Spitzer's  and  a  donor  to  Spitzer's  reelec- 
tion campaign.  But  the  customers  are 
still  angry.  Will  they  desert — and  doom 
Marsh  to  the  fate  that  befell  Arthur 
Andersen  after  it  got  into  legal  trouble? 
The  risk  is  palpable  enough  to  have 
knocked  $10.2  billion,  or  43%,  off  the 
market  value  Marsh  had  before  Spitzer's 
attack. 

Marsh  relies  on  insurance  brokerage 
for  60%  of  revenue  and  two-thirds  of 
operating  profit  (earnings  excluding  real- 
ized investment  gains  and  losses  and 
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other  unusual  items).  Marsh  already  has 
agreed  to  stop  collecting  $845  million  in 
annual  revenue — one-third  of  parent 
Marsh  &  McLennan's  operating  profit — 
from  the  fees  at  the  heart  of  the  Spitzer 
complaint:  "contingent  commissions" 
paid  to  Marsh  by  the  winning  insurers 
for  steering  business  their  way.  The  con- 
tingent commissions  are  common  in 
commercial  insurance  brokerage  and,  if 
properly  disclosed,  legal.  Another  matter 
is  evidence  Spitzer  turned  up  of  bid-rig- 
ging. If  his  accusations  are  true,  Marsh 


could  be  exposed  to  both  criminal  and 
civil  antitrust  liability. 

The  piling  on  is  under  way,  and 
there's  no  telling  whether  Marsh  & 
McLennan's  competitors  will  be  dam- 
aged, too.  Connecticut  Attorney  General 
Richard  Blumenthal  says  he  is  contem- 
plating suits  against  brokers  and  insur- 
ers over  bid-rigging  and  steering  busi- 
ness to  favored  insurers  against  the 
interest  of  buyers. 

"Once  a  scandal  breaks,  there's  noth- 
ing nicer  than  watching  the  mighty  fall," 
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ividrbn  et  mcLenndn 


Michael  Cherkasky,  Marsh  &  Mac's 
new  chief  executive,  is  a  law  enforcer 
and  tennis  buddy  of  Eliot  Spitzer. 


says  Barbara  Ley  Toffler,  who  was  the 
chief  ethics  consultant  at  Arthur  Ander- 
sen when  it  collapsed  and  wrote  a  book 
on  the  firm's  demise.  "There  aren't 
going  to  be  people  weeping  for  Marsh, 
other  than  those  whose  jobs  and  futures 
are  at  stake." 

Marsh  may  have  added  to  its  cus- 
tomer relationship  problems  with  its 
tepid  initial  response  to  the  crisis.  It  can- 
celed a  public  accounting  set  for  Oct.  18. 


It  still  hadn't  stepped  up  a  week  later.  A 
spokesman  counters  that  Marsh  "is  work- 
ing on  a  structure,  processes  and  a  new 
business  model  that  it  hopes  to  be  able  to 
unveil  for  clients  very  soon."  It  vows  to 
adopt  "complete  transparency  and  meth- 
ods of  compensation  that  will  make 
everyone  confident  and  comfortable." 

Companies'  risk  managers  are  por- 
ing over  their  policies  in  search  of  some- 
thing foul.  One  high-tech  client  has 


claimed  that  the  rate  Marsh  got  it  for 
directors  and  officers  insurance  in  2003 
was  45%  higher  than  the  client  would 
have  paid  for  identical  coverage  from  the 
same  provider — had  it  used  a  rival  bro- 
ker. The  firm  may  sue  Marsh  to  recover 
the  spread  for  2003  and  possibly  in  ear- 
lier years. 

Some  firms  began  retaliating  days 
after  Spitzer  stunned  the  industry  by  fil- 
ing civil  charges  against  Marsh  and  rais- 
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ing  the  possibility  of  a  criminal  indict- 
ment. "My  clients  feel  they  incurred 
losses  as  a  result  of  Marsh  having 
divided  loyalties.  Some  already  may  have 
moved  their  business  elsewhere,"  says 
David  E.  Wood,  an  insurance  lawyer  in 
Woodland  Hills,  Calif. 

He  helped  six  clients  draft  letters, 
delivered  to  Marsh  in  late  October, 
demanding  a  full  breakout  of  "all  com- 
pensation or  value  of  any  kind  your  firm 
has  received  in  connection  with  obtain- 
ing insurance  for  my  company  ..."  and 
the  "source  and  amount  thereof."  Trans- 
lation: Tell  us  about  the  kickbacks  you 
got  from  the  insurers  you  told  us  to 
use — and  how  much  it  cost  us. 

Competitors  large  and  small  will  try 
to  exploit  this  backlash  against  Marsh,  the 
world's  largest  broker  of  insurance 
for  businesses.  The  number 
two  player,  Aon,  may  get 
tarred  in  Spitzer's  inves- 
tigation, but  number 
three  Willis  Group  is 
poised  to  pounce. 
"Now  is 


our  chance,"  says  one  Willis  insider. 

After  the  scandal  broke,  Willis  Chief 
Joseph  Plumeri  held  his  first  global  con- 
ference call  with  1,000  clients,  on  Oct. 
22.  He  told  them:  "This  is  the  most 
important  event  ever  for  the  insurance 
brokerage  industry.  It  is  facing  the  great- 
est crisis  ever.  How  it  responds  will 
define  this  industry  for  many  years  to 
come."  One  client  responded  that  Marsh 
clients  are  eager  to  defect  "because  of 
the  arrogance  and  the  system  Marsh 
used"  against  them. 

Willis,  too,  has  vowed  to  forgo  col- 
lecting the  insurer  fees,  which  provided 
$80  million  a  year,  or  4%  of  revenue. 
"I'm  not  concerned  with  how  we  will 
make  it  up,"  Plumeri  says.  "My  only 
concern  is  my  customers'  perception  of 
us.  We  will  make  up  the  difference 
by  increasing  our  market  share 
all  over  the  world."  One 
percentage  point  of  mar- 
ket share  is  worth  $220 
million  in  revenue,  he 
figures,  adding 
up  to 


Eliot  Wasn't  Here  (Yet) 


Middlemen  are  as  common  in  finance  as  pinstriped  suits— and  so,  it  seems,  are 
scandals  that  result  from  them  favoring  one  set  of  clients  over  another  that  is  less 
lucrative.  In  fact,  Marsh  &  McLennan's  insurance  debacle  fits  a  common  mold. 

MUTUAL  FUNDS:  Brokerages  and  financial  planners  charge  small  investors  up- 
front commissions  and  regular  fees  while  also  taking  incentive  payments  from 
the  firms  whose  mutual  funds  they  sell.  Regulators  are  gathering  information  on 
whether  "revenue-sharing"  and  other  such  arrangements  taint  the  middlemen's 
investment  advice. 

PENSION  FUNDS:  Consultants  get  paid  both  by  pension  funds  for  recommend- 
ing money  managers  and  by  the  managers  for  seminars  and  other  services.  The 
SEC  launched  an  investigation  last  December  into  whether  this  has  resulted  in  a 
"pay-to-play"  system  that  hurts  pension  funds. 

HEDGE  FUNDS:  The  "prime"  brokerage  units  of  big  securities  firms  make  big 
bucks  trading  for  hedge  funds  while  advising  retail  clients  which  of  them  to 
invest  in.  The  SEC  says  the  brokerages  lure  the  funds  by  loading  in  investors  via 
"capital  introduction"  parties,  recommended  lists  and  other  ruses. 
RATINGS  AGENCIES:  Moody's,  Standard  &  Poor's  and  Fitch  get  paid  both  by  the 
firms  whose  debt  they  rate  and  by  subscribers  to  their  rating  services.  Enron, 
among  others,  reportedly  pressured  the  agencies  to  delay  debt  downgrades. 

— Tatiana  Serafin 


$70  million  to  his  company's  bottom 
line. 

Small  firms  hope  to  get  a  harder  look 
from  Marsh  clients  that  ignored  them  in 
the  past.  "I  am  bribed  by  nobody,"  says 
David  H.  Wallace,  a  sales  director  at 
Owen-Dunn,  a  commercial  brokerage  in 
Sacramento.  "When  policies  renew  and 
we  find  out  Marsh  is  involved,  we're 
going  to  be  a  lot  more  attractive  as  a 
prospect."  While  Marsh  double-dipped, 
exacting  fees  from  the  insurance  provider 
and  from  the  corporate  customer,  small 
shops  like  Owen-Dunn  get  a  straight 
commission  solely  from  the  insurer.  This 
will  be  a  key  selling  point,  he  says. 

The  unfolding  scandal  could  have 
broader  implications.  A  rash  of  take- 
overs is  possible,  swallowing  up  133- 
year-old  Marsh  itself  or  perhaps  Aon. 
The  insurance  industry's  crisis  could 
eclipse  the  mutual-fund  scandal  in  mag- 
nitude, says  Arthur  Levitt,  former  chair- 
man of  the  Securities  &  Exchange  Com- 
mission. "Practices  that  are  tawdry  at 
best  and  criminal  at  worst  are  hitting 
American  business  leaders  in  the  stom- 
ach just  as  they're  trying  to  get  past  the 
Enron,  WorldCom  and  mutual  fund 
scandals,"  he  says. 

Suddenly  Marsh  &  McLennan,  with 
$11.6  billion  in  revenue  last  year,  $6.9 
billion  of  it  from  the  Marsh  Inc.  broker- 
age unit,  is  the  new  poster  child  for 
wrongdoing.  Other  Marsh  units  seem 
likely  to  come  under  a  harsh  spotlight. 

Mercer  Investment  Consulting,  the 
Marsh  pension-fund  adviser,  is,  like  its 
insurance  sibling,  a  double-dipper.  It 
advises  pension  funds  with  more  than 
$400  billion  in  assets  on  where  to  invest 
and  which  money  managers  to  hire  (see 
"A  Bribe  By  Any  Other  Name,"  Apr.  19). 
Meanwhile,  Mercer  sells  services  to 
money  managers.  Six  years  ago  the  SEC 
decried  the  conflict  between  these  two 
activities.  Now  both  the  SEC  and  Spitzer's 
office  are  probing  Mercer's  practices. 

Another  unit,  Mercer  Human 
Resources,  has  admitted  providing  mis- 
leading information  to  the  New  York 
Stock  Exchange  in  setting  former  Chair- 
man Richard  Grasso's  pay  package. 
Marsh  &  Mac's  mutual  fund  company, 
Putnam  Investments,  with  $209  billion 
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A  building  is  no  longer 

just  a  place  you  do  business 


It  s  a  silent  partner. 


The  best  "partners"  make  everyone  around 
them  perform  better.  With  building 
technology  solutions  from  Siemens,  your 
building  becomes  more  responsible.  And  can  even  become  a  manageable  asset.  We  create 
and  integrate  core  infrastructure  systems  like  HVAC,  lighting,  energy  management,  fire 
safety  and  security  systems,  so  your  working  environment  is  safer  and  more  comfortable. 
Not  to  mention  more  efficient.  Basically,  we  think  your  building  should  be  working  for 
you.  Not  the  other  way  around.  We  have  70,000  U.S.  employees  working  together  with 
thousands  more  all  around  the  world.  Exchanging  ideas.  Sharing  knowledge.  And 
strengthening  America's  infrastructure  and  businesses 


SIEMENS 


Global  network  of  innovation 


marsn  &  mcLennan 


The  Language  of  Corruption 

Eliot  Spitzer's  fraud  allegations  against  Marsh  &  McLennan  offer  up  a  nomenclature 
all  its  own: 

A  QUOTE:  Bogus  insurance  quote  whose  terms  were  predetermined  by  Marsh. 
B  QUOTE:  Deliberately  inflated  quote  aimed  at  casting  the  incumbent  insurer  in  a 
more  favorable  light,  a.k.a.  a  "protective"  or  "throwaway"  quote. 
C  QUOTE:  A  real  competitive  quote. 

ABOVE  MARKET:  An  unusually  high  commission  paid  by  an  insurer  to  Marsh  to 
"win"  a  piece  of  business. 

TIERING  REPORT:  A  ranking  of  insurance  companies  by  contingent  commissions 
paid  to  Marsh;  allegedly  used  to  dole  out  business  based  on  profitability  to  Marsh. 
STEERING:  The  practice  of  persuading  clients  to  buy  insurance  from  underwriters 
who  pay  the  largest  contingent  commissions  to  brokers. 

BACKFILL:  Offering  a  policy  quote  before,  rather  than  after,  analyzing  the  cost  of 
the  underwriting. 

INDICATION:  An  inflated,  nonbinding  insurance  quote  designed  to  make  a  rival's 
quote  look  attractive. 

DRIVE-BYS  AND  LIVE  BODIES:  Cameo  appearances  by  an  insurer  at  a  prospective 
client  meeting  to  create  the  appearance  of  competition  for  an  account  it  knows  it 
will  not  win.  —  C.C.  and  N.W. 


in  assets,  has  agreed  to  pay  $1 10  million 
to  settle  charges  that  at  least  six  employ- 
ees traded  excessively  in  its  funds  and 
the  firm  failed  to  disclose  the  wrongdo- 
ing. Now  it  faces  several  investigations 
into  how  it  compensates  brokers  and 
other  middlemen  for  selling  its  funds.  A 
criminal  conviction  inside  Marsh  & 
Mac,  though  less  likely  with  Greenberg 
gone,  could  spell  the  end  for  Putnam 
because  of  a  law  banning  felons  from  the 
mutual  fund  business. 

Spitzer's  charges  paint  a  startling 
picture  of  Marsh  brass  nonchalantly  rip- 
ping off  clients  as  if  it  were  business  as 
usual.  Supporting  testimony  comes 
from  two  executives  at  insurer  Ameri- 
can International  Group,  run  by  Jeff 


Greenberg's  father,  Maurice  (Hank) 
Greenberg,  and  one  at  Ace,  run  by  Jeffs 
younger  brother,  Evan.  The  three 
singing  execs  have  pleaded  guilty  to 
criminal  charges  of  a  "scheme  to 
defraud." 

Double-dipping  fees  have  been  an 
open  secret  in  the  industry  for  years. 
Some  states  have  passed  rules  forcing 
disclosure,  but  the  information  often  is 
buried  and  lacks  details.  Insurance  bro- 
kers defended  the  fee  flow  and  said  it 
never  tainted  their  advice. 

But  the  Spitzer  probe  found  these 
"kickbacks"  prompted  Marsh  to  "steer" 
contracts  to  the  insurer  paying  the  fat- 
test fee — even  when  this  resulted  in  a 
higher  price  to  Marsh's  client.  One 


e-mail  from  a  senior  Marsh  exec  says 
how  big  a  fee  is  would  determine  "who 
[wej  are  steering  business  to  and  who 
we  are  steering  business  from." 

In  one  case  the  school  district  in 
Greenville,  S.G.  hired  a  local  firm  called 
Institutional  Resources  to  manage  an 
$800  million  expansion  project.  That 
firm  paid  Marsh  $1.5  million  to  line  up 
insurance;  Marsh  handed  the  job  to 
Zurich  after  dunning  it  for  a  fat  fee, 
Spitzer  alleges.  "Where  are  we  on  the 
[fee]  agreement?  Left  messages  but 
haven't  heard  from  you  ...  hint-hint,"  a 
Marsh  exec  prodded  in  an  e-mail  to 
Zurich.  "It  came  as  a  total  surprise,"  says 
Don  Buck,  Institutional  Resources'  chief 
executive,  who  had  no  idea  he  had  been 
duped  into  hiring  Zurich  until  Spitzer 
filed  the  suit.  He  hasn't  decided  yet 
whether  to  fire  Marsh. 

Connecticut  Attorney  General  Blu- 
menthal  has  issued  35  subpoenas  to 
insurers  and  brokers.  Florida  officials 
are  investigating,  and  state  insurance 
regulators  in  Ohio,  Texas  and  Califor- 
nia are  jumping  in,  too.  "My  ongoing 
investigation  will  expose  these  under- 
the-table  kickbacks,"  declares  Califor- 
nia's insurance  commissioner,  John 
Garamendi. 

In  New  York  Attorney  General 
Spitzer  all  but  welcomed  private  lawsuits 
against  Marsh,  saying:  "Other  victims 
here  are  Marsh's  own  shareholders,  who 
have  never  been  told  of  the  hundreds  of 
millions  of  dollars  of  Marsh's  profits 
derived  from  illegal  activity."  At  least  six 
private  class  actions  have  been  filed, 
with  more  likely  to  come.  "Ours  alleged 
consumer  fraud  but  has  been  amended 
to  include  an  antitrust  count,  too,"  says 
Melvyn  Weiss  of  Milberg  Weiss  Bershad 
&  Schulman. 

For  now  Spitzer  seems  intent  on  get- 
ting maximum  mileage  out  of  his  law- 
suit, seeking  to  exact  a  huge  financial 
tribute  from  the  company.  Besides,  toss- 
ing thousands  of  people  at  Marsh  out  of 
work  with  a  criminal  indictment  might 
hurt  any  designs  he  may  have  on  New 
York's  governorship.  But  as  28,000  for- 
mer Arthur  Andersen  employees  can 
attest,  these  scandals  tend  to  take  on  a 
momentum  of  their  own.  F 
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pended  steel  joists:  the  Ambas- 
sador Bridge.  At  75  years  old  the 
Ambassador  is  out-of-date,  its  four 
lanes  too  narrow  and  its  approach 
too  steep,  but  none  of  the  130 
other  crossings  to  Canada  is  so 
perfectly  placed.  For  tractor-trail- 
ers, the  closest  bridge  is  two  hours 
out  of  the  way.  They  haul  $  1 00  bil- 
lion of  goods  across  the  Ambas- 
sador every  year — a  quarter  of  the 
$400  billion  in  total  trade  with 
Canada;  40%  of  all  truck  ship- 
ments from  the  U.S.  to  points 
north  cross  this  span. 

After  9/11  the  Ambassador 
loomed  as  an  undefended  eco- 
nomic umbilical  cord  to  the  U.S. 
Within  days  hundreds  of  National 
Guardsmen,  police  volunteers  and 
U.S.  customs  and  immigration 
agents  descended  on  the  bridge, 
forcing  trucks  to  wait  in  line  for  up 
to  12  hours  to  be  searched  for  any 
signs  of  a  terror  plot.  Traffic 
backed  up  for  15  miles.  Even  after 
terror  alert  levels  fell,  the  jams  have 
persisted.  Daily  truck  traffic 
plunged  from  10,000  to  9,000  and 
hasn't  climbed  back.  Security 
remains  tight,  and  trucks  still  can 
wait  an  hour  to  cross.  Delays  at  the 
Ambassador  and  other  crossings  into 
Canada  cost  $800  million  a  month,  by 
one  economist's  reckoning.  If  terrorists 
knocked  out  the  Ambassador,  the  Michi- 
gan and  Ontario  economies  could  run 
losses  of  $3  billion  a  month. 

But  no  government  can  do  much  to 
fix  this — not  the  feds  or  the  Mounties, 
not  the  state  of  Michigan  or  the  province 
of  Ontario.  The  Ambassador  Bridge  isn't 
owned  by  the  U.S.  or  Canada — it  is 
owned  by  one  recalcitrant  man:  Manuel 
(Matty)  Moroun.  He  controls  the  best 
monopoly  you  never  heard  of. 

The  Ambassador  rakes  in  an  estimated 
$60  million  a  year  and  turns  a  hefty  profit. 
In  the  25  years  he's  owned  it,  unfettered 
by  much  regulatory  oversight,  he  has  more 
than  doubled  toll  rates  for  trucks  and  has 
nearly  quadrupled  rates  for  cars;  in  the  50 
years  before  him,  the  bridge  had  never 
raised  truck  tolls  and  had  hiked  car  tolls 
only  once.  The  Ambassador  is  a  linchpin 


Matty 
Moroun 
guards  his 
interests. 


"His  avarice  and  greed  are  just 

American  capitalism  at  work. 
You  can't  be  mad  about  that." 


of  a  tightly  integrated  trucking  empire. 
Moroun  owns  seven  trucking  companies 
that  use  the  bridge;  a  logistics  firm;  sev- 
eral customs  brokerages;  and  a  monopoly 
on  duty-free  retail,  including  a  gasoline 
station  at  the  Detroit  end  of  the  bridge  and 
a  currency-exchange  service.  Total  revenue 
exceeds  $  1  billion  a  year. 

The  Ambassador  was  privately  built  in 
1929  by  a  palm  reader  turned  financier, 
Joseph  Bower.  It  became  publicly  held 
when  Bower  put  his  company,  Detroit  In- 
ternational Bridge  Co.,  into  bankruptcy  in 
the  Depression  and  issued  stock  as  part  of 
a  reorganization.  In  the  late  1970s  the  sage 
investor  Warren  Buffett  acquired  25%  of 
the  stock,  emboldening  Moroun  to  act.  In 
1979  he  used  his  small  trucking  company's 
credit  line  to  buy  out  Buffett  and  acquire 
the  rest  of  the  company  for  a  total  of  $30 
million.  Thus  it  became  the  only  major 
U.S. -Canada  crossing  that  is  privately 
owned.  The  bridge's  likely  worth  today: 
half  a  billion  dollars  or  more. 


But  now  Moroun,  who 
wouldn't  talk  for  this  story,  is  in  the 
fight  of  his  life.  Politicians,  auto 
execs  and  citizen  groups  are  calling 
for  measures  that  could  threaten 
his  cozy  hold  on  the  nation's  most 
critical  choke  point.  Some  people 
want  government  to  buy  the  bridge 
outright,  some  call  for  new  regula- 
tory oversight,  and  two  groups 
want  to  bust  up  the  Moroun 
monopoly  entirely.  One  group 
proposes  a  new  tunnel;  another  a 
second  bridge. 

"A  port  authority  should  run 
this  bridge — it  would  be  answer- 
able to  the  public.  Matty  Moroun 
isn't  answerable  to  anybody  but 
Matty  Moroun,"  says  Mary  Ann 
Cuderman,  who  runs  an  at-home 
bakery  on  the  Windsor  waterfront. 
A  year  ago  she  helped  form  a 
bridge  watchdog  group.  "His  sole 
purpose  isn't  security — it's  his  own 
interest."  Moroun's  folks 
counter  that  they  are  as  con- 
cerned about  safety  as  gov- 
ernment brass.  They  spend 
$50,000  a  week  on  security 
and  more  than  $10  million 
a  year  on  maintenance. 
Moroun  has  outmaneuvered  his  foes, 
so  far.  "He's  very  intelligent  and  very 
aggressive,"  says  Kenneth  M.  Davies,  a 
Detroit  lawyer  who  has  legally  sparred 
with  Moroun.  "His  avarice  and  greed  are 
just  American  capitalism  at  work.  You 
can't  be  mad  about  that." 

Matty  Moroun  is  77  years  old,  squat, 
soft-spoken  and  nearly  deaf  in  his  right 
ear.  He  guards  his  interests  jealously.  He 
has  fought  the  federal  government,  the 
city  of  Detroit  and  various  private  foes  so 
vociferously  in  court  that  Davies  calls  him 
"a  one-man  lawyer  employment  act." 
One  case,  against  the  General  Services 
Administration,  has  languished  in  court 
for  25  years. 

Moroun  is  a  relentless  opportunist, 
like  his  grandfather,  an  Arab  who  moved 
the  family  from  Argentina  to  Quebec,  and 
then  to  Windsor,  where  their  home  was 
later  razed  to  make  way  for  the  bridge. 
They  settled  in  Detroit  after  World  War  I. 
Matty  was  born  in  Detroit  in  1927,  an 
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only  son  with  three  sisters.  As  a  teenager 
he  worked  at  his  father's  gas  station, 
sweeping  out  buses.  He  wanted  to  be  a 
doctor  but,  after  graduating  from  Notre 
Dame  in  1949,  returned  to  Detroit  to 
work  for  his  father.  "We  were  almost  pen- 
niless in  '49,"  Matty  Moroun  said  in 
court  testimony  in  2002,  "but  we  man- 
aged to  come  back." 

In  1950  his  father  took  control  of 
Central  Cartage,  a  struggling  trucking 
company  that  owed  him  back  rent.  Matty 
handled  the  books  and  whatever  else  was 
needed:  "I  was  a  dispatcher,  flat-tire  fixer, 
changed  the  oil,  fixed  the  fan  belts.  There 
was  nothing  too  good  for  me,"  he  testi- 
fied. But  Matty  shied  away  from  the  pub- 
lic part  of  the  job:  soliciting  new  cus- 
tomers. "I  wasn't  very  good  at  that,"  he 
noted.  Moroun  didn't  marry  until  he  was 
44.  He  rarely  appears  in  public  and 
doesn't  give  press  interviews. 

Central  Cartage  grew  through  acqui- 
sitions, expanding  into  Canada  after  the 
U.S.  and  Canada  eliminated  customs 


duties  on  cross-border  shipments  of  new 
cars  and  auto  parts.  By  the  1970s,  when 
Matty  took  over  from  his  father  (who 
died  at  age  93  in  1992),  it  had  900 
employees.  The  problem  was  heavy  con- 
gestion on  the  Ambassador  Bridge. 
Moroun  resolved  to  take  control. 

By  1977  Buffett  had  acquired  his  25% 
stake  in  the  bridge  for  $20  a  share. 
Moroun,  40  at  the  time  and  "a  little 
brash"  by  his  own  account,  amassed  his 
own  25%  stake  by  the  end  of  1978  and 
paid  Buffett  $24  a  share,  later  buying  the 
rest.  Moroun  claimed  title  to  the  bridge 
on  July  31,  1979.  The  $30  million  price 
was  30%  less  than  the  inflation-adjusted 
cost  of  building  it  50  years  earlier. 

Moroun  promptly  found  himself  in 
court.  Canadian  officials,  citing  a  law 
requiring  any  new  buyer  of  the  bridge  to 
hand  over  a  50%  interest  to  Canada,  went 
to  court  to  force  him  to  give  half  up.  A 
decade  later  the  government  settled,  get- 
ting no  stake  but  exacting  improvements 
to  the  bridge  and  the  Canadian  customs 


plaza.  Another  legal  fight  from  those  firsi 
days  still  simmers,  25  years  later,  in  federa 
court  in  Michigan.  Moroun  filed  suit  tc 
block  the  feds  from  taking  control  of  2 
acres  of  land  he  owned  near  the  bridge  tc 
expand  truck  inspection  facilities.  A  jur) 
in  that  case  has  ruled  that  the  feds  musi 
pay  Moroun  $15  million  for  the  parcel 
but  Matty  battles  on,  insisting  the  price  i; 
too  low.  Meanwhile,  the  inspection  oper- 
ations— critical  in  this  post-9/11  era— 
haven't  been  expanded  as  much  a; 
needed. 

The  Ambassador  Bridge  was  an  idea 
calling  card  for  a  small,  $200  millior 
trucking  concern.  Moroun's  compan] 
lured  customers  like  General  Motors  anc 
bought  rivals  who  couldn't  keep  up 
Moroun  pushed  five  into  bankruptcy,  let 
ting  him  break  costly  union  contracts 
That  enraged  the  International  Brother 
hood  of  Teamsters,  which  filed  a  federa 
racketeering  lawsuit  against  Moroun  ir 
1985.  (He  settled  that  case  in  1988.) 
Moroun  even  tangled  with  two  of  hi: 
sisters,  who  objected  to  the  wa] 
he  ran  the  company.  They  suec 
him  in  1992,  seeking  more  thar 
$50  million  in  damages.  He  set 
tied  in  1999,  buying  their  share: 
in  the  company. 

Then  came  9/11.  A: 
Moroun  and  his  staff  huddlec 
around  a  TV  set  that  morning  ir 
his  office  in  suburban  Detroit 
they  anticipated  a  border  crack 
down.  Their  first  concern 
ensuring  that  trucks  for  GM 
Ford  and  Chrysler — Morour 
t  clients — weren't  stranded 
Moroun  ordered  that  thei: 
trucks  be  pulled  out  of  line  anc 
escorted  across  the  bridge  i 
that's  what  it  took. 

"It  was  a  sea  change  for  oui 
whole  country,"  says  Moroun': 
31 -year-old  son,  Matthew,  via 
chairman  of  his  father's  com 
pany.  "We  looked  at  security  ; 
hell  of  a  lot  differently." 

Everyone  else  suddenly  hek 
a  different  view  of  the  Ambas 
sador — as  a  new  security  risk.  B) 
10  a.m.  the  morning  of  the  ter 
rorist  attacks,  Detroit  Mayoi 
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Dennis  Archer  had  placed  a  call  to  the 
mayor  of  Windsor,  Michael  Hurst.  "We 
talked  about  points  of  vulnerability,  and 
we  talked  about  the  Ambassador,"  Hurst 
says.  "We  asked,  'What  are  the  likely  tar- 
gets if  this  thing  were  going  to  continue? 
If  you  want  to  hurt  us  economically?' " 

The  two  mayors  wanted  to  close  off 
some  of  the  traffic  coursing  between 
Canada  and  the  U.S.,  but  "we  were  not 
in  control  of  the  bridge.  It  was  owned 
by  a  private  guy,"  says  Hurst.  So  they 
closed  the  car  tunnel  2  miles  upriver  for 
several  hours.  Today  Hurst,  no  longer 
Windsor's  mayor,  works  for  a  group 
aiming  to  convert  another  tunnel,  for 
trains,  into  a  new  trucking  artery  to  pro- 


vide an  alternative  to  the  Ambassador. 

In  Detroit,  meanwhile,  then-Wayne 
County  sheriff  Robert  Ficano  and  other 
officials  also  fretted  about  the  vulnerabil- 
ity of  Moroun's  bridge.  "Suddenly  we  saw 
this  economic  stranglehold,"  Ficano  says. 

The  nightmare  backups  began  on 
Sept.  12.  Wait  times  jumped  to  12  hours. 
The  100  customs  and  immigration 
inspectors  at  the  border  were  over- 
whelmed, so  40  soldiers  from  the  Michi- 
gan Army  National  Guard  arrived,  car- 
rying automatic  rifles.  So  did  additional 
inspectors  from  Detroit's  airport  and 
shipping  ports.  Sheriff  Ficano  ordered 
cops  from  Wayne  County  to  the  bridge. 
Other  counties  offered  their  cops.  "I 


"When  someone  says  no,  we  just  look  for  another 
way.  Do  we  ruffle  feathers?  Damn  right." 


Stung  by  9/11,  ex-mayor  Michael 
Hurst  wants  a  new  truck  tunnel. 


deputized  a  bunch  of  them,"  Ficano 
says.  "It  was  like  the  Wild  West,  and  I 
was  calling  in  the  posse." 

A  month  later  backups  at  peak  times 
were  still  running  four  hours.  Before  Sept. 
1 1  border  agents  at  the  U.S.  end  of  the 
bridge  could  process  up  to  350  trucks  in  \ 
an  hour;  now  they  struggled  to  handle 
half  that.  "Before  9/11  the  two  countries 
had  been  working  toward  less  inspection, 
but  now  we  were  going  to  have  more  of  it, 
for  a  long  time,"  says  Daniel  Stamper, 
president  of  the  bridge  company. 

Loads  of  extra  agents  were  on  hand, 
but  they  had  to  share  the  same  six  inspec- 
tion booths  in  use  before  the  attacks.  To 
rid  the  bridge  of  delays  would  require 
twice  the  number  of  booths. 
The  General  Services  Admin- 
istration had  commissioned 
three  additional  inspection 
booths,  but  construction 
wasn't  complete  and  there 
were  complications:  Moroun  owned  the 
underlying  land,  and  he  had  been  bicker- 
ing with  the  GSA  over  lease  terms.  The 
three  new  booths  opened  weeks  later. 

Then,  in  November  2001,  Moroun 
startled  the  GSA  and  city  officials  by  start- 
ing construction,  at  his  own  expense,  on 
four  more  booths — without  GSA 
approval.  The  city  of  Detroit  sued  him, 
arguing  he  needed  building  and  zoning 
permits.  Moroun's  attorneys  insisted 
local  laws  didn't  apply  because  the  bridge, 
since  it  handles  cross-border  commerce, 
is  a  "federal  instrumentality." 

"You  can't  have  it  both  ways,"  says 
says  Eric  Gaabo,  who  prosecuted  the  city's 
complaint.  "You  can't  claim  you're 
immune  from  regulation  because  you're  a 
federal  instrumentality  and  then,  at  the 
same  time,  tell  the  federal  government  to 
go  to  hell."  But  in  July  2004  a  Michigan 
state  judge  declared  Moroun's  bridge 
exempt  from  local  law.  And  though  his 
extra  booths  were  ready  in  2003,  the  GSA 
refused  to  let  federal  agents  use  them  until 
this  summer  because  of  the  city  spat. 

Ambassador  executives  say  they  had  no 
choice  but  to  kick-start  the  government. 
"When  someone  says  no,  we  just  look  for 
another  way  to  make  it  happen,"  says 
bridge  executive  Thomas  L.  (Skip)  McMa- 
hon.  "Do  we  ruffle  feathers?  Damn  right." 


140     FORBES"  November  15,  2004 


Sepl 


line 


spa 
it 
juif 
othi 


N  w  that  Moroun  has 
forced  the  GSA  into  accept- 
ing this  "gift"  of  four  new 
inspection  booths  he  spent 
$2  million  to  build,  he  re- 
cently persuaded  the  feds  to 
pay  him  back.  And  he  and 
the  GSA  profess  to  be  on 
better  terms. 

Moroun  often  operates 
with  impunity.  Federal  rules 
bar  corrosives,  explosives, 
radioactive  waste  and  other 
toxic  materials  from  cross- 
ing the  bridge,  but  Moroun 
says  the  ban  doesn't  apply 
to  die  Ambassador.  He  gives 
"authorization  letters"  to 
certain  truckers  to  haul 
some  banned  contents 
across  his  bridge.  He  won't 
let  state  troopers  nab  trucks 
on  the  bridge — they  must 
ticket  them  upon  leaving.  ^^^■■■H 
Nor  does  Moroun  let  government 
engineers  inspect  his  bridge.  Until  recendy, 
he  didn't  even  show  U.S.  regulators  the 
results  of  his  own  third-party  inspections. 
He  agreed  to  do  so  after  Michigan  vowed 
to  improve  access  roads  on  the  U.S.  side  of 
the  Ambassador. 

Fed  up  with  such  obstinacy,  some  say 
Moroun  should  lose  his  monopoly.  Six 
weeks  after  9/ 1 1  a  Canadian  venture  called 
the  Detroit  River  Tunnel  Partnership 
announced  a  plan  to  convert  an  existing 
100-year-old  train  tunnel  to  truck  use. 
Displaced  trains  could  pass  through  a  new 
tunnel  that  would  be  bored  downriver. 
The  group,  a  partnership  of  the  Canadian 
Pacific  Railway  and  a  subsidiary  of  the 
Ontario  Municipal  Employees  Retirement 
System  pension  fund,  hopes  to  fund  the 
entire  $600  million  project  with  $170  mil- 
lion in  government  spending  and  $430 
million  in  private  financing. 

The  group  is  led  in  the  U.S.  by  a  well- 
liked  Michigan  pol,  Margaret  (Marge) 
Byington,  who  has  lined  up  the  support 
of  more  than  a  dozen  leaders  in  business, 
trade  and  government — and  a  few  old 
enemies  of  Moroun,  such  as  Teamsters 
President  James  P.  Hoffa.  "We  are  facing  a 
gridlock  crisis  at  the  world's  busiest  bor- 
der crossing,"  Hoffa  says.  "We  must  in- 


crease capacity  across  the  border." 

Tunnel  proponents  say  Detroit  could 
have  a  new  crossing  by  2009.  Moroun's 
guys  counter  that  a  new  crossing  isn't 
needed  so  soon;  U.S.  Customs  is  to  blame 
for  the  delays,  and  the  Ambassador  is  at 
less  than  60%  of  capacity,  they  argue. 

So  Matty's  men  have  mounted  a 
counterassault.  In  November  2002  a 
bridge  employee  cofounded  a  well- 
financed  antitunnel  group.  In  April  2003 
Moroun's  staff  persuaded  the  head  of  a 
small  nonprofit  home  builder  in  Detroit 
to  come  out  against  the  tunnel  proposal, 
in  exchange  for  rights  to  two  small  prop- 
erties near  the  bridge  that  the  nonprofit 
wanted  to  redevelop. 

Moroun  has  also  courted  U.S.  Repre- 
sentative Carolyn  Cheeks  Kilpatrick,  whose 
district  includes  the  Ambassador  Bridge, 
and  her  son,  Kwame  Kilpatrick,  now  mayor 
of  Detroit.  Moroun  and  his  family  became 
the  largest  contributors  to  her  reelection 
campaign.  This  year  she  delivered  a  setback 
to  the  Byington  group,  refusing  to  propose 
spending  $40  million  to  build  a  new  truck 
highway  from  the  mouth  of  the  tunnel  to 
Interstate  75  in  Detroit. 

Wooing  the  mayor,  Moroun  in  March 
of  this  year  offered  to  turn  over  a  derelict 
13-story  train  station  he  owns  near  the 


mouth  of  the  train  tunnel  for  conversion 
into  a  $130  million  city  police  station. 
The  mayor,  the  tunnel  group  says, 
opposes  its  effort  to  buy  a  mile-long, 
80-foot-wide  parcel  of  city-owned  land 
near  the  tunnel.  The  group  sees  a  quid 
pro  quo;  Kilpatrick  insists  that  he  is  only 
worried  about  the  neighborhood. 

In  August  Moroun  reintroduced  an 
old  proposal  to  "twin"  the  Ambassador 
Bridge  to  double  its  capacity,  albeit  not 
until  2012.  Auto  executives  welcome  the 
plan  but  say  it  doesn't  quell  congestion  or 
security  worries.  "Double-spanning  the 
bridge  is  a  noble  motive,"  says  Edward  T. 
Sprock,  Chrysler's  director  of  logistics, 
"but  it  doesn't  provide  redundancy.  I 
really  worry  about  that." 

And  so  the  threats  to  Matty  Moroun's 
monopoly  continue  to  build.  Brian 
Masse,  a  Windsor  representative  in 
Canada's  parliament,  aims  to  propose  a 
law  that  would  create  a  "public  border 
authority"  regulating  the  Ambassador 
and  other  crossings  into  Ontario.  It  would 
force  disclosure  of  the  bridge's  finances 
and  inspection  reports  and  oblige 
Moroun  to  coordinate  with  law  enforce- 
ment. "After  the  national  emergency  we 
faced,"  he  says,  "there  has  to  be  a  greater 
good  than  just  making  a  buck."  F 
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Telecom  gear  maker  UTStarcom  has 
taken  a  tumble.  No  big  deal,  says  its 
brash  founder,  who  still  intends  to 
conquer  the  world  |  By  Daniel  Lyons 


HONG  LU  IS  HAVING  A  TOUGH  YEAR.  UTSTARCOM  GREW 
tenfold  in  four  years,  from  $200  million  in  1999  to 
$2  billion  in  2003,  by  selling  low-cost  phone  systems 
in  China,  then  suddenly  stumbled.  Lu,  chairman  and 
chief  executive,  is  struggling  to  set  things  right. 
Trouble  struck  first  in  July,  when  UTStarcom  of  Alameda, 
Calif,  missed  its  second-quarter  numbers,  blaming  supply  chain 
goof-ups.  A  few  weeks  later,  in  August,  UTStarcom  announced 
revenue  recognition  problems  and  admitted  it  had  been  doing 
an  internal  audit.  In  September,  in  an  interview,  Lu  promised  no 
more  surprises.  But  four  days  later  the  company  revised  its  sales 
forecast  downward  and  said  that  Japanese  billionaire  Masayoshi 
Son  was  resigning  from  the  board.  Son,  one  of  Lu's  oldest 
friends,  was  its  most  powerful  director,  and  still  is  an  important 
customer  and  the  biggest  shareholder. 

UTStarcom's  stock  trades  at  $18,  down  from  $40  in  January, 
and  the  company's  $2  billion  market  value  is  less  than  its 
expected  2004  revenue  of  $2.7  billion.  Lu,  49,  has  seen  the  value 
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of  his  2.8  million  shares  drop  by  $65  million  and  finds  himself 
explaining  embarrassing  blowups  not  only  to  ever  more  skepti- 
cal Wall  Street  analysts,  who  lately  have  been  downgrading 
UTStarcom's  stock,  but  also  to  a  board  of  directors  that  only  a 
year  ago  boosted  Lu's  pay  by  80%  to  $825,000. 

Lu  claims  UTStarcom's  ailments  are  mere  growing  pains,  a 
by-product  of  overwhelming  success:  "The  problem  is  just  that 
our  company  is  growing  very  fast.  We  just  need  to  put  the  right 
controls  in  place."  In  July  he  hired  a  new  "chief  accounting  offi- 
cer" and  is  installing  back-office  software  from  Oracle,  replacing 
a  puny  system  UTStarcom  installed  when  it  was  a  $100  million 
company.  Lu  has  also  hired  consulting  firm  Accenture  to  neaten 
UTStarcom's  messy  heap  of  suppliers. 

But  tidying  up  the  back  shop  won't  address  UTStarcom's 
biggest  problem.  Demand  has  gone  flat  for  the  company's  core 
product,  a  low-cost  mobile  phone  system  that  has  been  a  huge 
hit  in  China.  Its  profit  margin  is  being  squeezed.  Though  sales 
will  be  up  40%  this  year,  profit  will  likely  fall  40%  to  $121  mil- 
lion, according  to  Deutsche  Bank. 

The  company  has  been  stretching  to  make  its  numbers.  In 
the  first  half  of  the  year  sales  rose  78%  to  $1.3  billion,  but  a  $300 
million  chunk  of  that  was  a  drawdown  from  deferred  revenue 
and  another  $200  million  was  added  receivables.  That  half-bil- 
lion-dollar swing  indicates  the  company's  business  has  weak- 
ened, says  Rex  Dwyer,  principal  at  Dwyer  Fecht  Hill,  a  research 
outfit  in  Palo  Alto,  Calif.  The  company  says  the  reduction  in 
deferred  revenue  was  a  result  of  more  efficient  collections.  And  it 
is  moving  inventory  faster. 

UTStarcom  relies  on  China  for  90%  of  its  revenue,  almost  all 
of  it  from  two  big  customers,  China  Netcom  and  China  Tele- 
com. The  company  has  to  start  growing  elsewhere.  Lu  has  been 
pushing  into  new  markets  in  Asia  and  South  America.  He  has 
spent  $304  million  acquiring  four  companies,  hoping  to 
broaden  his  product  line  and  gain  access  to  new  customers. 

Lu  swears  UTStarcom  can  replicate  its  success  in  other  coun- 
tries. By  next  year,  he  vows,  half  of  sales  will  come  from  outside 
China,  and  within  five  years  revenue  will  hit  $10  billion,  putting 
it  on  a  par  with  outfits  like  Lucent  and  Nortel.  "I'm  not  saying 
it's  going  to  be  easy,"  Lu  says.  "But  keep  in  mind,  we  have 
accomplished  a  lot  already." 

Lu  founded  his  company  in  1991  after  his  first  visit  to  China. 
"The  moment  I  arrived  I  said,  'This  is  the  place.'  It  was  so 
dynamic.  It  was  incredible,"  says  Lu,  who  was  born  in  Taiwan 
and  educated  at  University  of  California,  Berkeley,  receiving  a 
bachelor's  degree  in  civil  engineering.  Struck  by  the  sorry  state 
of  China's  phone  infrastructure — "You  had  to  dial  a  hundred 
times  to  get  a  call  to  go  through" — Lu  returned  to  California 
and  founded  Unitech,  which  in  1995  merged  with  Starcom  Net- 
work Systems  to  form  UTStarcom. 

Business  took  off  in  1999,  when  UTStarcom  introduced  a 
phone  system  based  on  a  technology  called  PHS,  or  Personal 


Hong  Lu,  in 
Alameda,  Calif, 
is  trying  to  go 
pan-Pacific. 


Handyphone  System.  Developed  in  the 
1990s  in  Japan,  personal  handyphones  use 
weak  40-  and  500-milliwatt  signals  at  fre- 
quencies near  1.9  gigahertz.  They  aren't  very 
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powerful,  but  they  are  cheap  to  deploy. 

Though  most  countries  shunned  PHS  in  favor  of  more  pow- 
erful mobile  phone  technologies  like  CDMA  and  GSM,  Lu  reck- 
oned PHS  made  a  good  fit  in  China,  especially  in  rural  provinces. 
Carriers  pay  $50  per  subscriber  to  deploy  PHS  systems  versus 
$100  or  more  for  GSM  and  CDMA.  That  means  carriers  recoup 
their  investment  in  PHS  even  when  charging  monthly  fees  as  low 
as  $5.  Also,  because  regulators  view  PHS  service  as  equivalent  to 
cordless  phone  use,  China  Netcom  and  China  Telecom  could 
deploy  it  even  though  they  lacked  mobile  phone  licenses. 

Lu's  bet  turned  out  to  be  brilliant.  As  the  Chinese  economy 
took  off,  UTStarcom's  PHS 

Bad  Reception 


In  Japan  UTStarcom  has  gained  a  considerable  foothold  via  a 
cozy  relationship  with  Masayoshi  Son's  Softbank.  Lu  and  Son 
became  friends  as  undergraduates  at  UC,  Berkeley.  Though  Son 
left  UTStarcom's  board  in  September,  he  says  he's  keeping  his 
12.5%  stake  in  the  company.  Son's  companies  remain  among 
UTStarcom's  biggest  customers.  Last  year  a  Softbank  affiliate  that 
operates  the  Yahoo  BB  broadband  service  in  Japan  spent 
$184  million  on  UTStarcom  devices  that  provide  high-speed  DSL 
connections.  In  recent  months  Softbank-related  companies 
announced  contracts  to  buy  $370  million  of  equipment,  includ- 
ing high-end  switches  that  deliver  video  over  optical-fiber  lines 


UTStarcom's  stock  has  dropped  as  sales  growth  has  slowed  and  future  earnings  seem  less  certain. 


UTStarcom's  stock  price 


switches  caught  on,  and  its 
inexpensive  handsets  were 
a  hit  with  folks  in  the 
countryside.  Today  34  mil- 
lion people  use  UTStar- 
com's phone  systems  in 
China,  many  preferring 
them  over  traditional 
fixed-line  phones.  Now 
UTStarcom's  systems  are 
even  being  deployed  in  big 
cities  like  Shanghai,  as  well 
as  in  Taiwan  and  Vietnam. 
"We're  following  a  strategy 
like  Wal-Mart's  or  McDon- 
ald's," Lu  says.  "The  idea  is 
to  be  affordable  to  most 
people.  And  the  market  is 
enormous." 

Lu  keeps  costs  low  by 
doing  almost  all  design,  engineering  and  manufacturing  in 
China,  where  90%  of  UTStarcom's  7,000  employees  reside.  Most 
of  the  rest  are  at  UTStarcom's  modest  headquarters,  in  a  busi- 
ness park  near  the  Oakland,  Calif,  airport.  Some  work  two  to  an 
office.  Research  and  development  represents  8%  of  revenue  ver- 
sus 14%  for  Lucent  and  20%  for  Nortel. 

Though  engineering  will  remain  in  China,  Lu  vows  future 
growth  will  come  elsewhere.  "India  is  going  to  be  our  next 


"We're  following  a  strategy  like 
Wal-Mart's  or  McDonald's." 
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growth  area.  It's  just  enormous,"  Lu  says.  But  so  far  India  is  only 
3%  of  revenue.  UTStarcom  has  won  deals  v/ith  Bharat  Sanchar 
Nigam  and  Reliance  Infocomm  mostly  for  broadband  access 
equipment.  His  optical  and  DSL  switches  now  power  high-speed 
Internet  in  Mexico,  Chile,  the  Netherlands  and  Italy. 

Hoping  to  crack  into  U~.S.  carriers,  Lu  acquired  Comm- 
Works,  a  struggling  U.S.  maker  of  telecom  switches  formerly 
owned  by  3Com,  and  the  handset  division  of  Audiovox.  Lu  fig- 
ures diese  companies  can  start  selling  UTStarcom's  products  to 
U.S.  carriers,  though  so  far  this  hasn't  happened. 


to  plasma  televisions.  UTStarcom  insists  the  deals  were  all  priced 
at  arm's  length. 

Though  UTStarcom  made  its  fortune  on  cheapo  phones,  its 
engineers  are  devoting  most  of  their  energy  to  advanced  prod- 
ucts like  optical  switches  and  next-generation  mobile  phone  sys- 
tems. A  new  TV-over-Internet  system  called  Mvision  lets  carriers 
generate  extra  fees  by  storing  TV  shows  on  centralized  computer 
servers.  Missed  Yankees-Red  Sox  Game  7?  Click  through  a  menu 
to  find  it  and  pause  it  just  as  you  would 
with  a  digital  video  recorder  at  home. 
Carriers  in  China,  Japan  and  South 
America  are  testing  Mvision. 

"It's  like  Toyota — first  you  roll  out  the 
Corolla,  then  the  Celica,  then  Lexus,"  says  William  Huang, 
UTStarcom's  chief  technology  officer  and  a  veteran  of  Bell  Labs. 

Wall  Street  analysts  have  been  downgrading  the  stock  as  a 
short-term  investment.  "I'm  not  sure  the  next  two  quarters  are 
going  to  be  good,  but  1  think  they  will  turn  around  over  the  next 
few  years.  Fundamentally  I  like  the  business,"  says  Rex  Dwyer. 

At  least  Lu  and  his  managers  are  backing  their  talk  with 
cash.  In  September,  when  UTStarcom's  stock  fell  to  $13,  insid- 
ers bought  323,000  shares.  In  the  prior  12  months  they'd  sold 
1.7  million  shares.  F 
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Giving  Back 

The  PGA  TOUR's 
Encompassing  Mantra 


by  Ai  Barkow 


il  I'uidysCRESTOR®  Charity 
allenge  donation  is  one  of  the 
any  heartfelt  charitahle  stories 
iadc  by  PGA  TOUR  players  and 


Golfers  frustrated  with  putts  that  never  seem  to  find  the 
hole,  balls  taking  bad  bounces  and  wind  ever  in  their 
faces,  might  think  golf  is  not  a  very  charitable  game.  And 
yet,  perhaps  in  some  odd  way  to  get  even,  golfers  are  among 
the  most  charitable  people  in  the  world.  The  PGA  TOUR 
is  a  shining  example,  a  fact  that  can  be  attested  to  by  the 
many  thousands  of  infants,  teenagers,  adults  in  the  prime 
of  life  and  senior  citizens  who  have  benefited  from  the 
charity  monies  raised  through  golf's  biggest  and  most 
lucrative  tournament  circuit. 

The  Heart  of  the  PGA  TOUR 

The  TOUR's  participation  in  fund-raising  has  expanded 
exponentially.  Indeed,  the  official  tally  of  charity  dollars 
raised  through  PGA  TOUR  events  begins  with  the  1938 


i'alm  Beach  Invitational,  which  produced  $10,000.  Since  then,  the  total  has  surpassed  $900  million  to 
Slate.  The  TOUR  and  its  tournaments  are  expected  to  reach  $1  billion  by  2006. 

n  That  is  the  broad  picture  of  an  abiding  concept  unique  in  professional  sports.  No  other  is  so  intrinsically 
nerHonnected  with  charity.  But  what  are  some  of  the  ways  this  money  directly  affects  people?  There  are 
jo  many  stories.  Here  are  a  few. 


he  Buick  Open  in  Flint,  Michigan,  began  in  1958  as  the  first  PGA  TOUR  event  sponsored  by  a  major 
orporation.  The  money  raised  over  the  many  years  since  has  gone  to  numerous  charities.  Most  recently,  there 
ave  been  two  notable  recipients:  the  Whaley  Children's  Center  and  the  Easter  Seals  Society  of  Michigan. 
Elliott  Fauster  heads  up  the  Easter  Seals  program.  Among  the  initiatives  he  oversees  is  a  speech  therapy 
anJjass  for  young  people  with  impediments  such  as  stuttering  and  slowness  in  learning  to  speak  at  all 
[delayed  speech).  Speech  therapists  tutor  these  children  three  days  a  week  during  the  summer  months, 
j'j.nd  they  do  it  for  a  mere  $20  an  hour,  whereas  hospitals  charge  from  $250  to  $280  for  the  service. 


USINESS  AS  USUAL 


CANON  PRODUCTS .   BECAUSE  CONSISTENCY  IS  THE  NAME  OF  THE  CAME 


What  does  a  world-class  golfe 


like  Davis  Love  III  have  in  common  with  a  world-class  business  products  company  like  Canon?  We" 
while  Davis  Love  III  has  demonstrated  remarkable  consistency  in  his  golf  game  over  the  years,  we'v 
consistently  remained  number  one  in  color  copier  unit  shipments  for  the  past  17  years.-  And  jus' 


inon.  ! 


he  Official  Copier,  Fax,  Multifunction  Product,  Printer,  and  Scanner  of  the  PGA  TOUR  and  Champions  Tour 


s  Davis  Love  III  is  now  on  top  of  his  game,  so  are  we:  we've  been 
anked  number  one  in  unit  shipments  for  all  seven  black-and-white  copier 
egments  for  the  past  two  years.*  That's  what  happens  when  you  don't 


anon 

lo  business  as  usual,  consistently,  www.usa.canon.com  1-800-OK-CANON  KNOW  HOVT 
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"We've  had  a  lot  of  college  graduates  come  out  of  this  program,"  Fauster 
reports,  "kids  with  serious  speech  defects  who  have  gone  on  to  successful 
professional  careers.  We  also  have  a  ceramics  training  and  production  pro- 
gram in  which  people  of  all  ages  learn  the  craft  with  the  help  of  profession- 
al ceramicists.  They  fire  and  glaze  the  bowls,  dishes  and  pots  in  the  house 
kiln,  then  paint  and  sell  their  work  and  earn  90  percent  of  the  income  for 
themselves,  which  is  a  terrific  psychological  boost.  All  of  this  is  Buick  money 
at  work.  In  my  first  year  here,  1985,  we  received  around  $20,000  after  every 
Buick  Open.  Last  year,  we  received  a  check  for  $1 28,000.  A  godsend." 

The  Whaley  Children's  Center  receives  enough  money  from  each  Buick 
Open  to  feed  48  children  for  an  entire  year.  The  Center  takes  on  some  of  the 
most  difficult  and  tragic  cases  in  the  Flint  area,  many  having  to  do  with  chil- 
dren from  broken  homes  and  who  often  have  been  abused.  Basic  behavioral 
principles  are  taught  to  the  children  and  include  Generosity,  Belonging, 
Independence  and  Mastery.  One  consequence  of  this  work  involved  an  11- 
year-old  who  came  to  Whaley  after  his  4-year-old  brother  was  murdered  by  a 
caregiver.  The  lad  was  terribly  distressed  when  it  was  almost  impossible  to 
find  his  brother's  gravesite  because  no  one  could  afford  to  buy  a  gravestone. 
The  children  of  Whaley  heard  of  this  plight  and,  on  the  principles  of  Belonging 
and  Generosity,  put  on  a  bake  sale  to  raise  the  money  for  a  proper  gravestone. 

(  .anon  I !  .S.A. ,  formerly  the  title  sponsor  of  the  Greater  Hartford 
Open,  stays  involved  with  the  event  via  an  annual  $50,000  donation  to  be 
used  for  college  scholarships.  Through  the  Greater  Hartford  Jaycees, 
$20,000  of  the  Canon  money  goes  to  a  local  graduating  high  school  stu- 
dent intent  on  pursuing  environmental  studies  in  college.  Another 
$20,000  goes  to  a  student  pursuing  a  degree  in  the  technology  field.  The 
remaining  $10,000  is  for  the  Hartford  Jaycees  to  distribute  at  its  discre- 
tion to  students  studying  other  disciplines. 

A  highly  visible  Canon  project  is  Canon4Kids,  which  helps  locate  miss- 
ing children  across  the  country.  At  every  PGA  TOUR  event  in  which  Briny 
Baird  plays,  a  digital  photo  of  a  local  child  who  is  missing  is  displayed  on 
his  golf  bag  along  with  an  800  number  to  call  if  the  child  is  seen  (1-800- 
The  Lost).  Although  none  of  the  children  have  been  found  as  a  result  of 
appearing  on  Baird's  golf  bag,  the  display  raises  public  awareness  of  the 
extensive  missing-children  situation  in  this  country. 

The  East  Lake  Community  Foundation,  estab- 
lished in  1995  to  revive  a  historic  Atlanta  neighborhood  that  had  fallen  on  bad 
times,  is  benefiting  considerably  by  PGA  TOUR-generated  charity  money.  A 
keystone  of  the  project  is  the  East  Lake  Golf  Club,  where  Bobby  Jones  learned 
how  to  play  golf  and  which  has  recently  been  designated  the  permanent  home 


Tiger  Woods  (back  row,  center)  celebrates  the  opening  of  Charlie  Yates  Golf  Course  with 
East  Lake  Junior  Golf  Academy  youth  and  the  director  of  the  Academy,  Sam  Puryear, 
(back  row,  right). 

of  the  season-ending  TOUR  Championship  Presented  by  Coca-Cola  (schedulec 
for  November  2-7  this  year).  The  past  three  TOUR  Championship  tournaments 
held  at  East  Lake  Golf  Club  in  Atlanta  generated  more  than  $3  million  for  the 
East  Lake  Community  Foundation  and  The  First  Tee. 

Just  10  years  ago,  the  neighborhood  around  the  course,  dominated  by  a 
federal  housing  "project,"  had  become  dangerously  rife  with  drug  traffick- 
ing and  crime  in  general.  The  golf  course  itself  was  in  disrepair.  To  the  res- 
cue came  Atlanta  developer  and  philanthropist  Tom  Cousins,  who  revital- 
ized the  East  Lake  neighborhood  through  public  and  private  partnerships 
and  bought  the  golf  club  with  the  intention  of  bringing  it  back  to  its  Jones- 
era  elegance.  East  Lake  is  not  only  a  historic  club,  but  a  philanthropic  one 
as  well.  Founding  sponsors  of  the  East  Lake  Golf  Club  have  contributec 
more  than  $1 8  million  toward  the  revitalization  of  the  neighborhood. 

Working  with  the  Atlanta  Housing  Authority  and  residents  of  the  comi 
munity,  the  public  housing  project  was  demolished  and  replaced  with  e 
mixed-income  apartment  community  that  attracted  the  working  poor  whc 
had  been  living  in  the  neighborhood,  as  well  as  market-rate  residents. 

In  addition,  the  essentially  dysfunctional  public  elementary  school  was 
replaced  with  a  new  charter  school  and  a  new  YMCA.  The  rate  of  improve- 
ment in  test  scores  at  the  4-year-old  charter  school  is  dramatically  highei 
than  the  average  for  the  city  of  Atlanta  and  the  state  of  Georgia. 

Finally,  nine  holes  of  East  Lake  Golf  Club's  No.  2  course  were  revampec 
and  set  aside  as  the  public,  18-hole  Charlie  Yates  Golf  Course  to  make  the 
game  available  to  iocal  residents,  especially  young  people  at  the  nearb\ 
charter  school.  A  year-round  junior  golf  academy  operated  by  the  East  Lake 
Community  Foundation  at  Charlie  Yates  Golf  Course  has  exposed  more  thar 
1,000  students  to  golf  since  1995.  The  East  Lake  Junior  Golf  Academy  is 
now  a  First  Tee  program  as  part  of  the  agreement  to  make  East  Lake  Gol" 
Club  the  permanent  home  of  THE  TOUR  Championship. 


THERE  ARE  MANY  WAYS  TO  CHIP  IN. 

NOT  ALL  OF  THEM  HAPPEN  ON  THE  COURSE. 


SOME  OF  THEM  HAPPEN  LONG  AFTER  THE  TOURNAMENT  IS  OVER.  THANKS  TO  THE  SUPPORT  OF  THE  FANS, 
WE'VE  BEEN  ABLE  TO  MAKE  SIZEABLE  CONTRIBUTIONS  TO  LOCAL  CHARITIES  OVER  THE  YEARS.  SINCE  1982, 
THAT  FIGURE  TOPS  $28  MILLION.  WE'RE  ALWAYS  HAPPY  TO  GIVE  SOMEBODY  LESS  FORTUNATE  A  SHOT. 


ONE  BETTER" 


OFFICIAL  CAR 

OF  THE  PGA TOUR 


buick.com 


PGA  TOUR  player  Briny  Baird  proudly  participates  in  the  Canon4Kids  program  that  helps 
locate  missing  children. 

Proceeds  of  THE  TOUR  Championship  Presented  by  Coca-Cola,  as  well 
as  net  proceeds  from  operations  of  the  East  Lake  Golf  Club  and  the 
Charlie  Yates  Golf  Course,  are  funneled  back  into  the  East  Lake  commu- 
nity, which  has  become  a  paradigm  of  first-class  urban  renewal. 

The  Players'  Personal  Charity  Involvement 

Increasingly,  individual  players  are  creating  and  funding  their  own  chari- 
ties. Some  have  a  very  personal  history.  For  example,  Scott  Hoch's  son  fell 
very  ill  in  the  late  1980s  and  was  treated  successfully  at  the  Arnold 
Palmer  Hospital  for  Children  and  Women  in  Orlando.  The  grateful  father 
made  a  $100,000  donation  to  the  hospital  after  winning  the  1989  Las 
Vegas  Invitational  and  now  has  a  floor  in  the  hospital  named  after  him. 

When  Allen  Doyle  won  the  2001  Charles  Schwab  Cup,  he  donated  the 
entire  $1  million  first  prize  to  charity  in  the  form  of  an  annuity  by  which 
$100,000  every  year  is  given  to  a  number  of  charities  to  which  he  is  devot- 
ed, many  in  his  hometown  of  LaGrange,  Georgia.  They  include  Habitat  for 
Humanity,  St.  Peter's  Catholic  Church,  Literacy  Volunteers  of  America  and 
families  of  victims  of  the  9/1 1  disaster.  This  summer,  he  gave  an  addition- 
al $1.1  million  to  Norwich  University  in  Vermont,  his  alma  mater. 

Tom  Watson  gave  all  of  his  $1  million  winnings  from  capturing  the  2003 
Charles  Schwab  Cup  to  charity,  a  majority  of  which  went  to  research  a 
cure  for  Amyotrophic  Lateral  Sclerosis  (ALS),  the  disease  that  took  the  life 
of  his  longtime  caddie,  Bruce  Edwards.  In  total,  Watson  has  raised  neatly 
$3  million  for  ALS  research. 

Notah  Begay  III,  the  only  full-blooded  Native  American  on  the  PGA 
TOUR,  has  gotten  behind  the  Boys  &  Girls  Clubs  (B&GCs)  in  Indian 
Country,  a  subsidiary  of  the  B&GCs  of  America.  His  goal  is  to  create  as 
many  as  200  clubs  on  Native  American  lands  and  sign  up  100,000  young 
people  to  heip  them  get  a  higher  education;  become  aware  of  diabetes,  a 
disease  prevalent  among  Native  Americans;  and  to  play  golf. 

Since  1 996,  the  Tiger  Woods  Foundation,  the  primary  beneficiary  of  the 
Deutsche  Bank  Championship,  has  empowered  countless  youth  nation- 
wide to  reach  their  highest  potential  and  achieve  their  dreams.  For  exam- 
ple, the  course  on  which  Tiger  first  learned  to  play  —  the  "Dad"  Miller  in 
Anaheim,  California  —  will  have  an  expanded  practice  area  and  a 


35,000-square-foot  Tiger  Woods  Learning  Center,  with  seven  classrooms 
a  computer  lab  and  a  multimedia  center  where  teachers  will  help  youn 
people  learn  life-training  skills.  A  similar  program  is  being  developed  f(j 
the  Massachusetts-based  MGA  ForeKids  organization. 

One  of  the  most  moving  personal  charity  episodes  among  PGA  TOUR  pla^ 
ers  involves  Ted  Purdy.  In  the  closing  stages  of  the  2004  MCI  Heritage,  Purq 
was  walking  to  the  15th  tee  during  the  final  round,  nursing  a  one-shot  leal 
over  Stewart  Cink.  As  he  made  his  way,  he  tossed  his  golf  ball  to  Matt  Masoij 
a  youngster  with  Down's  Syndrome  who  was  along  the  ropes.  Masoi 
responded  by  giving  Purdy  a  hug  and  a  thumbs-up  sign,  which  was  caught  tj 
the  CBS  television  cameras. 


BY  THE  NUMBERS 

85:  The  percentage  of  spectators,  according  to  Irwin 
Research,  who  believe  PGA  TOUR  events  enhance 
their  communities. 

2,000:  The  estimated  number  of  charities  that  receivd 
benefits  from  tournaments,  players  and  sponsors  on  thd 
PGA  TOUR,  Champions  Tour  and  Nationwide  Tour. 

80,000:  The  estimated  number  of  volunteers  annua 
who  give  up  their  free  time  and  vacations  to  work  at 
PGA  TOUR  events,  thereby  allowing  tournaments  to  gij 
more  to  charitable  initiatives. 

$6  million:  The  amount  raised,  in  net  proceeds, 
by  the  2004  EDS  Byron  Nelson  Championship. 


$1  billion:  The  PGA  TOUR  and  its 
tournaments  project  reaching  this  figure 
cumulatively  by  2006.  The  TOUR  has 
steadily  increased  its  charitable  donations 
since  the  first  gift  in  1938. 


On  Monday,  after  losing  a  playoff  to  Cink,  Purdy  was  traveling  froi 
Hilton  Head  Island,  South  Carolina,  to  the  next  TOUR  stop  when  h 
phoned  Steve  Wilmot,  tournament  director  of  the  MCI  Heritage  to  inquii 
about  Mason.  Purdy  had  been  moved  by  the  young  man's  warmth  durir 
that  moment  at  the  ropes,  so  moved  that  he  decided  to  designate  th 
$50,000  he  had  won  as  the  CREST0R®  Charity  Challenge  third-rour 
leader  at  the  MCI  Heritage  to  the  Benedictine  School  in  Ridgel 
Maryland,  where  Mason,  other  children  and  young  adults  with  develoi 
mental  disabilities  are  housed  and  educated. 

PGA  TOUR  Commissioner  Tim  Finchem  says,  "Giving  back  has  alwa\ 
been  a  fundamental  part  of  the  PGA  TOUR,  and  it  is  an  important  reason  co 
porate  America  has  continued  to  align  itself  with  our  tournaments." 
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SINCE  LEAVING  OFFICE  IN  1999  AFTER  A 
term  as  Israel's  prime  minister, 
Benjamin  Netanyahu  has  worked 
with  Israeli  high-tech  companies, 
read  widely  and  traveled  the  world 
seeking  to  understand  why  some  economies 
flourished  while  others  floundered.  In  his  trav- 
els he  came  across  die  writings  of  Roger  Doug- 
las, a  New  Zealand  politician  who  transformed 
his  nation's  economy,  in  the  1980s  with  what 
boils  down  to  a  single  transformative  idea  now 
known  as  Rogernomics:  Economic  reforms 
should  be  bundled  together  so  that  individuals 
hurt  by  some  reforms — say,  elimination  of 
farm  subsidies — are  helped  by  others.  Speed  is 
crucial.  "Don't  blink  or  wobble,"  Douglas 
warned. 

Netanyahu  took  the  reformist  Labor ite's 
lesson  to  heart.  When  he  became  finance  min- 
ister in  February  2003,  Israel  stood  at  the  brink 
of  financial  catastrophe,  coming  off  three  years 
of  shrinking  per  capita  GDP.  Unemployment 
neared  1 1  %.  Tourism  revenue  had  declined  by 
half  since  the  beginning  of  the  second  Pales- 
tinian intifada.  The  nation  of  6.2  million  was 
unable  to  raise  money  abroad.  Yet  despite  war, 
terrorism  and  labor  strikes  that  have  shut 
down  airports  and  ports,  Netanyahu  put  forth 


Israel's  Other  Road  Map 

Benjamin  Netanyahu  is  attempting  to  transform  strife-torn,  strike-ridden  Israel 
from  a  welfare  state  to  a  free  economy.  Not  easy  |  By  Michael  Freedman 
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a  slew  of  economic  reforms.  His  goal:  to 
transform  Israel  from  a  heavily  regulated, 
bureaucratic  tax-and-spend  welfare  state 
into  a  free-market  economy. 

In  the  space  of  20  months  he  cut  gov- 
ernment spending;  began  privatizing  the 
nation's  ports,  sole  electricity  provider,  oil 
refineries  and  El  Al  airline;  and  reduced 
the  top  marginal  tax  rate  from  64%  to 
49%  (a  change  that  will  go  into  effect  in 
January).  To  get  a  poorly  managed  gov- 
ernment pension  back  on  track,  he  raised 
the  retirement  age,  increased  workers' 
contributions  and  replaced  its  union 
management  with  professionals.  He  also 
took  aim  at  the  nation's  welfare  system, 
which  rewarded  families  handsomely  for 
having  more  children.  "You  had  Bedouins 
with  40  children  driving  around  in  lim- 


antiquated  and  due  for  a  change,  he  says. 
Two  banks  control  80%  of  all  transactions, 
including  underwriting.  As  a  result- of  this 
duopoly,  banks  charge  high  fees  for  things 
like  entering  a  transaction 
into  an  account-holder's 
record.  Customers  who  try 
to  change  banks  face  fees 
for  opening  or  closing 
accounts. 

Yet  Netanyahu  is  feel- 
ing pressure  from  all  sides. 
The  nations'  much- 
vaunted  high-tech  sector  is 
more  concerned  about 
trains  and  planes  running 
on  time  than  giving  high- 
profile  support  for  reform. 
Reliance  on  Europe  and 


Histadrut  is  a  prime  foe  of 
Ariel  Sharon's  finance  minister. 


"Take  a  look  and  see  how  many  have  made 

that  change  that  quickly— on  a  dime." 


ousines,"  he  says. 

Result:  The  economy  is  growing  again. 
In  2002  GDP  shrunk  1%.  This  year  econo- 
mists expect  4%  growth.  "How  many 
economies  made  a  plus-five  change?" 
Netanyahu  says.  "Take  a  look  and  see  how 
many  have  made  that  change  that 
quickly — on  a  dime." 

But  he's  not  done  yet.  Netanyahu  still 
has  infrastructure  projects  in  mind — 
including  a  new  transit  system  and  casinos 
in  the  Red  Sea  resort  city  Eilat  to  buttress  a 
comeback  in  tourism.  He  wants  to  sell  off 
some  of  the  state's  7,500  square  miles  of 
land  (93%  of  the  country)  to  private  own- 
ers. Capital  markets  and  banking  are  also 


the  U.S.,  Israel's  biggest  trading  partners, 
adds  a  political  wrinkle — -Prime  Minister 
Ariel  Sharon's  security  policies  are 
increasingly  unpopular  in  some  quarters. 
A  big  terrorist  attack  or  another  burst  of 
violence  in  Israel  could  spell  doom  for 
further  hopes  of  economic  revival. 

Netanyahu's  sympathizers  complain 
he  should  be  moving  even  faster.  Unem- 
ployment is  not  far  from  its  peak.  Real 
wages  declined  3.7%  since  last  year, 
according  to  Morgan  Stanley.  Despite  tax 
cuts,  economists  at  the  free-market 
Shalem  Center  in  Jerusalem  say  a  worker 
earning  $30,000  has  a  marginal  tax  rate 
faced  by  only  the  highest  earners  in  the 


U.S.  Consumers  also  pay  a  17%  value- 
added  tax — even  for  staples  like  milk  and 
bread.  "There's  still  a  lot  of  work  to  be 
done,"  says  Asher  Blass,  a  Shalem  econo- 
mist and  senior  fellow. 
"The  rhetoric  is  very  good. 
But  the  pace  is  slow." 

Netanyahu's  biggest 
obstacle  has  proven  to  be 
the  tenacious  Israeli  labor 
union  Histadrut  and  its 
ambitious  leader,  Amir 
Peretz.  Peretz,  who  has  his 
eye  on  the  prime  minister's 
job,  says  he  is  in  favor  of 
reform,  but  argues  it  must 
be  done  more  carefully. 
He  says  Israel  still  has 
the  highest  poverty  rate 
among  developed  nations 
and  the  biggest  gap  (as  a  multiple  of  aver- 
age wage)  between  the  top  10%  of  earners 
and  the  lowest  decile.  Even  as  Netanyahu 
seeks  to  draw  investors  and  capital  to 
Israel,  Peretz  is  attempting  to  raise  the 
minimum  wage  to  $5.37  from  the  current 
$4  per  hour.  "I'm  not  against  competi- 
tion," Peretz  says.  "But  I'm  against  the  free 
market  that's  become  like  a  jungle.  And 
I'm  against  competition  when  this  com- 
petition produces  a  slave  market." 

Peretz  and  Netanyahu  have  butted 
heads  from  the  get-go.  In  September  a 
wage  dispute  culminated  in  a  strike  that 
shut  down  the  nation's  ports,  govern- 
ment offices  and  airports.  A  court  order 
forced  Peretz  to  instruct  400,000  union 
members  to  return  to  work.  However,  a 
four-hour  delay  in  carrying  out  the  order 
caused  chaos  at  the  airport. 

Netanyahu,  known  as  Bibi,  took  to 
name-calling,  telling  the  Israeli  daily 
Haaretz  that  the  labor  union  is  turning 
Israel  into  "Histadrutstan."  He  tells 
FORBES  his  experience  with  the  union  has 
given  him  a  corollary  to  Douglas'  dictum 
about  fast  action:  It's  best  to  do  as  many 
reforms  as  possible  because  no  matter 
what  he  does,  Histadrut  will  strike.  "They 
have  turned  us  into  the  world  champion 
of  strikes,  and  that  is  unacceptable,"  he 
says.  But  if  Netanyahu's  reforms  are  suc- 
cessful— and  he  neither  blinks  nor  wob- 
bles— even  today's  detractors  may  some- 
day be  giving  credit  to  Bibinomics.  F 
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Lock  in  the  prime  rate. 


Capital  Que 

PrimeLock 


LSI  <i  siitaiiuiuii! 


Introducing  the  new  Capital  One  PrimeLock  Card. 

Finally,  a  credit  card  that's  always  as  low  as  the  Prime  Rate  -  now  4.75%.*  Avoid  introductory  rates  that 
expire  after  a  limited  time.  With  the  PrimeLock  Card  from  Capital  One,  your  rate  is  set  at  prime  for  as  long  as 
you  have  the  card.  Get  in  on  the  rate  other  banks  only  give  their  biggest  customers.  Get  the  new  Capital  One 
PrimeLock  Card.  No  more  rate-watching.  No  more  worries.  No  more  hassles. 


what's  in  your  wallet?" 


'Prime  Rate  as  of  10/1/04.  Applies  only  to  new  and  qualilred  applicants  Rales  subject  to  change  if  the  account  is  not  kept  in  good  standing. 
Additional  restrictions  apply  Terms  subject  to  change  without  notice.  ©  2004  Capital  One  Services,  Inc.  All  rights  reserved. 


Backseat  Driver  Jerry  flint 


Don't  Cry 
For  SUVs 


A KIBITZER  SAID  I  SHOULD  WRITE  ABOUT  THE  DECLINE 
of  the  truck  market.  He  figured  I  would  be  ahead  of 
the  curve  in  saying  that  this  market  has  peaked  from 
oversaturation,  changing  consumer  tastes,  rising  gas 
prices  and  the  recent  appearance  of  some  very  attrac- 
tive sedans  and  wagons. 

Terrific  idea,  but  it's  not  happening.  Light  trucks,  meaning 
pickups,  minivans  and  sport  utilities,  took  56%  of  September's 
sales  against  53%  the  year  before.  For  nine  months  the  trucks 
took  54%  against  52%  the  year  before.  I  don't  want  to  be  that  far 
ahead  of  the  curve. 

The  deals,  such  as  the  0%  interest  in  September  and  the 
$5,000-or-more  rebates  now,  may  be  goosing  the  truck  figures, 
but  sales  still  are  sales.  The  trucks  are  the  heart  of  the  market. 
Fuel  is  pushing  past  $2  a  gallon,  but  it  is  livable.  Sixty-dollar  oil 
may  change  that,  sure,  but  then  again,  oil  might  fall  back.  As  to 
better-looking  cars,  I  can  think  of  a  few — the  Chrysler  300  and 
Ford  Mustang — but  there  is  no  flood  of  beauty  yet. 

Why  are  we  buying  trucks?  Minivans  are  popular  because 
they  are  great  for  carrying  lots  of  kids  and  hockey  sticks.  What's 
wrong  with  that?  They  are  the  most  practical  vehicles  around. 

Some  folks  may  buy  pickups  to  look  rugged  in  the  country 
club  parking  lot.  But  my  wife  has  one  to  haul  mulch  and 
manure,  and  I  think  most  buyers  want  the  hauling  and  towing 
capacity.  Most  have  back  seats  now.  Wasteful?  Not  as  much  as, 
say,  a  12-cylinder  Mercedes  or  BMW. 

We  like  sport  utility  vehicles  because  they  too  carry  lots  of 
people  and  stuff  more  comfortably  than  cars.  Cars  are  harder  to 
get  into.  The  driver's  seat  in  an  SUV  is  higher,  so  it's  easier  to  see. 
And  drivers  feel  safer  up  high  surrounded  by  all  that  steel.  Plus, 
four-wheel  drive  is  good  for  our  fantasy  off-roading  and  great 
in  rain  and  snow. 

Decades  ago,  when  our  cars  were  long,  low  and  wide,  with 
fins  and  curves,  the  nags  complained.  So  now  they  are  com- 
plaining about  cars  that  are  shorter  and  higher  and  practical. 

I'll  concede  the  point  that  SUVs  gobble  fuel.  Lots 
of  Americans  are  on  a  guilt  trip  about  buying  trucks. 
We  pollute  the  air  when  we  buy  all  these  trucks,  we 


think.  We  bring  on  Earth  warming.  We  use  up  all  the  gasoline 
and  enrich  terrorists. 

But  here's  something  to  remember  that  should  salve  your 
guilt:  We're  really  not  buying  trucks.  Most  of  what  we  call 
"trucks"  today  are  not  trucks.  They  are  cars.  Built  of  car  parts, 
not  truck  parts,  and  used  like  cars,  not  trucks.  The  industry  calls 
them  trucks  because  the  government  eases  its  regulations — par- 
ticularly for  fuel  economy — for  anything  called  a  truck.  Of 
6,951,000  sales  of  what  were  called  light  trucks  over  nine 
months,  I  count  only  2,444,000  real  trucks,  meaning  pickups  or 
commercial  vans.  So  trucks  take  19%  of  the  market,  not  54%. 
Let's  get  off  the  guilt  trip. 

Will  we  ever  shift  back  to  ordinary  cars?  The  truck  market 
is  not  static.  It  is  changing,  shifting,  morphing  all  the  time.  In 
SUVs  the  smaller  models  are  growing  more  popular.  Frankly, 
these  are  station  wagons.  When  I  was  in  high  school,  wagons 
accounted  for  as  much  as  17%  of  Detroit's  production.  The 

kids  who  had  to  sit  in  the 
back  grew  up  hating  them,  but 
they  are  so  useful  that  they 
came  back  as  sport  utility 
vehicles. 

The  medium-size  cross- 
overs, which  are  SUVs  built  off  a 
car  chassis  instead  of  a  truck 
frame,  are  popular  too.  They 
aren't  as  good  for  off-roading 
but  make  for  smoother  rides  on 
the  highway.  Only  a  fraction  of 
our  SUVs  are  the  huge  mon- 
sters: Chevy  Suburban,  Ford 
Excursion,  Nissan  Armada  or 
Toyota  Sequoia. 

And  the  foreign  manufac- 
turers are  increasing  their  share  every  year  with  new  models. 
Mercedes  will  add  a  sexy  new  (and  expensive)  SUV  in  another 
year.  Toyota  will  put  hybrid  engines  in  two  of  its  SUVs.  Kia  will 
offer  a  new  small  Sportage  SUV.  Detroit  isn't  alone  here, 
at  all. 

Even  pickups  are  changing:  The  full-size  ones  are  huge 
today  (be  happy  if  you  can  get  16  miles  per  gallon),  but  the 
small  pickups  are  growing.  The  new  Nissan  Frontier  (a 
smaller  pickup)  has  a  265hp  V-6.  That's  an  engine,  and  I 
figure  the  Frontier  can  get  from  zero  to  60  in  a  quick 
8.5  seconds.  So  maybe  some  of  the  market  will  shift  from  the 
big  trucks  to  the  smaller  ones. 

I  can't  say  what  will  happen.  All  I  know  is  that  this  truck 
market  isn't  what  it  seems  to  be.  Most  of  the  trucks  aren't  really 
trucks,  and  the  action  seems  to  be  in  the  smaller  and  crossover 
models  that  aren't  so  gas-hungry.  Maybe  one  day  people  will 
give  up  their  SUVs  for  cars.  But  right  now  people  seem  to  want 
these  vehicles,  which  are,  above  all,  practical.  F 


When  cars  were 
long,  low  and 
wide,  the  nags 
complained. 
Now  they  are 
whining  about 
cars  that  are 
shorter,  higher 
and  practical. 


FOrbCS  I  **erry  ^'int'  a  Torrner  Forbes  Senior  Editor,  has  covered  the  automobile 
——•«»»    |  industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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PAYDAY 


Illegal  immigrants  don't  dare  open  a 
bank  account  in  the  U.S.  To  wire  money 
overseas,  they  pay  a  hefty  fee. 
One  company  has  built  a  billion-dollar 
business  on  their  dilemma. 
By  Seth  Lubove 
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^^^^  ■  HIELDED  BY  BULLETPROOF  GLASS, THE  CROW  DEL"" 
^^^^^^^  check-cashing  outlet  on  Anaheim  Street  it 

^^^^        Wilmington,  a  Hispanic  neighborhood  in  south- 
ern  Los  Angeles,  functions  as  lifeline  and  finan- 
^^^^  cial  center  for  the  thousands  of  illegal  immi- 
^^^^^^P  grants  who  visit  it.  Open  seven  days  a  week,  il 
caters  to  the  unbanked — people  who  are  toe 
poor,  or  too  illegal,  to  have  a  bank  account.  It  offers  them  "fret 
money  orders/'  welfare-benefit  pickups,  prepaid  phone  cardi 
and  the  real  clincher:  money  transfers  to  relatives  overseas 
They  pay  hefty  fees — almost  a  day's  wages  in  some  cases — -for 


western  union 


ransaction  that  costs  $3  to  $6  to  process. 

A  few  blocks  away  a  young  woman  named  Teresa  stands  in 
er  tiny,  dirt-packed  front  yard  and  passes  judgment  on  the 
tore's  fees:  "Way  too  much,"  she  says  in  Spanish,  as  some  of  her 
even  children  scamper  barefoot  among  strewn  toys  and  a  bat- 
ered  van  propped  up  on  jacks.  Teresa,  who  doesn't  want  her  last 
ame  used,  is  poor  and  illegal,  having  slipped  into  Arizona  from 
Vlexico  a  year  ago. 

When  she  first  ar- 
ived,  her  17-year-old 
on  wired  a  $  1 ,000  pay- 
ff,  or  two  months'  pay, 
o  the  "coyote"  who 
rought  her  in.  The  trans- 
er  fees  cut  the  smug- 
ler's  take  to  only  $900, 
nd  he  abandoned  her  in 
nger,  she  says.  When 
per  sister,  Aurora,  sent 
S90  back  to  family  in 
Vlexico  a  few  months 
ago,  it  cost  her  $14;  when 
>he  sent  $50  a  month 
ater,  it  cost  her  $15 — 
his  for  a  woman  who 
doesn't  work  and  depends 
n  her  husband's  spo- 
adic  income. 

Teresa  is  one  face 
ehind  the  booming, 
ultibillion-dollar 
ransfer  business  that  has 

evived  the  fortunes  of  a  153-year-old  corporate  icon:  West- 
rn  Union.  The  company  that  pioneered  coast-to-coast  tele- 
raph  service  in  1861  dominates  the  money-transfer  business 
oday,  racking  up  $3  billion  in  fees  and  investment  income, 
nd  an  operating  profit  (net  before  interest,  taxes  and  non- 
ecurring  charges)  of  $1  billion  last  year — most  of  it  on  the 
acks  of  the  poor. 

In  five  years  it  has  extended  its  vast  tentacles  into  thou- 
ands  of  check-cashing  joints,  pawnshops  and  other  gritty 
utposts  of  the  fringe  economy  to  better  exploit  the  dreary 
nbankability  of  the  underclass.  Western  Union  handled  81 
illion  cash  transfers  last  year,  with  a  face  value  that  appears 
o  be  close  to  $30  billion. 

But  all  that  cash,  handed  over  in  crumpled  wads  by  calloused 
ands,  has  made  Western  Union  a  tempting  target  for  regula- 
ors,  politicians  and  advocates  for  the  indigent.  Western  Union  is 
nder  fire  as  never  before  (which  may  be  one  reason  the  com- 
any  declined  any  interviews  for  this  story).  The  feds  are  inves- 
igating  it  for  locking  in  agents  exclusively  and  forbidding  them 
to  offer  cheaper  rival  services.  The  U.S.  Department  of  the  Trea- 
sury's Financial  Crimes  Enforcement  Network  is  questioning 
hether  the  company  may  be  unwittingly  setting  up  agents  who 
urn  out  to  have  terrorist  ties,  though  no  hard  evidence  has  been 


cited.  Western  Union  has  already  agreed  to  pay  $45  million  in 
vouchers  to  settle  a  class  action  that  accused  it  of  deceptive  prac- 
tices in  currency  exchange.  Congress  is  mulling  proposals  that 
would  increase  federal  oversight  of  the  lightly  regulated  transfer 
business,  requiring  full  disclosure  of  fees. 

Anti- immigration  forces,  meanwhile,  accuse  Western  Union 
of  aiding  and  abetting  a  flood  of  illegal  aliens  to  U.S.  shores. 


Rising  tension:  A  woman  is  arrested  after  pummeling  an  immigration  heckler  in  July  at  a  Western  Union  forum. 


Smiling  all  the  way  to  the  bank:  First  Data  boss  Charlie  Fote. 

Western  Union  and  others  "lure  people  up  here,  put  them  in 
very  precarious  situations  and  are  responsible  for  their  deaths," 
says  Michael  McGarry  of  the  Colorado  Alliance  for  Immigration 
Reform,  a  hard-line  group  that  has  thrown  up  billboards  bear- 
ing a  map  of  the  U.S.  stamped  with  the  word  "FULL." 

Western  Union's  money  transfer  business  seems  shrewdly 
geared  to  the  8.7  million  illegal  immigrants  in  the  U.S.  If  they 
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walk  into  a  regular  bank  to  wire  money  overseas,  the  fees  will 
be  lower,  but  the  senders  are  asked  for  identification  and  per- 
sonal details  they  don't  want  to  provide.  At  a  Western  Union 
shop  such  formalities  are  shelved  and  anonymity  is  prized; 
for  transfers  of  less  than  $1,000,  no  ID  is  required  at  all.  The 
tradeoff  is  far  higher  fees:  Western  Union  charges  $16  in  fees 
and  foreign  currency  exchange  costs  to  send  $300  to  Mexico, 
50%  higher  than  the  rates  of  four  rivals,  a  study  by  UBS 
Securities  finds. 

The  coming  crackdown  could  crimp  the  com- 
pany's hell-bent  expansion.  Western  Union      f  " 
fuels  handsome  growth  at  First  Data  Corp., 
the  Denver  firm  that  acquired  it  in  buying 
First  Financial  Management  Corp.  in  1995 
for  $6.7  billion.  First  Data,  in  the  nine 
months  ended  September  30,  posted  a  41% 


WESTERN  W  „C>{ 
APP«  TO  10 


that  went  to  Mexico  last  year,  a  33%  jump  over  the  prior  yearl 
is  now  the  second-largest  source  of  income  for  that  countryl 
behind  oil. exports.  Remittances  make  up  33%  of  the  gross! 
domestic  product  of  Haiti  and  29%  of  the  GDP  of  Nicaragua. I 
Senator  Paul  Sarbanes,  the  Maryland  Democrat  and  sponsor! 
of  a  crackdown  bill,  says  money  zappers  such  as  Western! 
Union,  which  controls  as  much  as  90%  of  the  business  in  some! 
markets,  siphon  off  up  to  $4  billion  of  the  $30  billion  senl| 
from  the  U.S.  to  Latin  America. 

First  Data  has  tried  to  counter  the  criticism  by  forming  a| 
$10  million  "Empowerment  Fund"  for  immigrants  and  staging! 
immigration  "reform"  panels  around  the  country.  But  the  ses- 
sions have  emboldened  the  company's  critics  and  sparked  I 
melee  or  two.  At  the  panel  in  ^^^^^^^^^^^^^ 
July  in  Denver,  a  woman  was  f^jjf^jfi. 


arrested  after  pummeling  an 


WIRE  TO  WIRE 

A  group  of  businessmen  in 
Rochester,  N.Y.  forms  the 

!  New  York  and  Mississippi 

;  Valley  Printing  Telegraph  Co.; 

i  renames  it  Western  Union 

:  in  1856. 

|  Completes  first  coast-to-coast 
telegraph  line,  handling 

|  communications 
during  the  Civil  War. 


Western  Union  stock  ticker. 

Introduces  the  first  stock 
i  ticker,  providing  brokers 
|  with  New  York  Stock  Exchange 

price  quotes. 


ME 

Creates 


Creates  a  money  transfer 
service,  which  becomes  the 
company's  primary  business. 


Unveils  the  first  consumer 
charge  card. 


jump  in  net  income  from  continuing  operations  to  $1.4  billion 
and  a  19%  increase  in  revenues  to  $7.3  billion.  First  Data  shares 
are  trading  at  $40  or  so,  up  14%  in  1 1  months  and  near  their 
recent  alltime  high  of  $47.  That  makes  the  company  worth 
$34  billion. 

The  Western  Union  deal  was  engineered  by  First  Data  vet- 
eran Charles  Fote,  55,  who  rose  to  chief  executive  two  years 
ago.  He  is  a  driven  man  who  is  said  to  roust  his  lieutenants 
most  mornings  for  conference  calls  that  begin  at  6:30  a.m. 
Under  his  gaze  Western  Union's  reach  has  grown  from  55,000 
to  200,000  storefronts  since  1998;  in  the  U.S.  it  grew  from 
30,000  to  65,000. 

That  expansion  has  helped  spark  a  kind  of  underground 
foreign  aid:  Some  $200  billion  in  cash  transfers  now  course 
around  the  globe  from  one  country  to  another,  exceeding  for- 
eign investment  and  aid  in  many  countries.  The  $14  billion 


Introduces  teletypewriters  to 


link  branches  and  companies. 


1  Introduces  first  intercity  fax 


\  Debuts  Telex,  a  direct-dial 
teleprinter  service. 

Mailgram  messages  offer 
|  next-day  delivery  via  postal 
service. 

|  Launches  nation's  first  domestic 
communications  satellite. 


anti-immigration  heckler,  Terry  Graham.  Graham  filed  a  law- 
suit against  the  woman,  First  Data  and  Western  Union  alleging; 
negligence  and  misconduct. 

The  parent  company  has  even  managed  to  get  into  a  spat 
with  its  own  representative,  outspoken  conservative  Colorado 
Republican  Congressman  Tom  Tancredo.  He  sparked  the  fight 
last  May  by  briefly  suggesting  that  cash  transfers  to  foreign 
recipients  should  be  taxed.  "This  guy  is  off  in  left  field,  and 
we're  tired  of  his  antics,  tired  of  his  games,"  a  First  Data 
spokesman  huffed  in  the  Rocky  Mountain  News  at  the  time. 
Now  Tancredo  accuses  the  company  of  retaliating  against  him 
by  forming  a  new  political  action  committee  to  help  Tancredo's 
Democratic  opponent  defeat  him  in  November. 

"If  they  want  to  use  me  as  a  whipping  boy  for  some  market- 
ing thing,  they  have  a  right  to  do  it,"  says  Tancredo,  but  "there  is 
a  line  they  may  have  crossed." 
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Responding  with  vague  written  answers  to  specific  questions 
about  Western  Union's  tactics,  First  Data  says  it  "does  not  sup- 
port any  illegal  immigration  initiatives."  Whatever  that  means. 
It  adds  that  the  new  company  PAC  will  "ensure  that  our  voice  is 
heard"  and  is  "completely  bipartisan." 

For  now,  at  least,  the  criticism  has  done  little  to  aid  West- 
ern Union's  competitors.  Congress,  regulators  and  diplomats 
have  encouraged  banks  to  get  into  the  game,  but  they  haven't 
made  much  progress;  they  handle  only  3%  of  the  transfers  to 
Mexico,  says  a  study  by  Georgetown  University's  Manuel 
Orozco  for  the  Pew  Hispanic  Center.  Of  the  40  million  money 
transfers  from  the  U.S.  to  Mexico  each  year,  the  four  biggest 
banks  in  the  field — Citibank,  Wells  Fargo,  Harris  Bank 
and  Bank  of  America — 
handled  just  1.2  million. 
Prices,  after  falling  to  half  of 


%4t 

Rapid  Money  Transfer  service 
becomes  available  outside 
North  America. 


Western  Union  Money  Order 
service  added. 

Dinero  en  Minutos  (Money  in 
Minutes)  service  debuts, 
making  funds  sent  to  Mexico 
i  from  U.S.  available  in  minutes. 


Vigo's  chief  executive,  Mario  Trujillo,  blames  Western 
Union's  heavy-handed  tactic  of  tying  up  its  agents.  "There  are 
agents  in  the  U.S.  who  would  love  to  have  our  service  but  can't," 
says  Trujillo.  "Long-term  exclusive  agreements  aren't  healthy  for 
us  or  for  consumers." 

Western  Union  disclosed  in  February  that  the  Department 
of  Justice,  joined  by  "several"  states,  is  looking  into  the  com- 
pany's "contractual  relationships"  with  the  agents.  The  Federal 
Trade  Commission  and  one  unnamed  state  had  previously 
made  similar  inquiries  but  dropped  the  investigation.  The 
company  insists  the  money  transfer  business  has  become  "even 
more  dynamic  and  highly  competitive." 

In  Wilmington  myriad  money  transfer  outlets  compete 
for  a  thriving  immigrant  trade.  At  the  main  intersection  of 
Anaheim  and  Avalon  boulevards  a  MoneyGram  in  an 
ACE  Cash  Express  check-cashing  store  competes  against  a 


Phone  card  service  is  the  first 
branded,  prepaid  disposable 
i  phone  card  in  the  U.S. 

I  First  Financial  Management 
|  Corp.  acquires  Western  Union 
for  $1.2  billion. 
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\  Money  Transfer  service 
|  expands  to  reach  50,000 
|  agent  locations  worldwide,  the 

|  world's  largest  such  network. 

I  i 

By  year-end  more  than  80,000 
Western  Union  agent  locations 
are  open  in  over  140  countries. 
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Jumps  on  board  the  Internet 
with  westernunion.com,  an 
online  money  transfer  service. 
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Celebra 


First  Data  Corp.  acquires  First 
Financial  for  $6.7 
billion.  Western 
Union  becomes  a  c 
First  Data 
subsidiary. 


what  they  were  in  the  1990s,  have  since  leveled  off. 

Not  far  from  Teresa's  dirt-caked  yard  in  Wilmington, 
Lucia  Moreno-Linares  runs  the  Family  Federal  Credit  Union. 
With  just  a  single  outpost  and  $1 1.7  million  in  assets,  it  provides 
financial  workshops  for  its  4,100  members  and  requires  anyone 
cashing  a  check  to  set  aside  a  portion  to  build  up  a  savings 
account.  The  credit  union  had  offered  Western  Union  money 
transfers  and,  ten  years  ago,  switched  to  Vigo,  the  nation's  third- 
largest  service.  Now  Family  Federal  charges  $10  to  wire  up  to 
$1,000,  lower  than  Western  Union's  fees. 

Despite  the  rock-bottom  price,  however,  Family  Federal 
handles  just  60  to  70  transfers  a  month,  for  a  total  of  $500,000  in 
transfers  a  year.  "When  we  ask  for  ID  and  the  name  of  the  person 
the  money  is  being  sent  to,  customers  say  we're  hassling  them 
because  Western  Union  doesn't  ask  for  all  that,"  says  Moreno- 
Linares. 


Celebrates  its 
150th  year  by 
expanding  to 
more  than 
100,000  agent 
outlets  around 
the  world. 


Doubles  the  agent  army  to 
more  than  200,000  sites. 


Western  Union  outpost  in  a  Rite  Aid 
just  across  the  parking  lot.  Down  the  street  a  pristine, 
nearly  empty  branch  of  Mexican  banking  giant  Bancomer, 
devoted  to  money  transfers,  sits  a  few  storefronts  down  from  a 
cluttered  travel  agent  offering  transfers  under  the  Orlandi 
Valuta  brand — a  subsidiary  of  Western  Union's  parent.  A  little 
farther  up  Avalon  Boulevard,  the  Guanajuato  meat  market 
offers  Mexico  Express  from  a  specially  built  glass  enclosure, 
offering  transfers  of  up  to  $1,000  for  $10  (while  a  bootlegger 
sells  DVDs  of  new  movie  releases  just  outside  the  store). 

But  many  of  the  immigrants,  legal  or  not,  are  drawn  to 
Western  Union,  despite  the  fees.  Jose,  a  waiter  at  the  Birria 
Tepechi  Mexican  restaurant  on  Avalon  Boulevard,  says  he  uses 
Western  Union  to  send  $1,000  every  two  months  to  his  parents 
in  Sahuayo,  a  town  in  the  Mexican  state  of  Michoacan.  "It's  a  | 
lot  easier,  and  they're  all  over  the  place,"  he  says.  F 
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Introducing  DHL  Smart  &  GlobalMai 


This  new  single-source  mailing  provider  delivers  more  to  your  office  door  -  more  reliability,  more 
customized  services,  and  more  integrated  mailing  solutions.  We've  combined  the  domestic  and  catalog 
expertise  of  two  well-known  mail  providers,  SmartMail®  and  QuikPak™,  with  the  international  mailing 
capabilities  of  Deutsche  Post  Global  Mail®.  That's  thinking  outside  the  envelope.  For  reduced  mail  costs, 
seamless  domestic  and  international  mail  services  and  more,  visit  DHL  Smart  &  GlobalMail™  online  at 
www.dhlglobalmail.com  or  call  1-866-616-MAIL  (616-6245). 


RELIEF  WASHED  OVER  THE  SMALL  Thousands  of  plaintiffs,  mostly  poor,  ex-  an  unseemly  grab  for  money  by  the 

city  of  Anniston,  Ala.  (pop.  pected  big  payouts.  On  a  sweltering  sum-  lawyers,  residents  and  assorted  hangers- 

24,300)  in  August  2003  when  mer  afternoon  in  the  downtown  Bir-  on.  The  defendant  companies,  including 

the  decision  came  down  in  Fed-  mingham  courthouse,  Monsanto  attorney  Solutia  and  Monsanto,  have  paid  for 

eral  Judge  U.W.  Clemon's  court-  J.  Mark  White  said  of  the  plaintiffs:  "This  cleanup  costs  but  maintain  they've  done 

room:  Chemical  giant  Monsanto,  accused  is  a  great  day  for  them."  nothing  wrong. 

of  dumping  PCBs  in  a  poor  Anniston         How  wrong  that  sentiment  would         Typical  of  mass  tort  actions,  the 

neighborhood,  agreed  to  pay  $600  million  turn  out  to  be.  What  has  unfolded  in  biggest  payouts  went  to  the  plaintiff 

to  settle  two  drawn-out  cases  against  it.  Anniston  instead  is  a  financial  free-for-all,  lawyers,  who  included  a  former  U.S.  sen- 


PHOTOGRAPHS  8Y  KENNY  TRICE  FOR  FORBES 


162     FORBES"  November  15,  2004 


A  chemical  company  is  accused  of  poisoning  a  small  town  with  PCBs. 
What  has  followed:  thousands  of  lawsuits  and  a  bizarre  tale  of  greed, 
I  confusion  and  big  bucks  for  a  select  few  |  By  Susan  Kitchens 
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A  great  day  for 
Anniston,  Ala.?  Settling 
the  suit  were  lawyers 
Donald  Stewart  (left) 
and  Johnnie  Cochran, 
and  Federal  Judge 
U.W.  Clemon. 
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■  Will.   I  1J 


All  for  one:  Plant  worker 
David  Baker  helped  get 
Cochran.  Below,  Mars  Hill 
Baptist  Church  won 
$2.5  million  in  a  suit. 


ator,  Donald  Stewart,  and  O.J.  lawyer 
Johnnie  Cochran.  They  got  39%  of  the 
$600  million,  or  $234  milJion.  Even  that 
wasn't  enough  for  some:  One  plaintiff 
attorney  is  suing  his  former  firm  for  $20 
million  he  says  is  rightfully  his. 

Meanwhile  thousands  of  plaintiffs, 
out  of  a  total  of  2 1 ,600,  await  payment  a 
year  after  the  settlement.  Many  have 
started  to  turn  on  one  another,  eagerly 
pointing  out  that  some  people  who  never 
even  lived  in  Anniston  are  claiming  dam- 
ages in  the  case,  and  that  still  others, 
whose  blood  tests  indicate  virtually  no 
PCBs  in  their  bodies,  are  receiving  checks. 
And  some  disgruntled  plaintiffs  and  their 
family  members  are  accusing  Stewart  of 
working  with  Clemon  to  collect  big  fees 
for  himself,  citing  a  conflict  of  interest: 
Stewart,  who  served  in  the  Senate  from 
1978  to  1980,  backed  Clemon  for  the  fed- 
eral bench. 

From  the  1930s  to  1971  Monsanto 
manufactured  polychlorinated  biphenyls 
in  a  neighborhood  in  western  Anniston 
populated  mostly  by  poor  blacks  living  in 
ramshackle  wooden  houses.  Many  of 
those  who  lived  in  the  area  worked  at  the 


plant,  which  manufactured  the  fire- 
resistant  chlorine  compounds  used  as 
coolants  and  lubricants  in  electrical 
equipment.  During  production  the  com- 
pany deposited  waste  chemicals  into 
landfills  located  on  company  property. 
Six  years  after  Monsanto  stopped  making 
PCBs  in  Anniston,  the  Environmental 
Protection  Agency  banned  PCB  produc- 
tion, citing  the  chemicals  as  "probable 
human  carcinogens,"  though  no  studies 
have  proved  that  PCBs  cause  cancer. 

In  March  1996  Stewart  began  filing  a 
series  of  suits  in  state  court  against  Mon- 
santo. He  held  meetings  for  clients  at 
Anniston  High  School.  At  these,  said  one 


For  40  years 
Monsanto 
made  PCBs  in 
western 
Anniston. 


of  his  clients,  Douglas  Virden,  Stewart 
told  plaintiffs  that  he  could  make  them 
rich  enough  to  get  off  the  contaminated 
land.  Stewart  had  so  many  people  calling 
him  to  add  their  name  to  a  suit  that  he 
had  to  turn  many  away.  Eventually  Stew- 
art ended  up  representing  3,600  plain- 
tiffs in  a  consolidated  state  action  filed 
later  in  1996. 

Stewart  spent  six  years  preparing  evi- 
dence to  prove  Monsanto's  guilt.  He  col- 
lected soil  samples  and  blood  tests.  He 
also  got  fatty-tissue  samples,  believed  to 
be  the  best  indicator  of  PCB  levels  in  the 
bod/.  For  those  he  sent  some  clients — 
male  and  female — to  the  office  of  Dr. 
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Ronald  Stewart,  a  gynecologist  who  hap- 
pens to  be  Stewart's  identical  twin 
brother.  Stewart  the  lawyer  says  Stewart 
the  doctor  charged  a  fair  price  for  the 
tests.  The  attorney  and  another  firm 
eventually  racked  up  .$15  million  in 
expenses  in  the  case. 

As  Stewart  prepared  for  trial,  which 
didn't  go  before  a  jury  until  2002,  many 
residents  weren't  happy  about  being  shut 
out  of  his  suit.  David  Baker,  a  former 
plant  employee  and  a  Stewart  client,  set 
out  to  find  more  attorneys  and  as  many 
people  as  he  could  to  sue  the  chemical 
company.  He  formed  the  Community 
Against  Pollution  group  and  signed  up  a 
Birmingham  law  firm,  which  filed  suit  in 
May  2001.  "If  any  of  us  was  going  to  get 
any  money,"  says  Baker,  "then  I  believed 
that  we  all  should  get  some." 

Eager  to  get  even  more  representa- 
tion, Baker  called  Johnnie  Cochran  in 
California.  In  August  2001  Cochran  flew 
to  Birmingham.  Baker,  who  had  a  part- 
time  job  at  Anniston 
Funeral  Home,  picked 
Cochran  up  and  drove 
him  to  Anniston  in  the 
funeral  home  limo. 
When    they  arrived, 


Part  of  the  area 
near  the  plant 
has  been 
cleaned  up, 
other  areas 
abandoned. 


tial  plaintiffs  and  gave  them  to  the  attor- 
neys (Baker  says  he  received  no  compen- 
sation for  his  efforts).  Baker  said  that 
16,000  people — equivalent  to  three- 
fourths  of  Anniston's  population — came 
through  his  two-room  office  to  sign  up. 
At  least  two  dozen  people  who  filled  out 
paperwork  were  not  even  from  Anniston. 
"Never  lived  here  a  day  in  their  lives,"  says 
Baker,  who  subsequently  became  critical 
of  some  of  those  who  signed  up  as  plain- 
tiffs. Others  who  had  accepted  settle- 


and  legal  liabilities  on  the  newly  formed 
company.  In  March  2000  Monsanto 
merged  with  pharmaceutical  giant  Phar- 
macia, which,  in  turn,  was  gobbled  up  by 
Pfizer  for  $56  billion  in  2003.  The  com- 
pany that's  today  called  Monsanto — 
the  $5  billion  agricultural-chemicals 
maker — was  spun  off  from  Pharmacia  in 
2002  and  is  different  from  the  Monsanto 
named  in  the  lawsuits. 

In  January  2002  the  first  of  Stewart's 
clients  went  to  trial  in  state  court,  and 


"When  Johnnie  came  to  town,  we 
thought  we  were  saved." 


5,000  people  were  waiting  to  see  the 
lawyer  who  got  O.J.  off.  Cochran  later  told 
local  media  that  he  practiced  law  "to 
comfort  the  afflicted  and  to  afflict  the 
comfortable."  No  matter  what  anybody 
else  said,  says  Cynthia  Hines,  a  retired 
teacher,  "When  Johnnie  came  to  town,  we 
thought  we  were  saved." 

Attorneys  from  Birmingham  and 
Montgomery  were  brought  in  to  work  on 
the  case.  Baker  and  his  wife,  Shirley,  had 
prepared  forms  and  surveys  with  poten- 


ments  in  earlier  cases 
attempted  to  try  and 
sign  up  again,  he  said. 

Within  three 
months  of  Cochran's 
visit  18,000  plaintiffs 
had  signed  up  to  sue  the  chemical  com- 
pany, initially  agreeing  to  pay  Cochran 
and  his  fellow  lawyers  a  45%  cut  of  what- 
ever they  won.  Cochran  joined  the  case, 
Tolbert  et  al.  v.  Monsanto  et  al.,  which 
was  originally  filed  in  May  2001  in 
Clemon's  federal  court. 

But  what  corporation  should  be  the 
defendant?  In  1997,  one  year  after  Stew- 
art filed  his  big  state  case,  Monsanto  spun 
off  its  chemical  division,  named  it  Solu- 
tia,  and  dumped  the  worst  of  its  financial 


they  were  winning  big.  By  February  the 
jury  had  found  Monsanto/Solutia  guilty 
of  contaminating  the  ground,  water  and 
air  in  Anniston;  for  knowing  that  it  was 
doing  so;  and  for  keeping  too  quiet  about 
it.  Between  March  2002  and  August  2003 
jury  awards  hit  $104  million,  and  that 
covered  only  473  of  Stewart's  3,600 
clients.  Five  mediation  attempts  were 
made,  but  no  settlement  was  reached. 

After  Solutia  threatened  to  file  for 
bankruptcy,  in  August  2003,  Stewart  and 
the  other  plaintiff  lawyers  agreed  to  try  to 
settle  the  case.  A  mediator,  Eric  D.  Green 
of  Boston  University's  law  school,  who 
had  worked  to  settle  the  government's 
case  against  Microsoft,  was  hired.  Clemon 
says  he  called  Judge  Joel  Laird,  in  state 
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court,  urging  him  to  come  to  the  bargain- 
ing table. 

The  two  sides  eventually  agreed  to  a 
settlement  of  both  state  and  federal  cases: 
$300  million  would  go  to  Stewart's  3,600 
state  clients  and  $300  million  would  go  to 
the  18,000  federal  plaintiffs  represented  by 
Cochran  and  others.  The  average  payout 
for  Stewart's  clients  is  $49,000.  The  average 
for  Cochran's  clients  is  under  $9,000. 

The  disparity  in  the  awards  (per  plain- 
tiff) bothers  some.  "I'd  like  for  someone  to 
explain  to  me  how  this  makes  sense,"  says 
Rose  Munford,  one  of  the  claimants  in  the 


case  brought  by  Stewart  that  was  presided 
over  by  Laird.  Both  judges  said  they 
believe  the  settlement  was  fair,  anyway, 
saying  that  Siewart's  clients  had  already 
started  receiving  jury  verdicts  and  were 
entitled  to  more  compensation.  And  they 
said  Stewart's  state-court  clients  had,  in 
general,  lived  closer  to  the  chemical  plant 
than  the  plaintiffs  in  the  federal  case. 

But  oddities  abound.  Cynthia  Tucker, 
46,  and  her  older  sister,  Julia  Oliver,  grew 
up  in  the  same  house,  located  2  miles 
away  from  the  Monsanto  plant.  But  Julia 
was  a  Stewart  client,  and  she  was,  Cynthia 


known  federal  claimant  a  check  for  $500 
as  a  down  payment.  Whether  all  of  these 
people  should  get  any  money  is  unclear. 
A  sampling  of  4,509  adult  claimants  indi- 
cated that  24%  had  zero  PCBs  in  their 
blood,  and  some  have  never  lived  in 
Anniston. 

Gentle  has  devised  a  payment  matrix, 
allocating  money  based  on  property 
damage  and  blood  test  results  indicating 
PCB  levels.  He  estimates  that  the  largest 
single  chunk  of  federal  claimants,  25%, 
will  get  between  $5,001  and  $10,000  for 
personal  injury,  while  only  0.1%  of 


"I'd  like  for  someone  to  explain  to  me  how  this  makes  sense." 


Disgruntled:  Cynthia  Tucker,  Kathy  Jackson,  Cynthia  Hines,  Faye  Hanner,  Rose  Munford. 


federal  case.  She  and  a  group  of  mostly 
federal  plaintiffs  claim  Clemon  helped 
engineer  the  higher  award  to  Stewart 
because  of  their  long  relationship  (though 
she  offers  no  hard  evidence).  After  Stewart 
proposed  Clemon  for  the  federal  judicial 
seat,  to  which  he  was  confirmed  in  1980, 
Stewart  and  Clemon  were  business  part- 
ners in  an  Anniston  real  estate  venture, 
Stewart  Cornelius  Properties,  that  filed  for 
bankruptcy  in  1990. 

Stewart  denies  that  he  got  any  special 
treatment  and  says  he  never  negotiated 
directly  with  the  federal  plaintiffs. 
Clemon  also  denies  any  conflict,  saying  he 
had  long  ago  publicly  listed  Stewart  as 
one  lawyer  whose  cases  he  would  not 
hear.  In  this  matter,  Clemon  says,  he  over- 
saw only  the  federal  case,  not  the  state 


says,  "paid  handsomely."  Cynthia,  on  the 
other  hand,  is  a  federal  plaintiff  and  is  still 
waiting  for  money. 

The  federal  attorneys  got  much  of 
their  money  within  weeks.  Four  firms  in 
the  federal  case  split  $120  million,  with 
Cochran's  firm  taking  $40  million.  Stew- 
art and  another  plaintiff  firm  got  $114 
million  (of  which  $10  million  will  be  paid 
out  over  the  next  ten  years).  Other 
lawyers  are  duking  it  out.  In  October  2003 
federal  plaintiff  attorney  Frank  Davis 
sued  his  former  firm,  Burr  &  Forman,  in 
a  $20  million  fee  dispute.  The  parties  are 
in  settlement  talks. 

Many  plaintiffs  in  the  federal  case  are 
still  waiting  for  all  of  their  cash.  A 
Clemon-appointed  claims  administrator, 
Edgar  C.  Gentle,  in  December  sent  each 


claimants  will  receive,  as  personal  injury 
payments,  the  highest  compensation, 
which  is  between  $100,000  and  $150,000. 
Meanwhile  the  federal  settlement  money 
pile  is  being  chipped  away.  Gentle  paid  88 
people  a  total  of  $1.15  million  to  serve  on 
a  claimant  advisory  panel,  among  other 
things.  Another  $4  million  will  pay  for 
blood  tests,  nurses'  fees  and  rent. 

As  for  the  state  case,  Laird  gave  Stew- 
art sole  discretion  in  allocating  cash, 
except  for  payouts  to  children  and  some 
estates.  Rather  than  devising  a  payment 
matrix  on  his  own,  Stewart  says  he  relied 
on  a  statistical  analysis  company  in  New 
York  to  decide  on  levels  of  compensation, 
based  on  earlier  jury  awards.  He  insists 
that  he  is  happy  with  the  settlement  and 
most  of  his  clients  are,  too.  But  some 
claimants,  such  as  Reverend  Thomas 
Long,  say  they  aren't  sure  how  Stewart 
came  up  with  the  compensation  amounts 
that  he  did.  "There  is  no  accountability 
here,"  he  says. 

One  part  of  the  settlement  called  for 
construction  of  a  health  clinic  that  Solutia 
would  build  and  pay  to  operate,  at  a  cost 
of  $25  million  over  ten  years.  Many 
Anniston  residents  are  now  saying  they'd 
rather  have  the  cash  than  a  clinic. 

That  upsets  some  people,  like  Faye 
Hanner,  whose  mother  is  a  plaintiff.  "This 
is  about  our  health  and  the  health  of  the 
people  living  in  this  community,  and  this 
is  about  people,"  she  says.  "This  was 
never  about  the  money." 

Right.  F 
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IDC  OPINION 

The  adoption  of  mobility  is  increasingly  becoming  a  priority  within  enterprises  seeking  to  improve  efficiencies, 
increase  production,  and  enhance  business  data  workflow  processes.  Increased  mobility  within  the  enterprise, 
technology  advancement  across  the  four  pillars  of  mobility  —  software,  professional  services,  device 
manufacturers,  and  mobile  operators  —  and  the  growing  need  to  solve  business  problems  are  key  drivers  for 
mobility. 

Organizations  seeking  mobility  deployments  must  assess  their  readiness  and  contemplate  the  entire  scope  of 
mobile  projects  by: 

•  Understanding  that  back-end  integration,  application  development,  and  information  management  are  all  critical 
elements  within  the  enterprise  when  architecting  or  deploying  a  mobile  solution 

•  Seeking  a  mobile  solution  that  solves  a  problem  today  and  at  the  same  time  addresses  future  business  needs 
across  the  entire  organization 

•  Using  a  future-proofed  mobile  solution  that  includes  scalable,  open,  and  adaptable  technology 
I.  Enterprise  Mobility:  State  of  the  Market 

The  Adoption  of  Enterprise  Mobility 

In  the  past  five  years  the  IT  industry  has  witnessed  a  tremendous  explosion  in  technology  in  mobile  environments 
on  a  worldwide  basis:  buildout  of  wireless  infrastructure,  growth  in  the  number  of  wireless  subscribers  and 
enhanced  data  services,  soaring  mobile  device  adoption,  and  growth  in  mobile  infrastructure  software  and 
consulting  and  integration  services.  Although  much  of  this  technology  has  led  to  enhanced  consumer  adoption 
of  mobile  services,  we  are  now  seeing  mobile-enablement  projects  begin  to  take  on  prominent  roles  within  the 
enterprise. 

IDC  projects  that  in  the  United  States  alone  the  number  of  mobile  workers  will  reach  104.5  million  in  2006, 
representing  almost  two-thirds  of  the  total  workforce  population.  That  population  includes  mobile  professionals 
and  mobile  field  workers  and  represents  an  important  driver  of  mobile  application  adoption.  Likewise,  the  mobile 
worker  population  in  Western  Europe  is  expected  to  reach  94.8  million  in  2006,  representing  about  55%  of  the 
total  workforce  population. 

Mobility:  Solving  the  Business  Problem 

Key  applications  that  are  driving  the  adoption  of  mobility  include  vertically  oriented  applications  (e.g.,  healthcare 
patient  record  systems  and  process  manufacturing  applications)  and  horizontally  oriented  applications  (e.g., 
email/personal  information  management  [PIM],  customer  relationship  management  [CRM],  or  sales  force 
automation  [SFA]).  Both  application  categories  provide  benefits  such  as  productivity  increases,  cost  savings, 
staff  optimization,  data  error  reduction,  and  overall  data  process  efficiencies.  Although  companies  might  not 
fully  realize  these  benefits  until  the  application  is  in  production  for  a  year  or  more,  IDC  believes  that  many 
organizations  are  gaining  approval  for  project  plans  via  return  on  investment  (ROI)  analysis  that  evaluates  basic 
costs  and  expected  outcomes  of  these  deployments.  In  fact,  there  is  a  growing  customer  expectation  to  realize 
returns  in  much  less  than  a  year  —  and  many  companies  are  succeeding  in  reaching  this  goal. 


Mobile  Solution  Considerations 


(1)  Identifying  the  Need,  Addressing  the  Problem,  and  Catering  to  Users 

Among  organizations  considering  enterprise  mobility  deployments,  most  project  collaborators  will  agree  thj 
mobility  is  an  important  step  and  something  that  their  organizations  deem  significant.  Although  this  consensu 
is  important,  companies  must  analyze  critical  application  requirements  related  to  their  mobile  deployment  neeq 
prior  to  taking  any  implementation  steps. 

(2)  Mobile  Deployments  and  User  Needs 

Too  many  deployments  ignore  users  and  thus  do  not  leverage  the  investment  of  existing  back-end  systems  d 
provide  any  value  to  end  users.  End  users  who  do  not  utilize  a  particular  application  do  not  gain  the  application 
inherent  productivity  advantages,  nor  do  they  leverage  the  investment  of  the  existing  back-end  systems  or  th 
mobile  solution  deployed  to  maximize  such  applications.  Receiving  buy-in  from  mobile  workers  becomes  a 
important  factor  in  such  deployments  and  increases  the  likelihood  for  success  of  such  projects.  Involving  mobi 
workers  in  the  initial  mobile  solution  design  provides  a  stronger  opportunity  for  success. 

(3)  Diversity  of  Connection  Methods 

Connection  methods  for  mobile  workers  vary  dramatically  and  cut  across  a  number  of  factors  such  as  netwoi 
availability  due  to  geography  or  quality  of  service,  device  type,  application  type,  mobile  worker  type,  and  co: 
requirements  or  policies  of  the  organization.  Although  network  speed  should  not  be  a  hindrance  to  deployin 
mobile  solutions,  understanding  the  limitations  of  wireless  networks  is  important  to  building  out  mobile  solutior 
and  recognizing  the  network's  impact  on  application  performance. 

•  Always  Connected  Mobile  Applications.  Always  connected  mobile  applications  or  applications  running  via  rea 
time  wireless  connections  provide  a  level  of  value  to  specific  types  of  mobile  workers  that  requires  real-tim 
access. 

•  Occasionally  Connected  Mobile  Applications.  Where  offline  access  is  complemented  by  occasional  over-the 
air  access  that  pushes  or  pulls  data  as  required  to  support  a  job  function. 


II.  Key  Mobility  Software  Elements 

(1)  Information  Management 

Mobile  workers  should  expect  the  same  level  of  integrated  access  to  enterprise  information  as  those  working  c 
wired  workstations.  This  is  best  achieved  by  a  configuration  of  software  that  includes  three  fundamental  elements: 

•  Local  data  and  application  management  on  the  mobile  device  that  provides  full  access  to  enterprise  informatic 
that  is  comparable  to  continuously  connected  applications  regardless  of  the  connection  status  of  the  device 

•  Synchronization  software  capable  of  transparently  updating  the  mobile  device  with  refreshed  data  ar 
applications,  as  needed,  from  a  server-side  system  and  of  sending  data  updates  to  the  server-side  system 

•  Server-side  mobile  device  coordination  software  that  interacts  with  enterprise  data  sources,  including  database 
and  applications,  maintaining  a  reference  set  of  data  that  is  distributed  to  the  mobile  devices  and  that  collec 
updates  from  the  mobile  devices  and  applies  them  back  to  the  enterprise  data  sources 

(2)  Application  Development 

Mobile  application  development,  either  for  new  applications  or  to  extend  existing  applications,  is  often  moi 
complicated  than  Web-based  or  server-based  application  development.  Mobile  applications  need  to  me< 
specialized  requirements,  including: 

•  Server-side  application  logic  especially  designed  to  support  a  diverse  range  of  devices  while  fully  utilizing  i 
of  the  device's  unique  features 

•  Information  and  content  formatted  for  the  devices  that  is  consistent  with  each  device's  unique  displs 
characteristics  and  configuration 

•  Server-side  application  support  for  specialized  communication  and  data  protocols  supported  by  mobi 
networks  and  devices 


(3)  Integration  and  Mobile  Middleware 
Integration 

Another  key  element  for  enabling  mobile  applications  is  integration  of  mobile  applications  with  key  back-end 
enterprise  applications  and  systems.  This  integration  is  achieved  with  technologies  such  as  application  servers, 
integration  servers,  and  other  data  and  messaging  middleware.  By  creating  an  integration  and  deployment 
platform  for  critical  enterprise  applications,  organizations  set  the  stage  for  leveraging  enterprise  assets  for  new 
or  existing  mobile  applications. 

Mobile  Middleware 

Mobile  middleware  provides  the  core  platform  for  extending  existing  applications  into  the  mobile  environment. 
This  platform  provides  the  underlying  client/server-based  architecture  that  enables  APIs  and  other  integration 
tools  to  tie  to  existing  back-end  systems;  integrates  with  the  mobile  database;  and  helps  facilitate  the  execution 
of  mobile  tasks  via  mobile  applications.  Mobile  middleware  is  critical  in  unleashing  data  systems  and  key 
investments  made  in  those  systems  to  the  enterprise. 

(4)  Mobile  Applications 

Mobile  applications  express  the  business  application  logic  that  mobile  workers  will  leverage  to  complete  their 
tasks.  The  information  and  application  requirements  of  mobile  workers  require  that  these  applications  access 
and  interact  with  multiple  back-end  applications  and  data  sources.  These  complex  interactions  between  back- 
end  systems  and  mobile  applications  must  be  enabled  by  mobile  middleware,  mobile  databases,  and  other 
enterprise  integration  technology. 

(5)  Mobile  Management  and  Security 

Increasingly,  management  and  security  are  moving  to  the  forefront  of  IT  organizations  concerns  during  the 
rollout  of  mobile  solutions.  Enterprise  customers  initially  focused  on  delivering  their  first  mobile  applications 
are  beginning  to  prioritize  the  administration  and  security  of  devices,  applications,  and  networks.  The  most 
important  aspects  of  administration  and  security  include  mobile  device  management  (MDM),  wireless  LAN 
management,  and  mobile  security. 

Future-Proofing  Mobile  Solutions 

Beyond  the  core  building  blocks  required  to  deploy  a  mobile  solution,  companies  must  consider  the  following 
broader  issues  relating  to  their  projects  so  that  they  can  prepare  the  application  and  the  mobile  infrastructure 
for  future  growth  and  development: 

•  Scalability. 

•  Openness. 
•Application  flexibility. 
•Adaptability  and  portability. 

III.  Overview  of  Sybase  Enterprise  and  Mobile  Solutions 

IDC  believes  Sybase  provides  all  the  required  core  building  blocks  for  enterprise  mobility  applications,  including 
a  portfolio  of  mobile  applications  as  well  as  the  required  enterprise  integration  and  application  development 
elements.  Figure  3  maps  Sybase's  key  products  to  an  enterprise  architecture  diagram. 
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Key  Steps  to  Unwiring  Your  Enterprise 

IDC  believes  that  enterprises  must  fully  assess  and  understand  the  complete  requirements  for  enterprisi 
mobility  solutions  and  suggests  the  following: 

•  Plan  and  educate. 

•  Evaluate  the  mobile  solution  vendor. 

•  Consider  the  additional  components  of  a  mobile  deployment  that  are  becoming  increasing  priorities. 

•  Demand  an  ROI  analysis  of  the  mobile  deployment. 
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Demonizing  for  Dollars 

The  latest  bonanza  for  tort  lawyers:  going  after  Big  Oil  for  MTBE, 
the  gasoline  additive.  Never  mind  there's  no  proof  the  stuff  is  harmful. 
There's  too  much  money  to  be  made  |  By  Nathan  Vardi 


TO  TEXAS  LITIGATOR  SCOTT 
Summy,  methyl  tertiary  butyl 
ether,  the  gasoline  additive  that 
reduces  air  pollution,  is  the 
devil — and  his  savior.  He  claims 
to  have  proof  that  Big  Oil  knew  that 
MTBE-laced  gasoline  would  leak  out  of  fill- 
ing station  tanks  into  the  ground  and  con- 
taminate water  supplies  across  America — 
and  is  therefore  culpable  in  a  big  public 
hazard.  "We  are  talking  about  the  public's 
drinking  water,  and  these  guys  have  inten- 
tionally contaminated  it  to  the  largest  scale 
ever  in  this  country,"  says  Summy. 
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Demonizing  can  be  a  very  profitable 
business  for  a  lawyer.  Summy's  Dallas 
firm,  Baron  &  Budd,  was  built  by  Freder- 
ick Baron,  57,  who  made  a  fortune  suing 
asbestos  makers.  Now  the  firm  is  using 
similar  legal  tactics,  led  by  Summy,  to 
secure  lucrative  fees  from  MTBE  litigation: 
stretching  product  liability  theories;  lobby- 
ing Washington;  elbowing  aside  rival  trial 
lawyers;  fighting,  if  need  be,  with  a  client; 
and  relying  on  shaky  scientific  evidence. 

Summy  represents  90%  or  so  of  the 
140  municipalities,  public  utilities  and 
water  companies  that  have  filed  suit.  Their 
targets  are  makers  of  MTBE,  like  Lyondell 
Chemical,  and  the  petro  titans  Exxon- 
Mobil, ChevronTexaco  and  BP,  which 
refine  MTBE-laced  gasoline.  He  has  already 
won  more  than  $400  million  in  settle- 
ments and  predicts  "the  liability  of  the  oil 
companies  is  in  the  billions" — up  to  $29 
billion,  he  says  citing  experts,  to  clean  up 
the  mess. 

Oil  companies  started  using  MTBE  in 
the  1980s  to  replace  lead  as  an  antiknock 
additive  in  gasoline.  They  were,  after  all, 
under  orders  from  the  Environmental 
Protection  Agency  to  get  rid  of  lead.  MTBE 
has  another  useful  property:  It  contains 
oxygen  and  thus  causes  fuel  to  be  more 
completely  burned  in  the  engine,  reducing 
ozone  pollution.  MTBE  didn't  really  take 
off  until  the  1990  Clean  Air  Act  mandated 
the  use  of  oxygenated  fuel  additives.  While 
the  law  did  not  name  MTBE,  the  chemical 
was  a  more  economical  means  of  oxy- 
genating gasoline  than  the  obvious  alter- 
native, ethanol.  The  problem:  Under- 
ground storage  tanks  at  service  stations 
often  leak,  and  when  they  do,  the  MTBE 
gets  slurped  right  through  the  soil  into 
groundwater  because  it  is,  unlike  the  main 
components  of  gasoline,  somewhat  solu- 
ble in  water. 

It  doesn't  take  much 
MTBE  to  impart  a  foul  odor 
to  drinking  water,  but  still 
there  is  scant  evidence  that 
tiny  amounts  of  MTBE  pose 
a  health  risk.  The  Depart- 
ment of  Health  &  Human 
Services  could  not  find  suf- 
ficient evidence  by  2002  to 
list  it  as  a  carcinogen  (the 
World  Health  Organization 


A  plaintiff  pro 
on  fhe  sidelines: 
Frederick  Baron. 


reached  a  similar  conclusion).  MTBE  is  not 
listed  as  a  carcinogen  by  the  EPA,  which 
says  it  is  a  potential  human  carcinogen  at 
unspecified  high  doses.  There  is  some  evi- 
dence that  MTBE  causes  cancer  in  rats. 
This  would  not,  in  other  words,  be  the 
stuff  of  toxic  tort  litigation  in  any  legal  sys- 
tem but  the  American  one. 

MTBE  has  seeped  into  water  supplies 
at  low  levels,  but  only  approximately  1% 
of  contaminations  are  at  concentrations 
above  20  parts  per  billion,  says  a  1999 
Blue  Ribbon  Panel  report  commissioned 
by  the  EPA.  Concentrations  under  40 
parts  per  billion  are  not  enough  to  hurt 
people  or  make  water  smell  or  taste  bad, 
says  a  1997  EPA  advisory.  Nevertheless, 
at  least  1 9  states  (see  map,  p.  1 76)  have 
moved  to  ban  or  limit  the  use  of  MTBE  in 
gasoline.  California  won't  allow  public 
water  utilities  to  use  water  containing 
MTBE  with  concentrations  higher  than  5 
parts  per  billion,  a  standard  cheered  on 


There  is  scant  evidence  that 

tiny  amounts  of  MTBE  pose 
a  health  risk.  It  is  not  listed 
as  a  carcinogen 
by  the  WHO  or  the  EPA. 


by  greenies  and  ethanol  makers. 

But  even  a  whiff  of  turpentine  is  like 
fox  blood  under  the  nose  of  a  hound. 
Lawyers  for  the  oil  industry  say  the  vast 
majority  of  the  plaintiffs  have  given  them 
data  that  show  very  low  levels  of  MTBE 
contamination  in  the  small  parts  per  bil- 
lion category. 

How  did  this  trivial  toxicity  turn  lucra- 
tive for  the  trial  lawyers?  Summy,  40,  filed 
the  nation's  first  MTBE  lawsuit  in  1995.  It! 
was  on  behalf  of  residents  of  a  Wrights- 
boro,  N.C.  trailer  park  who  claimed  a 
nearby  gas  station  owned  by  Conoco  had 
leaked  gasoline  containing  MTBE  that  con- 
taminated their  water  supply.  Two  years 
later  a  jury  found  Conoco  liable,  and| 
before  all  the  damages  could  be  awarded, 
Conoco  settled  for  a  reported  $36  million. 

Summy  started  representing  cities  and 
public  water  authorities  and  went  after 
companies  that  produced  MTBE.  To  do  so 
Summy  had  to  designate  the  additive  a 
defective  product.  This,  in  effect,  stretched 
product  liability  laws  by  claiming  that  oil 
companies  that  refined,  marketed  and  sold 
MTBE-laced  gasoline  knew  it  would  leak 
and  contaminate  water  supplies.  He  col- 
lected evidence,  like  a  1981  Atlantic  Rich- 
field memo  stating  that  "20%  of  all  under- 
ground storage  tanks  leak,  leading  to  the 
possibility  of  groundwater  contamina- 
tion." Or  the  1984  internal  Exxon  memo 
asserting  that  the  number  of  well  contam- 
ination incidents  would  jump  three  times 
after  the  widespread  introduction  of  MTBE 
as  a  fuel  additive. 

One  other  hurdle.  To  prove  that  MTBE 
concentrations  below  the  EPA's  threshold 
still  made  water  taste  terrible,  Summy 
unearthed  documents  like  a  1983  Shell 
letter  detailing  that  water  was  no  longer 
drinkable  where  MTBE'S  concentration 
was  7  to  1 5  parts  per  billion.  A  safety  bul- 
letin published  by  Lyondell 
last  year  warned  customers 
that  "small  amounts  (by 
some  accounts  in  the  below 
1  part  per  billion  range)  of 
MTBE  or  gasoline  blended 
with  MTBE  may  impart  an 
unpleasant  and  distasteful 
odor  and  taste  to  ground- 
water which  can  render 
such  groundwater  unsuit- 


174     FORBES-  November  15,  2004 


It's  about  quality,  not  quantity.    •    Visit  croumroyal.com 

CROWN  ROYAL* IMPORTED  IN  THE  BOTTLE'BLENDED  CANADIAN  WHISKY-40%  ALCOHOL  BY  VOLUME  (80  PROOF).©2004  THE  CROWN  ROYAL  COMPANY,  STAMFORD,  CT 


i  vaiv  mi  la 


able  for  consumption." 

Oil  companies  thought  they  had  sci- 
ence— and  the  law — on  their  side.  EPA 
documents,  like  those  drawn  up  by  its 
Offices  of  Toxic  Substances,  showed  the 
agency  had  explored  the  potential  of 
MTBE  leaking  into  groundwater;  it 
okayed  the  1990  law  anyway.  Nobody 
was  dying  or  getting  sick.  The  oil  com- 
panies and  Lyondell,  the  largest  MTBE 
maker  in  the  U.S.,  believed  that  in  cases 
where  large  concentrations  of  MTBE 
were  found,  the  water  authorities  should 
go  after  those  who  leaked  it.  "Gasoline 
containing  MTBE  is  not  a  defective  prod- 
uct," argues  Andrew  Langan,  a  lawyer 
working  for  BP.  "It  did  what  it  was  sup- 
posed to  do — burn  fuel  cleaner." 

Still,  in  2000  Summy,  who  then 
worked  for  Cooper  &  Scully,  used  the 
defective-product  argument  to  sue  18 
companies,  including  Shell,  Chevron, 
Exxon  and  Lyondell,  on  behalf  of  the  City 
of  Santa  Monica.  The  city  claimed  its 
Charnock  well  field  had  been  contami- 
nated and  that  the  companies  knowingly 
sold  gasoline  containing  MTBE  that  would 
"pollute  public  water  supplies  and  render 
the  city's  drinking  water  unusable  and 
unsafe,  and  threaten  public  health." 

Santa  Monica  did  have  contamination. 
MTBE  infiltrated  the  Charnock  well  field, 
which  supplied  nearly  half  the  drinking 
water  for  300,000  people,  in  high  concen- 
trations. In  1996  the  city  had  to  shut  it 
down  after  recording  MTBE  contamina- 
tion readings  of  610  parts  per  billion. 
Shell,  Exxon  and  Chevron,  which  owned 
nearby  service  stations  and  pipelines, 
agreed  to  pay  for  fresh  water.  The  city  dug 
in,  hiring  lawyers  from  three  firms  and 
making  Baron  the  lead  attorney. 

Their  strategy  was  to  divide  and  con- 
quer, persuading  Chevron  and  Exxon  to 
settle  first.  That  put  tremendous  pressure 
on  an  isolated  Shell,  which  owned  the  sta- 
tion that  leaked  the  most.  Total  value  of 
the  combined  settlement  was  $340  million 
or  so:  $121  million  in  cash,  the  rest  slated 
for  a  water  treatment  plant  to  remove 
MTBE  from  the  water  supply. 

But  the  city-attorney  alliance  quickly 
blew  up  over  money.  Concerned  the 
lawyers  were  improperly  interpreting  their 
agreement  and  claiming  more  than  $66 


Seeping  Out  of  the  States 


Nineteen  states  now  restrict  or  ban  MTBE  use  in  gasoline.  They  still  have  to  meet  EPA 
requirements,  which  is  causing  disruption  and  higher  costs— passed  along  to  consumers. 
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million  in  fees,  Santa  Monica  sued  Baron  & 
Budd,  as  well  as  Fred  Baron  and  Summy.  As 
a  result  most  of  the  $121  million  portion  of 
the  deal  has  been  frozen.  Baron  calls  the 
suit  "silly"  and  "stupid,"  saying  the  con- 
tract clearly  called  for  the  lawyers  to  get  at 
least  25%  of  the  first  $250  million  in  win- 
nings and  5%  of  the  remainder  if  the  litiga- 
tion lasted  longer  than  18  months. 

By  that  time  the  two  lawyers  were 
more  than  colleagues.  During  the  litigation 
Baron  poached  Summy  and  several  of  his 
associates  to  Baron  &  Budd.  That  enraged 


Cooper  &  Scully,  which  has  sued  Summy 
and  Baron  for  $14  million,  alleging  the 
duo  wrongfully  caused  clients  to  leave. 
Baron  says  neither  he  nor  Summy  did  such 
a  thing;  Summy  turned  around  and  sued 
his  former  firm  for  money  he  says  it  owed 
him.  (Both  suits  are  pending.) 

The  only  MTBE  trial  against  oil  refiners 
to  reach  a  jury  did  not  involve  Summy  & 
Co.,  but  gave  him  a  boost.  Two  years  ago 
in  San  Francisco,  Shell,  Texaco,  Lyondell 
and  Phillips  Petroleum's  Tosco  unit  were 
found  liable  of  producing  a  defective 
product  that  contaminated  the  water  sup- 
ply of  the  South  Tahoe  Public  Utility  Dis- 
trict; most  concentrations  were  20  parts 
per  billion  or  less.  Shell  and  Lyondell  were 
found  to  have  "acted  with  malice."  The 
companies  quickly  settled  for  $69  million 
before  the  jury  could  award  damages;  $23 
million  went  to  the  lawyers. 

Feeling  besieged,  the  oil  companies 
turned  to  Washington  for  help.  They 
managed  to  squeeze  a  provision  in  the 
proposed  energy  bill  that  passed  the 
House  last  year,  giving  MTBE  makers  and 
refiners  liability  protection  from  defec- 
tive-product suits.  The  law  would  not 
have  shielded  those  who  leaked  gasoline 
containing  MTBE.  But  Baron  worked 
smarter,  lobbying  senators  who  blocked 
the  provision — which  helped  to  crush  the 
entire  legislation.  The  new  energy  bill 
tabled  in  the  Senate  earlier  this  year  did 
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not  contain  the  MTBE  liability  protection. 
"That  was  a  get-out-of-jail-free  card," 
scoffs  Baron. 

He  knows  how  to  work  politicians. 
The  organization  he  once  headed,  the 
Association  of  Trial  Lawyers,  has  con- 
tributed $2  million  to  politicos  this  elec- 
tion cycle.  Baron  &  Budd  has  given  $1  mil- 
lion to  federal  candidates,  more  than  any 
single  oil  company,  says  the  Center  for 
Responsive  Politics.  Baron  admits  to  "edu- 
cating" congressmen  about  MTBE,  but 
insists  he  has  no  big  stake  in  the  issue.  In 
December  2002  he  sold,  for  an  undis- 
closed amount,  his  Baron  &  Budd  owner- 
ship and  retired  to  raise  money  for  John 
Edwards'  presidential  campaign.  Baron  is 
now  cochairman  of  the  Kerry-Edwards 
Victory  2004  campaign,  a  leading 
fundraiser.  He  still  keeps  an  office  and  gets 
a  salary  from  B&B,  but  says  he  does  not 
intend  to  return  to  the  firm  as  a  partner 
after  the  election. 

Whatever  his  plans,  he  and  Summy 
have  created  a  monster.  Cooney  &  Con- 


way, a  Chicago  firm  known  for  asbestos 
litigation,  filed  suit  against  Exxon  and  BP 
on  behalf  of  Crystal  Lake,  111.  They  did  so 
even  though  the  town's  director  of  utili- 
ties says  the  water  supply  had  "no  damage 
and  a  very  low  concentration  of  MTBE 
that  is  declining."  Crystal  Lake  has 
dropped  its  claims. 

There  are  even  claims  on  behalf  of 
water  companies  that  show  no  MTBE  con- 
tamination— but  predict  that  contamina- 
tion will  one  day  occur.  In  2003  Summy 
went  to  work  for  the  Long  Island  Water 
Corp.,  suing  BP,  Amerada  Hess,  Chevron 
and  others.  Though  the  utility  concedes  it 
hasn't  detected  any  MTBE  in  its  wells,  it 
claims  it  must  "forestall  an  ever-increas- 
ing water  quality  emergency"  since 
"numerous  MTBE  spills  have  occurred  in 
the  vicinity."  Sacramento  hired  Baron  & 
Budd  to  make  similar  claims  on  behalf  of 
California's  capital  against  oil  companies 
for  selling  MTBE-laced  gasoline. 

Oil  companies  have  notched  a  few 
small  victories.  So  far  no  judge  has  certi- 


fied class  status  for  any  MTBE  suit;  trial 
lawyers  must  pursue  one  case  at  a  time, 
Petro  defendants  succeeded  earlier  this 
year  in  getting  most  cases  consolidated  in 
front  of  a  federal  judge  in  New  York 
allowing  the  jurist  to  clarify  procedural 
decisions  that  could  conceivably  break  the 
oil  companies'  way. 

But  more  suits  are  on  the  way  from  bij. 
hitters.  New  Hampshire's  attorney  genera 
has  filed  a  case  against  22  oil  companies  foi 
MTBE  contamination;  other  state  AGs,  like 
Connecticut's,  are  preparing  actions  anc 
looking  to  hire  trial  lawyers  to  do  the  work 

Who  pays  for  the  litigation?  Ultimateh 
consumers  at  the  pump,  say  the  oil  com- 
panies. They  suggest  dipping  into  the  EPA'; 
$2  billion  Leaking  Underground  Storage 
Tank  trust  fund,  which  has  been  collecting 
a  tenth-of-a-cent  tax  per  gallon  of  gasoline 
for  years. 

Summy  objects.  "It's  unfair  to  hold  the 
taxpayers  responsible  for  this,"  he  says.  He 
might  as  well  add  that  such  recourse  woulc 
produce  no  legal  contingency  fees.  ¥ 


Coming  to  a  Courthouse  Near  You 

Some  cases  are  too  good  to  give  up,  what  with  new  tools 
to  bolster  claims.  "We  will  see  more  toxic  torts  because 
of  the  increasing  ability  to  connect  chemicals  with  an 
injury,"  says  Bill  G.  Lowe,  editor  of  Mealey's  Emerging  Toxic 
Torts.  New  targets  include: 

TRICHL0R0ETHYLENE.  Used  in  paint  removers,  industrial 
cleaning  solvents  and  dry  cleaning,  TCE,  a  colorless  liquid,  has 
been  found  in  underground  water.  More  than  5,000  residents  in 
Lisle,  III.  settled  for  $34.1  million  after  claiming  that  TCE  had 
spilled  when  Honeywell  delivered  it  to  a  local  metal  shop  owned 
by  Mestek.  One  plaintiff,  Anne  Schreiber,  got  $7.2  million  after 
dropping  her  claim  that  TCE  caused  her  to  suffer  from  non- 
Hodgkin's  lymphoma  (her  lawyer  says  the  case  was  bolstered  by 
six  studies  examining  the  link).  More  suits  on  the  way,  including 
one  filed  on  behalf  of  12,000  Urbana,  Ohio  residents  who  were 
granted  class  action  status  against  Honeywell  and  Siemens. 

MANGANESE.  Does  the  metal,  used  in  welding  rods,  lead  to 
Parkinson's  disease?  Suits  were  swatted  aside  in  the  early 
1990s,  but  last  year  Lawrence  Elam,  a  part-time  welder  who 
claimed  manganese  exposure  caused  him  to  develop  the  dis- 
ease, won  a  $1  million  jury  verdict  against  Lincoln  Electric  and 
Hobart  Brothers.  A  2001  study  by  the  Washington  University 
School  of  Medicine  concluded  that  "welding  may  be  a  risk  fac- 
tor" for  Parkinson's.  Since  then  4,000-plus  suits  have  been 
consolidated  in  a  federal  court  in  Cleveland. 


SILICA.  Claimants  assert  that  inhaling  silica  particles  and 
dust— a  component  of  glass  and  fiberglass— caused  them  to 
develop  silicosis,  a  respiratory  disease  that  can  be  fatal.  They 
are  also  using  such  recent  evidence  as  a  2001  study  from 
Tulane  University  showing  a  link  between  silica  and  lung  can- 
cer. They  blame  companies  like  U.S.  Silica,  a  subsidiary  of 
Better  Minerals  &  Aggregates,  which  last  year  faced  19,200 
new  silica  lawsuits.  Insurers  are  starting  to  get  stung,  too: 
Thanks,  in  part,  to  silica  claims,  CNA  Financial  reports  it 
"recorded  $80  million  in  unfavorable  mass  tort  net  prior  year 
development  in  2003." 

SULFONATED  PERFLUOROCHEMICALS.  The  stuff  is  used  in 
Scotchgard,  Stainguard,  Gore-Tex  and  Teflon.  DuPont  got  into 
trouble  in  July,  when  the  EPA  accused  it  of  failing  to  disclose, 
among  other  things,  blood  samples  from  pregnant  workers  and 
toxicological  information  the  company  had  on  hand.  The 
agency  threatened  fines  north  of  $150  million.  Although  the 
chemical  has  not  been  proven  to  be  harmful  to  humans,  stud- 
ies indicate  it  may  cause  cancer.  Under  the  Toxic  Substances 
Control  Act,  companies  are  required  to  disclose  information 
about  such  substances.  In  September  DuPont  agreed  to  pay 
as  much  as  $343  million  to  settle  a  class  action  brought  by 
residents  near  one  of  its  plants  in  West  Virginia.  3M  has  also 
been  hit  by  suits,  including  a  class  action  complaint  filed  by 
residents  of  Decatur,  Ala.  —N.V. 
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Remember  Dynegy,  which 
scandals?  Now,  thanks  to 
By  Christopher  Helman 

A WEEK  BEFORE  BRUCE  WILLIAM- 
son  took  over  as  chief  executive 
in  October  2002,  Dynegy  fin- 
ished laying  off  1,100  workers — 
a  fifth  of  its  staff — in  its  Houston 
headquarters.  The  Enron  scandal  was 
swirling.  Dynegy  itself  was  facing  similar 
charges  of  fraudulent  trading  and  price 
gouging  during  California's  energy  crisis — 
charges  that  have  since  resulted  in  $30.5 
million  in  penalties  and  three  criminal  con- 
victions. Employees  wandered  the  halls  in  a 
stupor,  as  if  seeing  the  ghosts  of  former  col- 
leagues in  the  now-vacant  offices.  Some 
survivors  wondered  if  the  departed  weren't 
the  lucky  ones — they  got  severance,  after 
all,  more  than  the  rest  could  hope  for  if 
Dynegy  followed  Enron  into  bankruptcy. 

Dynegy's  finances  were  a  wreck  The  re- 
cession and  a  surge  in  the  number  of  new 
power  plants  brought  online  had  cut  the 
prices  it  could  charge  for  generating  elec- 
tricity— its  core  business — from  a  peak  of 
25  cents  per  kilowatt-hour  (in  California, 
December  2000)  to  2.7  cents  a  year  later. 
After  netting  $400  million  in  2001,  Dynegy 
was  slouching  toward  a  $2.7  billion  loss. 

Into  the  muck  stepped  Williamson,  then 
43,  fresh  from  overseeing  the  South  Amer- 
ican power-generation  assets  of  Duke  En- 
ergy. One  of  his  first  moves:  compressing 
the  remaining  employees  onto  fewer  floors 
and  subleasing  the  empty  space.  For  most 
of  his  first  two  years,  Williamson  says,  he 
approached  his  job  as  a  "senior  treasurer," 
focusing  on  finances  90%  of  the  time. 

It  sure  looked  as  if  Dynegy  would  soon 
collapse  under  interest  payments  on  its  $9 
billion  in  debt.  In  the  next  six  months  it  had 
to  come  up  with  $1.6  billion  due  on  loans 
from  banks.  But  cash  on  hand  was  just  $1 
billion,  and  operations  were  losing  money. 
In  his  second  week  on  the  job  Williamson 


nearly  expired  after  its  own  Enron-like 
Bruce  Williamson,  it's  got  its  energy  back. 


learned  that  $84  million  would  be  due  on  a 
Citibank  loan  within  a  fortnight. 

Consultants  suggested  default.  They  rea- 
soned the  best  way  to  approach  the  coming 
crunch  was  to  pay  as  little  as  possible  so  that 
the  company  would  have  more  assets  and 
bargaining  power  when  it  entered  Chapter 
1 1.  That  didn't  fly  with  Great  Falls,  Mont- 
born  Williamson.  "I  grew  up  where,  if  you 
owe  people  money,  you  pay  them,"  he  says. 
Dynegy,  he  determined,  should  persuade 
creditors  that  in  exchange  for  a  little  patience 
they'd  get  their  money  back — or  at  least 
more  than  they  would  in  a  bankruptcy. 

So  he  wired  the  $84  million  and  called 
up  the  highest  executive  at  Citigroup  he 
could  find,  global  investment  banking  head 
Alberto  Verme.  Two  days  later  Verme  and 
his  work-out  crew  were  in  Houston,  ready 
to  deal.  "Fighting  wastes  time  and  erodes 
shareholder  value,"  says  a  senior  Citigroup 
banker  who  worked  with  Dynegy.  "Some- 
body had  to  make  a  leap  of  faith.  Bruce  did 
it."  To  Williamson  it  was  a  small  but  key 
down  payment  on  restoring  credibility. 

Hard  to  imagine  that  just  a  year  earlier, 
in  November  2001,  Dynegy  chief  executive 
Charles  (Chuck)  Watson  had  announced, 
in  a  burst  of  hubris,  a  plan  to  buy  longtime 
rival  Enron  for  $9  billion  and  save  it  from 
extinction.  Even  when  that  dream  fell  apart, 
Dynegy  was  able  to  buy  Enron's  choice 
Northern  Natural  Gas  pipeline  for  $1.5  bil- 
lion. Six  months  later  Watson  was  booted 
from  the  company  he  took  over  in  1985. 

No  one  accused  Dynegy  of  malfeasance 
on  the  epic  scale  of  Enron.  But  there  has 
been  fallout.  Dynegy  has  settled  charges 
with  the  Securities  &  Exchange  Commis- 
sion, paying  a  $3  million  fine  for  making 
round-trip  "wash"  trades  of  energy,  de- 
signed to  fraudulendy  boost  revenues  and 
trading  volumes.  It  paid  $5  million  to  the 


Commodities  Futures  Trading  Commission 
to  square  charges  related  to  false  reporting  of 
natural  gas  trading  information  in  an  at- 
tempt to  manipulate  the  gas  market.  And  it 
setded  for  $22.5  million  with  the  Federal 
Energy  Regulatory  Commission  for  price 
gouging  in  California.  Another  offense  in- 
volved the  clandestine  Project  Alpha,  where 
finance  officer  James  Olis  and  two  staffers 
conspired  to  book  $300  million  received  in 
loans  as  cash  generated  from  operations. 
Last  March  Olis  was  sentenced  to  24  years; 
his  confederates  are  awaiting  sentence. 

Watson  and  chief  lieutenant  Stephen 
Bergstrom  have  gotten  off  easy  so  far.  In  Oc- 
tober a  U.S.  District  Court  judge  dismissed 
civil  fraud  complaints  against  them. 
(Bergstrom  still  faces  one  fraud  complaint.) 
The  two  have  negligence  claims  to  deal  with. 
Both  deny  any  wrongdoing. 

None  of  this  has  stopped  Watson  and 
former  president  Bergstrom  from  demand- 
ing their  severance  pay.  Williamson  says  the 
two  don't  deserve  a  cent.  But  an  arbitration 
panel  awarded  Bergstrom  $10.4  million,  the 
full  amount  he  asked  for.  Weighing  the 
odds,  Williamson  decided  to  mediate  with 
Watson,  and  in  August  Dynegy  agreed  to 
pay  him  $22  million  plus  interest  and  legal 
fees.  "My  position,"  says  Williamson,  "is  that 
4,200  people  worked  very  hard  over  the  last 
two  years  to  make  those  payments  possible 
and  to  keep  the  company  out  of  bank- 
ruptcy." Had  the  company  gone  bankrupt, 
the  two  would  have  had  to  get  in  line  with 
all  the  other  unsecured  creditors.  Watson 
declined  to  comment  on  his  severance. 

During  two  years  of  restructuring 
Williamson  has  dismantied  much  of  what 
Watson  wrought.  Of  Watson's  board  mem- 
bers, 12  of  14  have  resigned.  Williamson 
dismissed  a  host  of  senior  executives.  He 
shuttered  Dynegy's  tainted  power  market- 
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ing  and  trading  division  and  exited  a 
nascent  telecom  venture,  resulting  in  write- 
downs of  hundreds  of  millions  of  dollars. 
He  sold  the  former  Enron  pipeline  to  Berk- 
shire Hathaway  for  $1.9  billion  (a  $400 
million  gain).  The  natural  gas  storage  op- 
erations in  the  U.K.  brought  $700  million. 
The  recent  sale  of  Dynegy's  regulated  power 
utility  Illinois  Power,  including  38,000  miles 
of  electric  transmission  lines,  to  Ameren 
generated  another  $2.3  billion.  What's  left 
of  Dynegy  is  1 2  gigawatts  of  unregulated 
generating  capacity,  fueled  by  a  mix  of  coal, 
fuel  oil  and  natural  gas.  (The  country's  total 
peak  generating  capacity  is  905  gigawatts.) 


U.S.  consumption  of  electricity  is  up  25%  in 
the  last  decade  to  3.8  million  gigawatt  hours. 

Price  paid,  per  year,  for 
electricity  by  all  users  in  the  U.S. 


Number  of  power  plants 


in  America. 


Renewable  energy  (wind,  solar  and  so 
on)  as  a  percentage  of  total  U.S.  production. 


The  company  is  slimmer  in  other  re- 
spects. When  Williamson  made  his  first 
overture  to  Dynegy's  creditors,  the  company 
had  $2  billion  of  debt  maturing  in  2003  and 
anotiier  $3  billion  coining  due  in  2005.  The 
situation  looked  dire  enough  that  the  out- 
standing notes  were  trading  at  10  cents  to 
20  cents  on  the  dollar.  As  a  deal  was  cut, 
prices  recovered  to  70  cents,  and  Dynegy 
bought  them  all  back  with  proceeds  from 
its  new  issues:  $2  billion  in  senior  secured, 
paying  9.5%,  and  convertible  bonds  that 
didn't  mature  until  2010  and  later— enough 
time  to  return  the  company  to  profitability. 

ChevronTexaco,  for  one,  took  a  buzz  cut 
in  the  restructuring.  It  owns  27%  of  Dyn- 
egy's stock  and  for  years  paid  Dynegy  to 
market  and  transport  all  its  domestic  nat- 
ural gas,  until  Williamson  exited  that  busi- 
ness. As  Enron  was  crumbling,  ChevTex 
came  up  with  $1.5  billion  to  buy  Enron's 
Northern  States  Pipeline  in  exchange  for 
$1.5  billion  in  preferred  stock.  Dynegy 


didn't  have  the  cash  to  redeem  the  preferred 
stock  in  2003,  as  scheduled,  so  Chevron- 
Texaco took  the  best  of  a  bad  situation:  $225 
million  cash,  $225  million  junior  unsecured 
subordinated  notes  due  2016  and  $400  mil- 
lion in  newly  issued  convertible  stock. 

Besides  debt,  the  other  nearly  fatal  drag 
on  Dynegy  was  its  infamous  trading  and 
marketing  division.  At  their  height  in  2001 
these  businesses  generated  20%  of  profits 
(before  interest  and  taxes),  some  $160  mil- 
lion. But  when  energy  prices  clipped  in  2002, 
the  unit  accounted  for  $1.1  billion  of  $1.4 
billion  in  losses.  To  be  active  in  energy  trad- 
ing, Dynegy  had  to  have  enough  electricity 
to  sell.  Instead  of  buying  and  oper- 
ating more  plants,  it  entered  into 
long-term  contracts  to  buy  electric- 
ity wholesale  from  utilities  around 
the  country.  Its  marketing  and  trad- 
ing division  then  resold  that  power 
at  higher  prices  downstream.  Such 
arrangements  worked  nicely  when 
electricity  was  expensive,  but  when 
prices  sagged,  Dynegy  found  it  was 
paying  more  for  the  power  than  it 
could  sell  it  for. 

Getting  out  of  such  contracts 
has  been  cosdy.  Dynegy  paid  $155 
million  to  exit  a  deal  to  take  1.1 
gigawatts  of  output  from  the  South- 
ern Company.  By  ending  it,  Dynegy 
says  it  avoids  payments  of  $1.7  billion  over 
30  years  (essentially,  a  reservation  fee;  the 
juice  would  cost  far  more).  It  also  gets  back 
$96  million  of  posted  collateral.  Likewise, 
Williamson  paid  $62  million  to  exit  a  con- 
tract that  gave  Dynegy  the  right  to  use  a  nat- 
ural gas  pipeline;  that  one  would  have 
required  $300  million  in  payments  through 
2014.  All  told,  by  escaping  such  contracts, 
Williamson  has  freed  up  $600  million  in 
credit  held  by  counterparties  as  collateral. 

There  are  detractors.  "I  think  the  heroic 
turnaround  is  somewhat  overstated,"  says 
George  Lynch,  a  high-yield  bond  manager 
for  Invesco.  "Banks  couldn't  afford  another 
big  blowup  after  the  Internet  and  telecom 
and  Enron  debacles,  so  they  had  incentive  to 
bargain.  In  a  different  environment,  they 
wouldn't  have  been  willing  to  play  ball." 

But  few  played  it  as  deftly  as  Williamson. 
After  Mirant,  another  power  producer, 
found  itself  on  the  verge  of  a  debt-induced 
meltdown  two  years  ago,  it  decided  to  pay 


only  portions  of  obligations  while  betting 
the  power  market  would  strengthen  enough 
to  give  it  the  cash  to  pay  its  interest  bills, 
Stiffed,  the  banks  had  to  wait  until  it  was 
clear  Mirant  wouldn't  be  able  to  save  itself 
In  July  2003  Mirant  entered  Chapter  1 1 . 

Among  the  biggest  buyers  of  new  Dyn- 
egy debt  were  hedge  funds,  which  covered 
their  positions  by  short-selling  the  common 
stock.  "Hedge  funds  were  the  lifeblood  ol 
[energy  companies],  without  which  ali 
would  have  gone  bankrupt,"  says  Jamie  W 
Welch,  cohead  of  energy  investment  bank- 
ing for  CSFB  and  a  key  member  ol 
Williamson's  restructuring  group.  "Hedge 
funds  can  make  instant  decisions;  banks  are 
too  full  of  bureaucracy."  That  may  be.  Ir 
June  banks  gave  Williamson  a  major  sign  ol 
approval — a  new  $1.3  billion  credit  line. 

"Dynegy  is  now  past  the  point  when 
the  patient  will  live,"  Williamson  insists 
After  a  loss  of  $450  million  on  revenue  ol 
$5.7  billion  in  2003,  he  expects  Dynegy  thi« 
year  to  eke  out  a  net  income  of  maybe 
$20  million  on  revenue  of  $6.8  billion,  witr. 
debt  below  $5  billion  by  year-end. 

Financial  flames  snuffed,  Williamson  i< 
gearing  up  for  some  acquisitions.  He  sees  £ 
wave  of  consolidation  ahead  as  weaker  play- 
ers in  power  generation  liquidate  and  pui 
desirable  assets  up  for  sale.  After  so  man) 
cuts  Dynegy's  general  and  administrative 
costs,  at  3%  of  revenues,  are  the  lowesi 
among  generating  firms.  Williamson  figure 
he  can  add  another  20  gigawatts  of  genera- 
tion capacity  without  having  to  staff  up. 

Where  to  shop?  Heading  the  list  is  Cal- 
ifornia, where  in  addition  to  the  settlement 
Dynegy  has  agreed  to  waive  $260  millior 
in  payments  the  state  owes  it  from  200 1  foi 
overpriced  electricity.  The  Golden  State  re- 
mains the  tightest  power  market  in  the  na- 
tion in  terms  of  supply;  in  summer  month" 
it  has  to  import  a  quarter  of  its  44  gigawatl 
peak  demand  from  neighboring  states  ovei 
strained  transmission  lines.  Williamson  re- 
cently met  state  regulators  and  politicians  tc 
convince  them  Dynegy  can  be  trustee 
again.  He's  also  looking  in  the  Northeasl 
and  Midwest,  where  demand  is  growing: 
and  banks,  which  loaded  up  on  power-gen- 
eration assets,  seem  eager  to  unload. 

Williamson,  perhaps  jumping  the  gun 
slighdy,  says,  "We've  turned  around  a  com- 
pany. Now  let's  turn  around  a  sector."  W 
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HONDA  MOTOR  PRESIDENT 
Takeo  Fukui,  when  he's  not 
fixated  on  selling  the  world 
more  Civics  and  Accords, 
dreams  about  airplanes  for 
the  masses.  It's  a  dream  his 
predecessors  had  quietly 
and  carefully  tended  since  founder  Soichiro 
Honda  spoke  of  his  ambition  to  build  an 
aircraft  in  the  early  1960s. 

Now,  at  last,  the  dream  is  taking  shape. 
Without  much  fanfare  Honda  has  built  a 
remarkably  efficient  jet  engine  and  ultra- 
light airframe  that  could  be  put  together  to 
make  a  personal  airplane.  It  would  be  the 
biggest  revolution  in  travel  since  the 
commercial  jet. 

A  flying  car  in  every  garage?  For  the 


moment,  a  bit  laughable.  But  already  some 
of  the  keenest  minds  in  the  airline  business 
are  thinking  about  miniaturizing  aviation. 
Witness  the  air-taxi  firm  being  put  together 
by  Robert  Crandall  and  Donald  Burr 
(FORBES,  Aug.  16).  Also  note  that  United 
Technologies'  Pratt  &  Whitney  and 
Williams  International  are  planning  to  sell 
tiny  turbofan  engines  to  such  airplane- 
makers  as  Adam  Aircraft,  Eclipse  Aviation, 
Diamond  Aircraft  and  Cessna.  Their  planes 
cost  around  $2  million. 

Now  Honda,  in  much  the  same  way  it 
ambushed  U.S.  carmakers  in  the  1970s  with 
cheap  and  efficient  autos,  is  aiming  to  take 
a  big  piece  of  the  microaviation  market.  It 
has  designed  a  turbofan  engine  that  weighs 
only  392  pounds  and  delivers  1,600  pounds 


of  thrust.  Attached  to  an  experimental 
Hondajet  body,  the  engine  powered  a  six- 
seat  jet  with  40%  better  fuel  efficiency  tin 
nautical  miles  per  pound  of  fuel)  than  sim- 
ilar jets  now  on  the  market. 

Thriftier  engines,  cheaper  cockpit 
computers  and  lighter  planes  could  lower 
a  jet's  per-mile  operating  cost  (which 
includes  maintenance,  insurance  and  stor- 
age) from  $4  to  $1.50,  says  Bruce  Holmes, 
who  oversees  aerospace  innovations  at  the 
National  Aeronautics  &  Space  Adminis- 
tration research  center  in  Hampton,  Va.  By 
2006,  says  Holmes,  a  family  of  five  who 
owns  its  own  jet  could  bypass  congested 
hubs  and  fly  from,  say,  Princeton,  N.J.  to 
Williamsburg,  Va.  for  $475  one  way.  That's 
$95  per  person. 
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ARE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
important  than  price.  Or  service  may  be  more  important  than  both.  When  you 
move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management. 
And  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
relationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
call  us  at  1-866-772-7422  or  visit  www.ariba.corn/source. 

Ariba  Impacts: 

Direct  Materials 
Services 
Facilities 
Capital  Goods 
IT  Equipment 
MRO  Goods 
Outsourcing 
and  more... 
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STRATEGY                   ANALYSIS  SOURCING 

PROCUREMENT 

SUPPLIERS 

Just  as  the  automobile  created  the  sub- 
urbs, personal  flying  machines  could  cre- 
ate meta-urbs,  with  lakeside  acres  replac- 
ing cramped  condominiums.  If  people 
can  buy  a  house  far  from  the  city  for,  say, 
$400,000  and  fly  to  work,  instead  of  pay- 
ing $1.2  million  for  a  house  within  driving 
distance  to  the  city,  a  private  plane  begins 
to  make  sense.  "Take  a  look  at  those  horri- 
ble traffic  jams  in  L.A.  Wouldn't  you 
rather  live  outside  the  city  and  fly  to 
work?"  asks  Honda's  Fukui. 

The  engine  is  scheduled  to  hit  the 
market  by  2007  at  $300,000.  Honda  has 
formed  a  joint  venture  in  Cincinnati,  Ohio 
with  General  Electric  to  market  and  sup- 
port its  engines.  GE  is  helping  Honda 
through  the  safety  testing  required  for 
Federal  Aviation  Administration  certifica- 
tion— including  the  bird  strike  test,  in 
which  four-pound  euthanized  seagulls  are 
sucked  into  the  engine  to  see  if  it  can  take 
the  punishment  a  real  flock  can  inflict.  The 
GE- Honda  venture  is  already  in  talks  with 
airframe  manufacturers,  including  Brazil's 
Embraer  and  three  other  firms. 

"GE  is  very  impressed  with  the  careful 
and  methodical  approach  Honda  has 
taken,  focused  on  affordability,  light  weight, 
fuel  efficiency,  reliability  and  low  cost  of 
ownership,"  says  David  Calhoun,  head  of 


GE  Transportation,  which  makes  its  own 
aircraft  engines.  "Now  we  need  to  change  it 
from  lab  product  to  mass-produced  item." 

John  Wright,  vice  president  of  business 
aviation  for  Pratt  &  Whitney,  says,  "We've 
been  in  the  turbine  business  for  40  years 
and  have  tremendous  aftermarket  sup- 
port, and  that's  what  operators  are  going 
to  be  looking  for.  But  I  don't  take  compe- 
tition lightly." 

Honda,  however,  is  looking  beyond 
engines.  Though  company  officials  say 
they  have  no  current  plan  to  market  the 
HondaJet,  it  seems  unlikely  that  Honda 
bothered  to  design  and  build  its  own  air- 
frame merely  to  test  an  engine.  "If  they 
wanted  to  fly  an  engine,  they  could  have 
just  used  an  existing  airframe,"  says  Vern 
Raburn,  chief  executive  of  Eclipse  Avia- 
tion, one  of  the  first  producers  of  a  very 
light  minijet. 

For  the  first  few  years  Honda  is  likely  to 
sell  only  a  few  hundred  engines,  a  pittance 
compared  with  the  400,000  Accords  it  sells 
each  year  in  North  America.  In  the  early 
going  the  main  benefit  from  the  air  busi- 
ness may  well  be  the  extra  polish  it  adds  to 
the  Honda  brand. 

But  Fukui,  60,  promises  that  Honda 
will  make  this  small  business  into  a  giant 
one.  Since  he  was  a  child  he  has  dreamed 


ThsLittlR  Engine  That  Cnulri 


Honda's  turbofan  will  power  future  ultralight  jets. 
Here's  how  it  compares  with  some  other  engines. 

Takeoff 
thrust  (lbs)1 

Normal  cruise 
speed  (mph) 

Max  range 
in  miles 

Boeing  777-300ER 
Powered  by: 
General  Electric 
GE90-115B 

115,000 

640 

9,100 

Airbus  A330-200 
Powered  by: 
Pratt  &  Whitney 
PW4168A 

68,000 

632 

7,600 

Gulfstream  G550 
Powered  by: 
Rolls-Royce 
BR710 

15,000 

647 

7,800 

3aK 

HondaJet 
Powered  by: 
GE  Honda  Aero 
HF 118 

1,600 

4802 

1,300 

'Per  engine.  2High-speed  cruise  speed.  Source:  Companies. 


of  a  world  with  personal  aircraft  costing 
the  same  as  today's  luxury  car  models.  His 
two  predecessors,  both  aeronautical  engi- 
neers, shared  that  dream,  but  it  may  come 
true  in  his  lifetime. 

Honda's  aviation  roots  go  back  to  the 
aftermath  of  World  War  II,  when  U.S.  oc- 
cupation forces  prohibited  Japan  from  fur- 
ther developing  its  aircraft  industry.  "Most 
technicians  who  developed  the  Zero  fighter 
plane  went  to  work  for  the  automobile  in- 
dustry," says  Fukui.  Honda  hired  many 
aerospace  engineers  from  universities,  of- 
fering them  the  chance  to  continue  pursu- 
ing their  dream  of  aircraft  development, 
even  if  only  as  an  R&D  project. 

In  the  1960s  Japan's  Ministry  of  Trade 
&  Industry  launched  a  project  to  develop  a 
commercial  aircraft.  It  was  a  spectacular 
flop.  MITI  also  discouraged  Honda,  then 
mostly  a  motorcycle  maker,  from  getting 
into  the  automobile  business  in  order  to 
protect  existing  carmakers.  Honda 
plunged  into  the  business  anyway  and 
kept  up  some  aviation  research  on  the 
side.  For  decades  it  has  spent  an  undis- 
closed chunk  of  its  $400  million  basic 
research  budget  on  aviation. 

Once  this  new  engine  is  certified,  we 
can  expect  continual,  radical  improve- 
ments to  small  aircraft  flight.  Honda's  re- 
search into  sensors  that  can 
read  and  follow  the  center 
lines  of  roads,  ultrahigh  defin- 
ition radar  systems  and  crash- 
prevention  technology  will 
help  reduce  the  glaring  risk  oi 
novice  pilots  crashing  all 
around  us. 

A  lot  of  work  still  needs  to 
be  done  in  cleaning  jet  emis- 
sions and  overhauling  traffic 
control  systems  for  the 
increased  volume  of  ultra- 
lights. Small  airports  need  to 
be  upgraded,  too. 

But  the  visionaries  at  NASA 
expect  to  see,  30  years  from 
now,  a  small,  two-  to  seven- 
seat  flying  machine  that  you 
will  be  able  to  drive  at  25mph 
to  a  football-field-size  airfield 
before  taking  off.  "What  we 
are  doing  now,"  says  Fukui,  "is 
a  step  toward  that  dream."  F 


186     FORBES"  November  15,  2004 


WE  HAVE  WORKED 


DAYS 


WITHOUT  A  PASSERBY 
GETTING  THE  CRAZY 
IDEA  TO  CLIMB  ABOAR 

AND  OPERATE  A 
BULLDOZER  CAUSING 
SERIOUS  PERSONAL 
INJURY. 


wood 


Keeping  the  public  safe 
keeps  your  company  safe 


If  an  accident  can  happen,  chances  are  we've  already 
planned  for  it.  That's  because  at  Liberty  Mutual,  we  help 
assess  the  safety  of  your  job  site  before  construction 
even  begins.  We  help  you  safeguard  your  site  against 
trespassing  and  configure  your  materials  and  equipment 
so  they  can't  be  misused  or  stolen.  But  we  don't  stop 
there.  We  help  identify  hidden  risks,  like  any  potential 
liabilities  that  can  be  caused  by  subcontractors.  Because 
from  our  experience,  we  know  the  biggest  liability  on  a 
construction  project  isn't  always  the  most  obvious. 


For  more  on  General  Liability,  go  to  www.libertymutual.com/business 


Liberty 
Mutual 

©  2004  Liberty  Mutual  Group 


Middle  Kingdom, 
Middle  Class 

Millions  of  Chinese  are  finally  making  enough  to  buy  the  consumer  goods 
they  produce  for  foreign  companies  like  Kodak  |  By  Robyn  Meredith 


Clicking  in  China:  Factory  workers  like  Meili  Xu  can  afford  some  company  products,  though  not  the  higher-end  model  she  helps  to  assemble. 

IFE  IS  GOOD  FOR  IIANGNING  six  years  ago,  the  second  apartment  two  apartments,  and  quite  a  lot  of  them 

(Johnson)  Chen.  For  the  past  eight  three  years  ago  and  a  car,"  says  Chen,  have  bought  a  car."  His  next  goal:  having 

years  he  has  been  a  manager  at  an  He's  keeping  up  with  the  Cheungs,  you  a  million  renminbi,  or  $120,000,  in  the 

Eastman  Kodak  camera  factory  in  might  say.  "Most  of  my  classmates  in  bank.  That's  a  lot  for  a  35-year-old  in  a 

Shanghai.  "I  bought  my  first  apartment  college  own  one  apartment,  a  few  own  developing  country. 
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Vetl70nwireless 

We  never  stop  working  for  you® 


Compose  emails  with 
built-in  QWERTY  keyboard 


Treo  600 


then 


rZEmail  with  Wireless  Sync  is  always  on  for 
utomatic  email  delivery  and  instant  productivity. 

Inly  Verizon  Wireless  has  VZEmail"  with  Wireless  Sync,  so  your  employees  receive  their  email  automatically  on 
e  Treo  '  600.  No  need  to  keep  checking  an  inbox,  because  Wireless  Sync  gives  the  Treo""  600  always  on  access 
email,  contacts,  calendar  updates  and  important  information.  Employees  can  also  make  calls  and  browse  the 
!eb  for  increased  productivity  outside  the  office.  It's  all  from  the  company  Wireless  Week  called  "Carrier  of  the 
ar."  And  it's  just  one  more  reason  that  for  all  your  company's  wireless  needs,  we  mean  business. 


ontact  our  business  representatives  at  1.800. VZW.4BIZ  or  log  on  to  verizonwireless.com. 


,  I  bject  to  Customer  Agreement,  service  plans  and  credit  approval.  Coverage  &  service  not  available  in  all  areas.  Must  be  within  National  Enhanced  Service  Rate  &  coverage 
■ '"'  ;a  and  your  desktop  must  be  on  and  in  a  condition  to  receive  email.  Wireless  Sync  is  powered  by  Intellisync.  palmOne,  Treo.  Palm  Powered  and  Palm  OS  are  among  the 
i  demarks  or  registered  trademarks  owned  by  or  licensed  to  palmOne,  Inc.  All  other  brand  and  product  names  are  or  may  be  trademarks  of,  and  are  used  to  identify 
)ducts  or  services  of,  their  respective  owners.  ©2004  Verizon  Wireless 


There  are  enough  Johnson  Chens  in 
China,  newly  able  to  afford  vacations  and 
the  snapshots  that  go  with  them,  that 
Kodak  has  found  a  solid  market  there  for 
digital  cameras  costing  between  $  1 50  and 
$550.  McDonald's  is  selling  more  $2 
Happy  Meals.  Starbucks  is  selling  more 
$3  grande  lattes. 

For  years  American  companies  have 
dreamed  of  selling  to  China's  1.3  billion 
people,  only  to  find  that  not  enough  Chi- 
nese could  afford  their  foreign  goods.  But 
now  China's  middle  class  has  finally 
reached  a  critical  mass:  between  35  mil- 
lion and  200  million  people,  depending 
on  whose  definition  you  pre- 
fer. The  larger  number  is  pre- 
ferred by  Fan  Gong,  director  of 
China's  National  Economic 
Research  Institute,  who  fixes 
the  lower  boundary  of  "mid- 
dle" as  a  family  income  of 
$10,000. 

"The  middle  class  is  really 
taking  off,"  says  John  Chen, 
chief  executive  of  American 
software  maker  Sybase,  whose 
China  revenue  has  doubled  in 
three  years  to  $40  million 
because  it  sells  to  businesses  that 
sell  to  the  new  consumers.  "It  is 
now  worth  selling  one  widget  to 
every  Chinese  who  can  afford  it." 

What  is  happening  in  China  is  a  new 
illustration  of  the  economies  of  scale. 
Many  American  companies  already  have 
factories  in  China  exporting  goods.  Now 
that  there's  a  domestic  market  to  go 
along  with  the  export  market,  those  fac- 
tories can  crank  up  their  output  at  little 
cost.  That's  one  reason  many  foreign 
companies'  profits  in  China  have  been  so 
strong  in  recent  years. 

Kodak  is  typical.  It  invested  $1.2  bil- 
lion in  China  in  1998,  figuring  on  a  10- 
or  12-year  payback  period.  But  Kodak 
got  the  China  market  wrong.  In  the  early 
years  domestic  demand  for  cameras  and 
film  was  well  below  company  forecasts, 
and  China  operations  were  in  the  red, 
says  Ying  Yeh,  a  Chinese-born  American 
and  chairman  of  Kodak's  Greater  China 
region. 

China  then  was  the  least  of  Kodak's 
problems — after  inventing  the  digital 


camera  in  1976,  it  let  Japanese  makers 
take  most  of  the  U.S.  market.  Chief  Exec- 
utive Daniel  Carp  is  on  track  to  win  that 
market  back,  and  Eastman  Kodak  has 
enjoyed  something  of  a  rebound — its 
stock  is  up  17%  this  year — despite  con- 
tinued worries  about  its  film  business. 
China  has  helped  on  the  cost  side:  95%  of 
Kodak  cameras  are  now  made  there, 
some  by  contract  manufacturers  but 
most  in  its  Shanghai  factory,  running 
three  shifts  a  day. 

Since  the  mid-1990s,  Kodak  says, 
sales  in  China  have  climbed  from 
nowhere  to  first  place;  revenue  grew  40% 


"The  voice  in  Asia  is 
forming  a  market,  and 
the  voice  in  Asia  says, 
GIVE  ME  THIN  AND 
STYLISH.'  Kodaks 
products  are  now  not 
only  made  in  China, 
for  Chinas 


during  the  first  half  of  this  year.  The 
company  says  it  is  now  ahead  of  plan  to 
recoup  its  investment,  with  China's  profit 
margins  on  par  with  those  worldwide. 

It's  no  coincidence  that  Chinese  are 
bringing  home  more  memories  from 
trips.  The  World  Tourism  Organization 
says  20  million  traveled  abroad  in  2003 
and  that  this  number  should  quintuple  by 
2020.  And  digital  camera  sales  have  room 
to  grow  at  a  similar  pace:  The  industry  as 
a  whole  sold  1.4  million  in  China  last 
year,  versus  16.4  million  in  the  U.S. 

For  more  upscale  customers,  Kodak 
is  bringing  camera  designers  from  Japan 
to  make  sure  they  understand  that  Chi- 
nese like  small,  sleek  digital  cameras,  not 
the  larger,  heavier  designs  so  big  with 
American  customers.  "The  voice  in  Asia 
is  forming  a  market  now,  and  the  voice 
in  Asia  says,  'Give  me  thin  and  stylish,' " 
says  Yeh.  "Kodak's  products  are  now  not 
only  made  in  China,  but  more  impor- 


tant they  are  made  for  China." 

"Lots  of  my  friends  have  digital  cam-| 
eras,"  says  Meili  Xu,  one  of  430  workers 
on  the  afternoon  shift  at  the  Shanghai 
plant.  She  enters  the  simple  yet  spotless 
factory  floor  through  an  air  shower 
chamber.  Every  20  seconds  she  attaches  a) 
fragile  LCD  screen  onto  a  Kodak  DX453oJ 
a  $300  digital  camera  with  5  megapixels 
and  a  zoom  lens.  Like  most  of  the  tasks! 
on  Kodak's  assembly  line,  it  is  meticu- 
lous work,  and  during  breaks  factory 
managers  lead  workers  in  five  minutes  of 
hand  exercises. 

Times  are  good  for  line  workers  as 
well  as  managers  at  Western-owned 
operations  in  coastal  cities.  Like  many, 
Xu,  33,  has  seen  her  salary  more  than 
double  in  the  eight  years  she's  worked 
at  the  camera  plant.  Kodak's  workers 
earn  $120  a  month — or  $5.75  a  day- 
on  average,  and  at  that  wage  Xu  and 
many  co-workers  have  bought  small! 
apartments.  Though  most  Western 
goods  remain  out  of  reach  for  them  and 
they  must  settle  for  cheaper  Chinese 
brands,  they  do  splurge  at  McDonald's, 
where  the  young  counter  help  wear 
baseball  caps  and  "I'm  lovin'  it"  T  shirts. 

In  Xu's  case  it  would  still  cost  nearly 
three  months'  pay  to  buy  the  camera  she 
helps  make,  but  she  can  afford  Kodak's 
cheaper  offerings  and  is  a  walking 
advertisement  in  her  yellow-and-red 
uniform.  "I  hope  Kodak  has  a  promising 
future  so  I'll  have  a  promising  future," 
she  says. 

Down  the  street  are  factories  belong- 
ing to  Panasonic,  Siemens,  NEC,  Ricoh 
and  Roche.  All  of  them — and  plenty 
more — are  betting  on  a  promising 
future  in  China. 

Like  Kodak,  LG. Philips  is  attacking 
both  ends  of  China's  emerging  consumer 
class.  The  Korean-Dutch  joint  venture's. 
Displays  unit  last  year  sold  25  million 
picture  tubes  that  went  into  boxy,  inex- 
pensive TVs  and  PCs  in  China.  Its  sister 
company,  LG. Philips  LCD,  is  raking  in 
higher  margins  selling  flat  panels  for 
sleek  LCD  televisions  and  computers  to 
China's  nouveaux  bourgeois. 

In  a  way,  China  is  reliving  the  Amer- 
ica of  1914,  when  Henry  Ford  famously 
decided  to  increase  his  wages  from  $2  a; 
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introducing  EXPRESS  YOURSELF?  The  Quickest  Way  To  Check  In. 


Its  simple.  Book  your  reservation  by  phone,  online  or  with  your  travel  agent.' Then 
check  in  online  at  radisson.com  up  to  seven  days  in  advance.  Choose  your  room  type, 
floor,  location,  high-speed  internet  and  more.  Then  simply  print  out  your  Check-In  Pass. 
Your  room  key  will  be  waiting  for  you  upon  arrival.  It's  that  easy. 


HOTELS  &  RESORTS 


For  reservations  visit  www.radisson.com  or  call  1-800-333-3333. 

To  check  in  online  visit  www.radisson.com.  Restrictions  may  apply. 


STAY  YOUR  OWN  WAY' 


Focus  on  the  consumer:  At  a  Kodak  shop  in  Shanghai's  Xujiahui  district,  the  country's  newly  well-off  get  the  lowdown  on  features  and  functions. 


day  to  $5  a  day.  He  reasoned  that  work- 
ers then  could  afford  to  buy  the  Model 
Ts  they  built.  By  simple  inflation  math, 
that  would  be  $89  a  day  now,  much  more 
than  Xu  and  colleagues  make;  but  goods 
are  relatively  cheaper  in  China,  and  if  the 
country  let  its  yuan  appreciate,  they'd  be 
even  more  so. 

It  is  early  in  this  industrialization. 
China's  consuming  class  today  is  only  as 
large  as  it  is  because  China  is  so  popu- 
lous. Many  regions  lag,  and,  in  fact,  GDP 
per  capita  remains  below  that  of  Thai- 
land, Turkey  or  even  Peru,  according  to 


the  World  Bank.  So  Kodak  is  building 
from  the  bottom  up.  Although  it  has 
stopped  selling  cameras  with  traditional 
film  in  the  U.S.,  in  China  it's  different. 
Kodak,  which  also  is  a  franchisor  of 
photo-developing  stores,  sells  in  rural 
markets  a  kit  including  a  simple  camera 
plus  four  rolls  of  film  for  99  renminbi, 
or  $12.  It  sold  1.2  million  last  year  and 
plans  to  triple  that  this  year,  mainly  seed- 
ing the  market,  getting  its  brand  name 
more  widely  known  and  rural  Chinese 
in  the  habit  of  taking  photos. 

Chief  Executive  Carp  is  on  the 


record  recognizing  both  ends  of  the 
Middle  Kingdom  push:  "Our  digital 
businesses  are  growing  by  leaps  and 
bounds  in  the  big  Chinese  cities,  and  our 
traditional  film-based  business  is  enjoy- 
ing strong  growth  in  smaller  towns  and 
rural  areas." 

For  Kodak,  as  for  LG. Philips  and  all 
the  rest,  the  bigger  payoff  will  come  as 
Chinese  salaries  rise.  And  that's  why 
bosses  such  as  Yeh,  like  Henry  Ford 
before  her,  aren't  so  bothered  when 
workers  like  Xu  or  managers  like  Chen 
come  due  for  a  raise.  F 
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Looking  for  a  leg  up 
in  a  land  of  giants: 
Chief  Executive 
Keith  Nosbusch. 


By  Brett  Nelson 


I  N  LATE  AUGUST  KEITH  NOSBUSCH, 
I  chief  executive  of  Rockwell  Automa- 
■  tion,  spent  two  draining  weeks  meet- 
I  ing  with  147  current  and  would-be 
1  customers  in  China,  lapan,  Korea  and 
India.  "Long  days,"  he  sighs.  Nosbusch  was 
pitching  Rockwell's  factory  controls — 
nests  of  computers  and  sensors  that  drive 


tools,  conveyors  and  ovens  churning  out 
everything  from  cars  to  detergent. 

Nosbusch  has  no  problem  pitching  the 
need  for  these  controls.  They  are  the  grease 
in  the  gears  of  factory  productivity.  But 
Nosbusch  isn't  the  only  guy  out  there  sell- 
ing. Rockwell  is  a  small  fry  in  this  industry. 
With  $4  billion  in  revenue,  it  pales  next  to 
Siemens  ($1 1  billion  in  automation  sales), 
GE,  Honeywell  and  Emerson.  These  con- 


glomerates can  easily  marshal  a  global  sales 
force  to  land  and  support  new  customers. 
In  China,  a  hungry  consumer  of  factory 
controls,  Rockwell  has  60  distributors; 
Siemens,  around  135. 

Another  problem:  To  a  large  extent 
the  technology  of  factory  controls  is  sim- 
ilar. "There  really  isn't  that  much  differ- 
ence [between  Rockwell  and  Siemens 
controls],"  says  Timothy  Cole,  president 
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of  Applied  Control  Engineering,  a  con- 
tractor that  fits  out  plants.  "I  can  make 
you  happy  with  either  one." 

Nosbusch,  52,  doesn't  buy  that  argu- 
ment. He  is  out  to  show  that  Rockwell  can 
survive  in  a  land  of  giants  and  commodity 
pricing.  His  script  involves  pushing  a  new 
generation  of  powerful  controls  that  took 
ten  years  and  $500  million  to  develop. 
These  boxes  can  coordinate  the  more  com- 
plex arrays  of  tasks  required  in  food,  bev- 
erage and  paper  plants — new  territory  for 


Rockwell — and  zip  production  data  to 
back-office  computers  so  customers  can 
react  sooner  to  blips  in  supply  and  demand. 
And  like  many  tech  warriors  looking  to  pep 
up  sluggish  revenues,  Nosbusch  also  aims 
to  offer  mor-e  services,  such  as  plant  design 
or  on-site  management  and  training. 

All  told,  he  thinks  the  market  for  new 
controls  and  services  is  $75  billion  world- 
wide, up  from  $50  billion  three  years  ago. 

A  6-foot-2,  stone-jawed  electrical  engi- 
neer and  former  co-captain  of  the  Univer- 


sity of  Wisconsin  football  team,  Nosbusch 
began  his  career  at  Milwaukee-based  con- 
trolmaker  Allen -Bradley,  founded  in  1903. 
He  stayed  on  after  Rockwell  International 
bought  the  privately  held  firm  for  $  1 .6  bil- 
lion in  1985,  heading  the  controls  division 
before  taking  the  corner  office  last  year. 

Rockwell  was  a  once-sprawling  con- 
glomerate (rockets,  chips,  auto  parts)  with 
$  1 3  billion  in  sales,  before  units  were  sold  or 
spun  off  in  the  1 990s.  Since  200 1 ,  when  the 
company  became  a  pure  controls  play,  the 


Productivity's  Battleground 


J 


At  its  Twinsburg,  Ohio  plant  (below),  Rockwell  uses  its  own 
Logix  controllers  to  make  the  2.5  million  circuit  boards  per 
year  that  power  them.  On  one  line,  sensors  scan  boards  as 
they  move  along  a  conveyor;  if  a  match  is  found,  a  controller 
inches  the  conveyor  forward.  The  same  controller  tracks 
the  temperature  of  an  oven  used  to  cure  the  glue  between 

the  electronics  and  the  board,  adjusting  the  speed  of  the  oven's  conveyor  based  on  the  reading 
All  the  controllers  are  lashed  to  an  enterprise-management  program  that  spits  out  productivity  That's  no  air  conditioner:  Rockwell's 
readings  every  two  hours  and  looks  for  bottlenecks.  Result:  The  cost  to  place  a  component  on  a  latest  factory  controller  (upper  left) 
board  has  fallen  54%,  to  6  cents,  since  1998.  —B.N.    ™<*  its  34-year-old  predecessor. 
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ADVERTISEMENT 


(ell's 


Managing  Payment  Processes 

TP  S  At/  E  TIME  AND  M  -    -  " 


When  businesses  realize  how  much  time  —  and  thus  money 
—  they  can  save  by  streamlining  their  payment  processes, 
they  begin  to  search  for  solutions  that  are  more  efficient  and 
cost-effective  than  paper  checks.  One  such  solution  is  the  use 
of  purchasing  cards  that  currently  generate  transaction  cost 
savings  of  over  $23  billion  per  year.  Companies  are  now  look- 
ing for  additional  electronic  payment  tools  to  help  streamline 
the  procure-to-pay  process  for  the  broad  spectrum  of  goods 
and  services  they  purchase,  while  helping  them  better  man- 
age cash  position  and  reduce  costs. 

To  help  meet  this  growing  need  in  the  marketplace,  Visa 
developed  a  new  electronic  payment  service  that  can  handle 
payments  as  large  as  $10  million  at  a  time  that  also  provides 
more  detailed  information  on  every  transaction,  a  new  level 
of  visibility  into  cash  flow  and  significant  cost  savings  over 
checks.  The  first  payments  using  this  new  commercial  pay- 
ment solution  began  in  November  2003.  Now,  a  year  later, 
more  than  $3  billion  in  payments  have  been  made  using  Visa 
Commerce,  a  service  that  uses  the  traditional  Visa  network 


transactions  will  have  been  paid  using  payment  cards  or 
solutions  like  Visa  Commerce.  In  other  words,  this  is  only 
the  beginning  of  an  important  change  in  the  business-to- 
business  payments  market. 

Best  Practices  Save  Money 

Visa  collaborated  with  Deloitte  Consulting  to  develop  54 
Procnre-to-Pay  Best  Practices  as  part  of  its  commitment  to 
helping  companies  make  their  payments  process  more 
efficient.  Visa  and  its  member  banks  are  now  helping  their 
clients  implement  best  practices  through  a  suite  of  commer- 
cial payment  solutions: 

•  Visa  Purchasing  (for  goods  and  services) 

•  Visa  Corporate  (for  travel  and  entertainment) 

•  Visa  Fleet  (vehicle  needs  like  fuel  and  maintenance) 

•  Visa  Commercial  (a  one-card  offering  for  all  business 
purchases) 

•  Visa  Commerce  (for  high-value  transactions  such  as  raw 
materials  or  inventory) 
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The  Visa  Procure-to-Pay  Best  Practices  guide  companies  through  the 
process  of  making  procurement  more  efficient. 


to  handle  large  payment  transactions.  In  fact,  one  of  the  pay- 
ments was  a  single  transaction  over  $4  million,  with  the  same 
ease  and  benefits  as  when  using  a  commercial  credit  card. 

This  experience  is  the  latest  and  most  innovative  exam- 
ple of  what  organizations  can  accomplish  with  the  newest 
generation  of  payment  tools.  By  eliminating  the  high  pro- 
cessing costs  of  paper-based  checks,  purchase  orders  and 
invoices,  electronic  payment  methods  help  streamline  the 
procurement  process.  They  allow  companies  to  easily  gath- 
er and  manage  transaction  data  to  provide  a  clear  view  of 
their  payment  cycles  while  improving  efficiency.  They  can 
integrate  seamlessly  into  existing  financial  systems  to  help 
companies  group  and  analyze  spending  data  and  establish 
spending  limits  and  controls  by  division,  department  or 
even  individual  employee. 

Although  the  possibilities  are  exciting,  companies  are 
only  now  starting  to  integrate  such  tools  into  their 
procurement  processes.  Consider  this:  the  Commercial 
Consumption  Expenditure  (CCE)  Index,  established  by 
Visa,  projects  that  the  business-to-business  market  will 
reach  $14.5  trillion  by  the  end  of  2004.  Yet  only  2%  of  these 


For  example,  when  Visa  polled  a  number  of  companies 
about  the  results  of  using  these  payment  solutions  and 
implementing  best  practices,  the  results  pointed  to  con- 
siderable cost  savings.  One  company  in  the  construction 
sector  has  a  projected  savings  of  over  $600,000  after  just 
three  years  from  efficiencies  gained  by  streamlining  its  pay- 
ment processes.  Businesses  from  other  sectors  also  report 
savings  after  implementing  payment  card  programs  and  the 
accompanying  best  practices. 

Visa  is  the  world's  leading  payment  brand  and  largest 
payment  system.  Some  21,000  financial  institutions  world- 
wide rely  on  the  VisaNet  processing  system  to  facilitate 
$2.5  trillion  in  transactions  each  year.  In  the  year  ended 
June  30,  2004,  Visa  processed  a  record  $104.7  billion  in 
commercial  payments  in  the  U.S.  alone. 


For  more  information  about 
Visa  Commercial  Solutions, 

please  visit 
www.visa.com/commercial. 


VISA 


stock  has  climbed  from  $15  to  $39,  a  full- 
bodied  25  times  trailing  earnings.  This  year 
Rockwell  will  net  about  $300  million  on 
$4.3  billion  in  revenue,  the  lion's  share  from 
hardware,  software  and  maintenance  con- 
tracts (electric  motors  and  drives  make  up 
the  rest).  Thanks  to  recent  cost-cutting, 
sales  growth  of  5.5%  a  year  has  translated 
into  a  36%  annual  rise  in  earnings  per 
share.  Now  Nosbusch  has  to  ignite  the  top 


Rockwell  has  placed  big  bets  in  the  past 
to  preserve  its  programmable  controller 
business.  In  1994  it  led  a  movement  to  do 
away  with  proprietary  controls  that  had 
prevented  customers  from,  say,  mixing  and 
matching  its  controllers  with  other  manu- 
facturers' peripherals,  like  sensors,  moni- 
tors and  actuators  (powered  doohickeys 
that  control  valves,  levers  and  conveyors). 
Rockwell  lost  some  sales  but  was  forced  to 


pound  for  pound  of  intelligence,  Rockwell's 
boxes  are  roughly  30%  cheaper  than  ear- 
lier models,  says  Robert  Cornell,  a  Lehman 
Brothers  analyst.  That  means  Nosbusch  will 
have  to  sell  more  hardware  just  to  stay  even. 

Which  is  why  he  is  pushing  services, 
now  a  $700  million  business  for  Rockwell. 
Initially  the  effort  rankled  contractors 
who  used  to  work  with  Rockwell  and  now 
have  to  compete  with  it.  Some  dropped 


Rock  of  Ages 


Patient  investors  who  bought,  and  held,  stock  in  now-disassembled  conglomerate  Rockwell  International  in  1985  (when  it  gobbled 


up  Allen-Bradley)  would  have  made  25  times  their  money. 


$300,000      Value  of  $10,000  invested  12/31/84 
Year  markers  show  end-of-year  prices 
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1995:  Buys  electric- 
motor  maker  Reliance 
Electric  for  $1.6  billion. 


1997:  Spins  off  automotive 
business,  now  called 
ArvinMeritor  (ticker:  ARM). 


2001:  Spins  off  avionics  and 
communications  arm,  now  called 
Rockwell  Collins  (ticker:  COL). 


1985:  Buys  controlmaker 
Allen-Bradley  for  $1.6  billion 
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1996:  Sells  its  aerospace 
and  defense  arm  to  Boeing 
for  $3.2  billion. 


1998:  Spins  off  semiconductor 
unit,  now  called  Conexant 
Systems  (ticker:  CNXT). 


2003:  Allen-Bradlei 
celebrates  its  100th 
anniversary. 


Figures  include  dividends  and  spinoffs.  Formerly  Rockwell  International. 
Sources:  FT  Interactive  Data  via  FactSet  Research  Systems;  Rockwell  Automation. 
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line.  He  figures  he  can  boost  sales  6%  an- 
nually, absent  acquisitions,  through  2006. 

As  cyclical  businesses  go,  this  is  a  decent 
one.  Unlike  personal  computers,  controls 
have  a  long  working  life  because  the  cost  to 
replace  them  and  retrain  operators  and 
technicians  is  so  steep.  That  means  cus- 
tomers will  keep  coming  back  for  upgrades 
and  maintenance.  Rockwell  has  $20  billion 
worth  of  equipment  in  its  customers' 
plants,  some  of  it  dating  back  30  years. 

Before  then  automation  controls 
amounted  to  electrical  cabinets  filled  with 
banks  of  electromechanical  switches. 
Changing  lines  meant  rewiring  everything 
from  scratch.  In  the  late  1960s  Allen- 
Bradley  bought  a  small  outfit  that  made 
programmable  logic  controllers — custom 
minicomputers.  The  controller  looked  like 
a  window-mounted  air  conditioner  and 
could  be  programmed  to  run  machines  in 
different  sequences  without  rewiring  all 
those  cabinets,  a  huge  time-saver. 


design  better  sensors  and  the  like.  Later  it 
fended  off  personal  computer  manufac- 
turers by  making  special  adaptors  that  let 
PCs  talk  to  other  devices.  In  the  end  PCs 
proved  unreliable  on  the  plant  floor. 

Nosbusch  is  now  banking  on  a  line  of 
multipurpose  controls  that  are  catching 
on  at  places  like  Ford,  Procter  &  Gamble, 
Kraft  and  Timken.  For  years  Rockwell  and 
Siemens  have  trafficked  in  so-called  discrete 
controllers.  These  respond  to  sensors  that 
are  either  "on"  or  "off  and,  in  turn,  direct 
tools  to  be  either  on  or  off.  Process  con- 
trollers— the  domain  of  Honeywell  and 
Emerson — are  programmed  to  handle 
continuously  varying  data  from,  say,  tem- 
perature or  pressure  sensors,  and  to  direct 
devices  like  valves  or  pumps  to  respond  in- 
crementally. Rockwell's  new  controllers  can 
run  both  discrete  and  process  operations 
simultaneously. 

Of  course,  rivals  like  Siemens  have  de- 
veloped their  own  flexible  controllers.  And, 


the  company  from  their  supplier  lists. 
"There  was  a  lot  of  anxiety,"  says  Nos- 
busch. "It  hurt  our  business  for  a  while." 

In  2001  Rockwell  got  nearly  $50  million 
in  multiyear  contracts  when  Mercedes  dou- 
bled the  size  of  its  Tuscaloosa,  Ala.  plant, 
which  cranks  out  M-class  sport  trucks.  A 
third  of  that  is  for  controllers  and  sensors 
to  automate  bodywork,  painting  and  as- 
sembly. The  rest  is  for  services.  Forty  Rock- 
well engineers  are  on-site  to  help  manage 
spare  parts  and  train  factory  workers. 

Whether  all  this  will  allow  Rockwell  to 
survive  as  a  stand-alone  company  is  an- 
other matter.  "They're  going  to  have  to  be 
part  of  a  larger  entity,"  predicts  one  self-in- 
terested party,  Thomas  Kopanski,  president 
of  Siemens'  U.S.  automation  unit.  (Siemens 
says  it  has  no  plans  to  make  an  offer.) 

"It's  not  about  size,"  insists  Nosbusch. 
"Innovation,  and  our  intense  focus  on  our 
customers'  success,  will  allow  us  to  com- 
pete with  anyone,  anywhere,  anytime."  F' 
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Data  Rich  Transactions 


Versatile  Payment  Options 
Knowledge  Services 


Finding  data  that  will  help  take  your  company  to  the  next  level  doesn't  have  to  feel  like  a 
game  of  hide  and  seek.  Enter  Visa®  Commercial  Solutions.  A  suite  of  payment  services 
working  to  deliver  information  that  will  help  revolutionize  the  way  your  company  operates. 
Access  detailed  transaction  data  to  better  track  purchases  and  understand  spending 
patterns.  Gain  an  increased  ability  to  control  expenses  and  manage  supplier  relationships. 
Facilitate  compliance  to  company  and  regulatory  policy.  And  integrate  Visa  transaction  data 
into  your  expense  reporting,  general  ledger  or  other  back-office  financial  systems  to  help 
improve  operational  efficiency,  lower  administration  costs  and  acquire  greater  visibility  into 
your  company's  financial  position.  Rich  data.  Robust  tools.  Just  some  of  the  ways  Visa 
Commercial  Solutions  makes  the  business  of  paying  pay.  Visit  visa.com/commercial  or 
contact  your  financial  institution  for  more  information. 


It's  everywhere  you  want  your  company  to  be. 


VISA 


Who  Needs  a  Muse? 

Romance  novelist  Nora  Roberts  is  the  most  prolific— and 
best-paid— writer  in  America  |  By  Tomas  Kellner 


The  energizer  novelist:  Her  first  half-dozen  efforts  were  rejected,  but  Roberts  kept  writing  and  writing  and  writing. 


mm  ORA  ROBERTS  WON'T  WIN 
I  the  Nobel  Prize  in  Litera- 
■  ture — not    unless  they 
I  invent  a  new  category  for 
I  gross  revenue.  But  for 
■H  sheer  output,  few  people 
mm  can  touch  this  54-year-old 
novelist.  In  just  over  two  decades  she  has 
written  157  books  (7.9  million  words 
added  to  the  store  of  romance  fiction), 

200     FORBES"  November  15,  2004 


and  116  of  them  were  bestsellers.  Last 
year  she  sold  50  million  copies,  and 
stands  to  repeat  that  feat  again  this  year, 
lane  Austen  she  isn't — and  readily  admits 
it.  "I  don't  believe  in  inspiration,"  says 
Roberts  in  the  husky  voice  of  a  chain 
smoker.  "I  was  educated  by  the  nuns. 
They  are  a  lot  tougher  than  any  muse." 

Such  toughness  has  made  her  very 
rich.  She  grosses  $60  million  a  year.  That 


hardly  puts  her  within  broomstick-flying 
distance  of  J.K.  Rowling  ($147  million  per 
annum).  But  it  places  Roberts,  who  owns 
the  copyrights  to  all  her  books,  well  ahead 
of  better-known  scribes  like  John  Grisham 
and  Stephen  King,  who  earn  less  than  she 
does.  "I've  made  a  tremendous  living," 
says  Roberts,  who  has  dwelled  in  the  same 
house  for  25  years.  "I  have  the  luxury  to 
choose  a  simple  life." 
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Life  wasn't  always  so  luxuriously  sim- 
ple. Born  Eleanor  Marie  Robertson, 
Roberts  grew  up  in  an  Irish-American 
family  in  Silver  Springs,  Md.  with  four 
older  brothers.  After  graduating  from  a 
parochial  high  school,  she  skipped  college, 
married  at  17  and  moved  to  the  hills  of 
western  Maryland.  She  had  a  job  as  a  legal 
secretary,  which  she  hated,  but  soon  got 
pregnant  and  stayed  home.  During  a  par- 
ticularly bad  blizzard  in  1979,  after  an  end- 
less round  of  games  with  her  two  small 
sons,  Roberts  reached  for  the  pen.  What 
emerged  was  a  romance  yarn  she  called 


Melodies  of  Love.  It  was  sufficiently  close  to 
rubbish  that  Roberts  doesn't  want  to  dis- 
cuss it  even  now.  No  one  considered  pub- 
lishing it  or  the  half-dozen  or  so  other 
manuscripts  that  followed. 

Yet  Roberts  kept  writing.  Her  streak  of 
bad  luck  ended  in  1981,  when  romance 
publisher  Silhouette  accepted  Irish  Thor- 
oughbred, the  story  of  a  girl  from  the 
Emerald  Isle  who  comes  to  Maryland  and 
meets  a  studly  American  horse  farm 
owner,  whose  eyes  soften  at  the  birth  of  a 


foal.  After  a  few  intimate  escapades,  theyi 
wed.  And  so  was  born  a  formula  that  has 
been  successfully  replicated  and  varied 
time  and  again:  Girl  meets  manly  but  sen- 
sitive boy;  they  have  explosive  physical 
adventures  together  but  find  real  fulfill- 
ment in  marriage. 

Roberts  didn't.  She  and  her  husband 
split  up  in  1983.  She  started  writing  more 
or  less  every  weekday  from  8  a.m.  to  4 
p.m.  Two  years  later  Roberts  married 
Bruce  Wilder,  a  carpenter  who  came  to  her 


Roberts  has  written  157  books;  she  sold 
50  million  copies  worldwide  in  2QQ3. 


house  one  day  to  build  bookshelves. 
They've  lived  happily  ever  since.  And  why 
not?  He's  one  of  those  muscular  types 
with  a  softer  side:  Wilder  keeps  adding 
rooms  to  their  5,000-square-foot  house 
but  also  runs  Turn  the  Page,  a  bookstore 
in  nearby  Boonsboro. 

The  rest  of  the  1980s  Roberts  spent 
cranking  out  dozens  of  romances  for  Sil- 
houette and,  later,  for  Bantam  (now  part 
of  Bertelsmann).  Her  literary  life  changed) 
in  1992,  when  she  caught  the  eye  of  Phyl- 
lis Grann,  then  publisher  of  G.P  Putnam's! 
Sons,  and  Leslie  Gelbman,  an  editor  there.. 
"Her  books  were  much  more  complex 
and  textured  than  paperback  romance,"1 
recalls  Grann.  Her  protagonists — ranging 
from  Ukrainian  exiles  and  half-Apache 
drifters  to  Kansas  farm  girls  and  superstar 
Italian  chefs — occasionally  rose  above  the 
cardboard  high  enough  to  cast  a  shadow, 
Still,  "She  was  very  linear,"  says  Gelbman, 
who  has  been  editing  Roberts  ever  since 
and  is  now  president  and  publisher  of  the 
Berkley  Publishing  Group,  which,  along 
with  Putnam,  is  owned  by  Penguin, 
wanted  her  to  go  out  of  the  box." 

More  to  the  point,  the  Putnam  pair 
cannily  discerned  that  they  could  make  a 
lot  more  money — as  much,  they  thought 
as  client  Tom  Clancy — by  marketing  "big- 
ger" books.  Meaning:  more 
fleshed-out  plots,  a  deeper 
cast  of  supporting  charac- 
ters— even    a    push  ol 
Roberts'  romance  fiction 
into  more  unexpected  gen 
res  like  mystery  and  suspense.  Sc 
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'AUSTRALIA  IS  FULL  OF  OPPORTUNITY 
rOR  GROWTH-ORIENTED  COMPANIES. 

HE  TALENT  OE  AUSTRALIA'S  WORK  EORCE  AND  THE  SOPHISTICATION 
)F  ITS  FINANCIAL  SERVICES  INDUSTRY  HAVE  BEEN  ENORMOUS  ADVANTAGES 
"0  US  AS  WE  EXPAND  OUR  BUSINESS  IN  THE  ASIA-PACIFIC  REGION." 


i 


ONALD  E.  LOGUE,  CHAIRMAN  AND  CEO,  STATE  STREET  CORPORATION 


;te  Australia  |  the  place  to  grow  your  business  in  the  world's  fastest  growing  region 


in  pi 


few 


ustralia  is  the  contemporary  base  for  business  in  the  region  that 
ow  supports  almost  half  of  all  global  trade  -  the  Asia-Pacific. 


laving  just  been  ranked  as  the  most  resilient  economy  in  the  world, 
3r  the  third  year  in  succession  (WCY  2004),  Australia  offers  a  stable 
latform  for  investment. 

nd,  businesses  in  Australia  have  the  advantage  of  operating  in  the 
ame  time  zone  as  Asian  markets  as  well  as  having  their  business 
ay  overlap  with  those  of  Europe  and  the  US. 
ustralia  offers  a  unique  business  environment  that  reflects  an  affinity 
>ith  Asia,  the  US  and  Europe.  It  is  also  ranked  the  best  country  in  the 
/orld  in  which  to  live  and  work  (E1U  2004)  as  well  as  the  easiest  place 

the  world  in  which  to  start  a  business  (World  Bank  2003). 
lustralia,  it's  the  ideal  location  to  grow  your  business. 


i 


State  Street  Corporation  (STT) 

has  been  in  Australia  since  1985 
and  is  a  world  leading  provider  of 
services  to  institutional  investors. 

With  more  than  US$9.1  trillion  in 
assets  under  custody  and  in  excess 
of  US$1.2  trillion  under  management, 
State  Street  helps  clients  achieve  their 
business  goals  and  execute  their  global 
investment  strategies. 

State  Street's  services  are  focused  on 
investment  servicing,  management, 
research  and  trading. 

Their  leading  edge  technology,  a 
global  network  that  spans  more  than 
100  markets  and  offices  located  in  24 
countries,  allows  State  Street's  clients 
to  invest  in  virtually  any  world  market. 

In  Australia,  State  Street  has  found  a 
collaborative  financial  services  sector  that 
thrives  on  innovation  and  offers  their 
clients  unparalleled  regional  expertise. 


AUSTRALIA  |  AT  A  GLANCE 


Fourth  largest  investment  funds  under 
management  in  the  world  -  US$547b  (FEFSI) 

Largest  stock  market  in  the  region 

(ex  Japan)  and  the  eighth  largest  globally 

(FTSE  All-World  Index) 

One  of  the  lowest  cost  business  locations 
in  the  industrialised  world  (KPMG  2004) 

Financial  services  generates  11%  of  GDP 
(ABS  2003)  and  is  one  of  Australia's  fastest 
growing  sectors 

Lowest  risk  of  political  instability  in  the 
Asia-Pacific  region  (WCY  2004) 

Most  multilingual  workforce  in  the 
Asia-Pacific  (ABS  2004) 

Deregulated,  efficient  and  sound  financial 
services  sector  -  ranked  in  the  world's  top 
five  (WCY  2004) 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  without  visiting 

www.investaustralia.com 


mw. 


Ian  Government 


invest  Australia  and  the  New  South  Wales  Department  of  State  and  Regional  Development 
are  proudly  hosting  the  Forbes  Global  CEO  Conference  in  Sydney  in  August-September  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 


■s(  Australia 


they  hired  Roberts  to  write  six  books, 
three  hardcovers  and  a  paperback  trilogy, 
for  an  undisclosed  amount.  Grann 
decided  to  keep  the  trilogy  strictly 
romance  to  please  core  readers;  the  hard- 
cover books,  and  their  more  intricate  tales, 
were  intended  to  expand  that  audience. 
Those  retailed  for  $22  and  up,  compared 
with  $7  for  softbound  sagas.  The  book 
covers  underwent  a  metamorphosis,  too. 
They  dumped  cheesy  Fabio-like  images  in 
favor  of  more  sedate  jackets  dominated  by 
Roberts'  name  and  a  more  discreet  image 
(say,  a  cityscape  or  a  close-up  of  jewelry). 
The  idea  was  to  appeal  to  college-educated 
urban  women  and  make  them  more  at 
ease  when  they  took  her  books  to  the  cash 


chise,  a  series  of  1 9  grisly  murder  myster- 
ies- (Naked  in  Death,  Portrait  in  Death  and 
so  on)  set  in  gritty  New  York  City  in  the 
year  2059.  The  heroes  are  a  cop,  Eve  Dal- 
las, and  Roarke,  a  self-made  billionaire 
with  a  shady  past,  who  team  up  to  solve 
crimes  and  (of  course)  engage  in  steamy 
liaisons.  With  1 7  million  copies  in  print,  In 
Death  books  are  sold  under  the  pseudo- 
nym J.D.  Robb  ("J"  for  Jason  and  "D"  for 
Dan,  Roberts'  two  sons). 

Running  a  double  game,  Gelbman 
and  Grann  tried  to  create  a  little  nonfic- 
tional  intrigue,  exploiting  the  public's 
ignorance  that  the  two  authors  were 
really  one.  Posters  went  up  in  bookstore 
chains,  asking,  "J.D.  Robb  writes  as  what 


ular  bestsellers.  Mel  Gibson's  production 
company,  Icon,  has  optioned  the  wholt 
series  for  an  undisclosed  sum;  no  shoot- 
ing has  taken  place  yet. 

That's  fine  by  Roberts,  who  says  shd 
prefers  to  leave  all  the  selling  to  her  Man- 
hattan spinmistresses.  Roberts  hates  to  flv 
and  tours  just  once  a  year  to  promote  her 
books.  But  when  she's  on  the  road,  she's 
ubiquitous:  Promoting  her  latest 
romance,  Northern  Lights,  Roberts  spent) 
three  weeks  in  October  traveling  to  16 
cities  in  ten  states. 

The  Internet  is  her  preferred  mode  ol 
transportation.  While  Roberts  has  never 
visited  many  of  the  places  that  serve  as 
settings  for  her  books — the  Caribbean 


Her  publisher  spun  her  into  two  brands,  like  Coke  and  diet  Coke. 


register  or  read  them  on  the  bus. 

Not  easy  trying  to  repackage  a  romance 
writer.  By  the  time  her  contract  expired  in 
1995  the  trilogy  was  a  bestseller.  But  her 
hardbacks  at  first  fell  short  of  the  necessary 
100,000  copies  to  make  the  list.  Grann 
stepped  in  again.  "I  told  her,  'Don't  leave 
us  now,' "  she  remembers. "  'The  next  hard- 
cover is  going  to  break.'"  At  the  advice  of 
her  agent,  Amy  Berkower,  Roberts  set  her 
next  hardbound  effort  on  a  cattle  ranch  out 
West.  Grann  gave  it  a  soaring  title,  Mon- 
tana Sky,  and  launched  a  lavish  promotion 
push  in  March  1996,  including  one  of  the 
first  TV  commercials  plugging  a  book  and 
an  unusual  full-court  press  by  Putnam  with 
booksellers.  Within  days  the  book,  Roberts' 
100th  published  volume,  became  a  best- 
seller. It  has  sold  2  million  copies. 

Around  the  same  time  Roberts'  han- 
dlers wrestied  with  a  different  problem — 
how  to  deal  with  the  author's  hyper- 
graphic  output.  She  was  flooding  her 
publisher  with  up  to  six  book-length  man- 
uscripts a  year.  "We  couldn't  publish  as 
fast  as  she  could  write,"  says  Grann. 
Berkower  suggested  a  brand-new  category 
of  romance  novels  under  a  nom  de  plume. 
At  first  Roberts  resisted  both  suggestions. 
But  Berkower  explained  that  Grann  would 
spin  her  into  two  brands,  like  Coke  and 
diet  Coke.  "This  lightbulb  went  off  in  my 
head,  and  I  thought,  'Oh,  it's  marketing!'" 
says  Roberts. 

So  was  launched  the  In  Death  fran- 


other  bestselling  romance  novelist?  Ask 
your  bookseller."  First  released  in  paper- 
back to  snare  the  largest  possible  audi- 
ence, In  Death  books  shamelessly  hooked 
readers  on  sequels  by  including  an 
excerpt  from  the  sequel  in  the  back  of  the 
book — a  rip-off  of  television's  tried-and- 
true  use  of  previews  and  coming  attrac- 
tions. Putnam  hoped  to  tease  the  sus- 
pense as  long  as  possible,  "outing"  J.D. 
Robb  as  Nora  Roberts  in  2001 — with 
poster  displays  in  bookstores — by  which 
time  the  In  Death  books  had  become  reg- 


By  the  Numbers 


Stripped  Down 

Astonishingly,  sales  of  romance 
fiction  declined  13%  last  year. 


was  spent  on 
romance  novels  last  year. 

new  titles  of  romance 
fiction  were  published  in  2003. 


of  all  popular  fiction  sales 
were  romance  tales. 

year-old  women 
are  the  sweet  spot,  representing  46% 
of  all  romance  readers. 


(The  Reef),  Mexico  (Risky  Business)  and 
the  wilds  of  Alaska  (Northern  Lights),  for 
example — she  gropes  her  way  there  by 
spending  a  lot  of  time  online.  It's  through 
her  PC  that  she  stays  in  touch  with  fans* 
Every  two  months  she  e-mails  a  free 
newsletter  to  50,000-plus  subscribers.  Her 
Web  site,  entirely  self-financed,  attracts 
1 10,000  unique  visitors  a  month  and  sells 
a  modest  number  of  books,  blankets,  T 
shirts  and  book  bags. 

Her  output  doesn't  have  the  staying 
power  of,  say,  Dan  Brown's  The  Da  Vinci 
Code,  which  has  spent  82  weeks  on  the 
New  York  Times  list.  (Her  works  have 
spent  a  combined  79  weeks  as  queens  ofi 
that  heap.)  So  Roberts  &  Co.  must  devise 
new  ways  to  keep  goosing  sales.  One  is  to 
guide  readers  to  her  other  books  via  The 
Official  Nora  Roberts  Companion,  a  $16* 
450-page  guide  to  her  oeuvre,  updated! 
annually.  Another  is  to  push  overseas,, 
where  her  novels  have  been  translated  into 
25  languages,  including  Thai,  Indonesian 
and  Estonian.  Then  there  are  the  reprints 
and-  reissues  of  titles  already  in  print.  To 
avoid  confusion,  this  has  necessitated 
putting  stickers  on  new  releases  that  desig- 
nate them  as  such. 

But  mostly  it  depends  on  Nora 
Roberts  herself,  spinning  her  latest  tales, 
at  the  rate  of  three  paperbacks  and  three 
hardbound  books  a  year.  That's  300,000 
words,  probably  more  than  most  Ameri- 
cans read.  F' 
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ECHNOLOGY 

EPORT 


Last  Year,  Our  Portfolio 
Of  Tech  Winners  Was 

Up  123.5* 


George  Gilder,  Editor  In  Chief 


'According  to  the  independent  Hulbert  Financial  Diges 


Tech  stocks  are  back,  and  so  is  runaway  speculation! 

To  profit  from  the  sweet  spot  of  this  technology  resurgence 
you  need  to  know  what  is  fact  and  what  is  merely  spin. 


p  iap  huge  profits  from  the 
M  all-optical  Internet! 

i  Internet  is  about  to  undergo  a  second  and 
in  greater  revolution,  the  conversion  from 
ctrons  to  photons  (light)  -  in  everything  from 
iters  and  servers  to  home  computers,  cell 
ones,  cameras  and  video  recorders.  The 
n  technology  is  better ...  faster ...  cheaper ... 
1  :  ire  secure  ...  less  power  hungry  ...  and  about 
-.H;  Iturn  the  entire  chip  world  on  its  head. 

nny  of  Wall  Street's  currently-favorite, 
;  ih-flying  technology  stocks  are  headed  for 
all  while  others  will  increase  earnings  a 
idredfold  and  reward  astute  investors  with 
Dstantial  gains. 


succeed  long-term  as  a  technology  investor, 
j  need  a  solid  understanding  of  what  is 
hnologically  superior,  and  which  companies 
I  survive  and  prosper  because  they  have  a 
id  lock  on  a  technology  of  the  future. 


To  realize  long-term  gains  from  today's  volatile 
technology  sector,  you  need  to  arm  yourself 
with  the  facts  and  information  to  separate 
tomorrow's  winners  from  the  many  sure  losers. 
And  that  in  a  nutshell  is  what  the  Gilder 
Technology  Report  is  all  about. 

FREE  REPORTS:  4  tech  stocks 
to  double  and  triple  your  money! 

Despite  the  bursting  of  the  so-called  tech 
bubble,  we're  still  in  the  early  stages  of  the 
real  Internet  revolution.  The  fact  is  that  high- 
speed broadband  is  still  available  to  only  22% 
of  U.S.  homes.  But,  that's  about  to  change 
and  when  it  does  a  few  of  the  best-positioned 
companies  will  ride  a  wave  of  profits. 

You'll  find  in-depth  information  on  all  4  of 
these  companies  in  the  4  free  reports  you'll 
receive  with  your  money-saving,  trial  sub- 
scription to  the  Gilder  Technology  Report: 


Don't  let  this  opportunity  to  make  huge  profits 
pass  you  by  and  don't  get  caught  up  in  the 
tech-frenzy  hype.  Find  out  what's  really  going 
on  in  the  world  of  information  technology  with 
a  money-saving  trial  subscription  to  the  Gilder 
Technology  Report. 


e  Gilder  Technology  Report  is  about  tech- 
'logy,  not  the  short-term  gyrations  of  the 
nek  market.  Our  mission  is  to  understand 

latest  technologies  at  a  fundamental  level 
id  to  know  which  will  earn  a  legitimate  place 
j  tomorrow's  economy. 

rsca 

mi  100,000  turned  to  $223,500 

'    just  12  months! 

1 2003,  as  the  market  emerged  from  its 
;  /ear  slump,  subscribers  to  the  Gilder 
chnology  Report  could  have  profited 
II  ndsomely  by  following  our  advice  with 
jain  of  1 23.5%  for  the  year. 

ice  its  launch  in  1 996,  the  stocks  recom- 
nded  in  the  Gilder  Technology  Report  have 
tperformed  the  NASDAQ  by  a  hefty  89.23%! 

s,  tech  stocks  are  hot  once  again,  but,  as 
is  the  case  in  the  late  1 990s,  many  investors 
chasing  great-sounding  stocks  that  harbor 
al  flaws. 


|  ANALOG  CHIP 
REVOLUTION 

THE  CHINA 
PHENOMENON  I 

The  convincing 
story  of  what  may 
be  the  single  most 

exciting  stock  of 
the  decade. 

How  to  cash  in  1 
on  the  fastest  I 
growing,  most  I 
profitable  market  1 
in  the  world.  f 

4  Free  Reports! 

■  BROADBAND 
1  RIDES  AGAIN 

\   EZ  PROFITS  M 
WITHEZchip  1 

Why  the  Internet 
revolution  has  not  yet 
reached  the  U.S.  and 

how  to  reap  huge 
profits  when  it  arrives. 

How  a  single  $28  chip  I 
will  soon  do  the  work  I 
of  costly  routers  I 
and  switches  in  I 
high-speed  networks.  | 

Subscriber 
Reservation  Form 

^  Yes!  Please  enter  my  trial  subscription 
to  the  Gilder  Technology  Report  at  the  special 
introductory  rate  of  just  $1 95  for  a  full  year 
(1 2  monthly  issues),  a  savings  of  $405  off  the 
single-issue  cost,  plus  unlimited  access  to 
the  proprietary  Website  and  GTR  subscriber 
message  board.  Also,  rush  me  copies  of  all 
4  FREE  Reports.  I  may  cancel  at  any  time  for 
a  prompt  refund  on  all  un-mailed  issues. 

Method  of  Payment: 

J  $1 95  check  enclosed  (pay  to  Gilder  Techology  Report) 
Charge  my  credit  card: 

□  Visa  J  MasterCard  J  Amex  J  Diners  Club 


Card  Number 


Exp.  Date 


Signature 


Name 


Address 


City/Town 


State 


Zip 


Email  Address  (to  receive  FREE  updates  and  alerts) 

Mall  to:  Gilder  Technology  Report, 
PO  Box  5475,  Harlan  IA  51593-4975 

Or  call  toll  tree: 

1-800-292-4380 
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Sreakers  

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Humbled  Giant 

Now  is  a  great  time  to  be  selling  oil,  at  $55  per  barrel. 
ExxonMobil  stock  is  up  20%  this  year,  and  BP  19%.  But 
poor  Royal  Dutch/Shell  Group,  the  third-largest,  behind 
the  other  two,  took  a  hammering  after  admitting  in  Jan- 
uary that  it  had  overstated  its  oil  reserves,  which  led  to 
the  ouster  of  its  chairman  and  other  officers.  Shell  this 
summer  agreed  to  pay  a  $120  million  federal  fine.  The 
Anglo-Dutch  giant  will  need  to  spend  mightily  to  fix  its 
operations  and  add  to  reserves. 

The  bad  news  smells  like  a  value  play  to  Peter  D. 
Schiff,  president  and  chief  global  strategist  at  Euro  Pacific 
Capital.  He  discounts  the  presumption  that  high  petro- 
leum prices  will  abate  and  hurt  oil  stocks — the  industry's 
historical  pattern.  For  now  Shell  is  doing  well:  In  2004's 
first  half,  revenue  climbed  17%  to  $157  billion  and  earnings  7% 
to  $8.7  billion.  For  the  third  quarter,  announced  after  we  went  to 
press,  analysts  expect  an  earnings  surge  of  around  60%. 

There's  gossip,  quickly  denied  by  both  parties,  that  a  deal 
is  in  the  works  in  which  Total  will  acquire  a  big  chunk  of  Shell. 
Wall  Street  also  expects  the  Dutch  and  British  holding  com- 
panies to  merge,  creating  a  simpler  management  structure 


and  one  stock.  Now  you  have  a  choice  of  two  American 
Depositary  Receipts:  ROYAL  DUTCH  PETROLEUM  (53,  RD)  and  SHELL 
TRANSPORTATION  &  TRADING  (46,  SC). 

The  twin  stocks  have  limped  back  to  where  they  were  before! 
their  January  massacre.  The  huge  run-up  in  rivals'  stock  means 
Shell,  at  14  times  trailing  earnings,  is  cheaper  than  its  biggeC 
rivals:  Exxon  and  BP  are  at  17.  — Phyllis  Berman 


Stock  price 


Chicken  Littles 

Betting  that  the  protein-rich  Atkins  Diet's 
popularity  is  waning,  short-sellers 
have  been  pecking  away  at  cal  MAINE 
FOODS  (ll,  CALM),  the  country's  largest  egg 
producer.  The  short 
interest  comes  to 
78%  of  the  com- 
pany's float. 

The  bears  are 
focused  on  the  de- 
cline in  the  whole- 
sale egg  price,  from 
$1.39  a  dozen  a  year 
ago  to  60  cents  now.  As  a  result,  sales 
for  Cal-Maine's  fiscal  first  quarter, 
ended  Aug.  28,  drooped  11%  to  $102 
million,  and  it  fell  into  the  red  by 
$887,000.  Adding  to  the  pessimism: 
Chief  Executive  Fred  R.  Adams  Jr.  and 
his  lieutenants  earlier  this  year 
unloaded  some  stock. 

Regardless  of  what  happens  to  diet 
crazes,  eggs  won't  soon  go  off  the  Amer- 
ican menu.  The  company  makes  a  good 
case  that  chicken  feed  prices  are  on  the 
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way  down,  which  should  help  the  bot- 
tom line.  Plus,  it  has  embarked  on  a  buy- 
back  of  2  million  shares,  or  20%.  It 
trades  at  4  times  trailing  earnings  and  1.9 
times  book  value. 

Adams  is  urging  investors  to  refuse  to 
lend  shares  to  the  shorts.  If  you  can  buy 
this  solid  but  thinly  traded  stock,  do  so. 

— Elizabeth  MacDonald 

Genetic  Code 

BIOMARIN  PHARMACEUTICAL  (4,  BMRN)  is  the 

classic  biotech,  convertible-debt-laden  and 
intensely  unprof- 
itable. But  Quinterol 
Mallette,  portfolio 
manager  at  Mallette 
Capital  Management, 
argues  that  Aldu- 
razyme,  BioMarin's 
treatment  for  a  chil- 
dren's enzyme-defi- 
ciency disease,  is  about  to  take  off.  What's 
more,  BioMarin  acquired  Ascent  Pediatrics, 
a  profitable  biotech  with  its  own  pediatrics 
sales  force.  — Allison  Fass 


Penny-Pinched 

Faced  with  a  choice  between  quality  and 
quantity,  family  dollar  (27,  fdo)  chose  the 
latter.  The  decision  isn't  paying  off.  A 
fast-growing,  5,500- 
store  retailer  that 
sells  most  of  its 
wares  (food,  house- 
wares, toys)  for  less 
than  $10,  Family 
Dollar  suffers  from 
understocked  and 
disheveled  outlets. 

In  addition,  earnings  growth  is  slow- 
ing— up  6%  to  $263  million  in  the  fiscal 
year  ended  in  August  from  double  digits 
before — and  inventories  are  rising,  says 
A.G.  Edwards  analyst  Robert  F. 
Buchanan.  Same-store  sales  growth  for 
the  fourth  quarter  slowed  to  0.7%  versus. 
4.6%  the  year  earlier,  while  growth  in 
sales  per  square  foot  fell  into  negative  ter- 
ritory, at  -0.1%  from  a  3.7%  gain  before. 

Family  Dollar  looks  overpriced  at  181 
times  trailing  earnings.  We  say  short  it;, 
cover  at  $20.  — Daniel  Kruger 


RULE  #7 

EVEN  THE  BEST  JOCKEYS 
NEED  A  GOOD  HORSE 


vestment  management,  the  tools  you  rely  on  have  to  be  as  good  as  you  are.  Reuters 
|l  ents  data  in  a  way  you  can  control.  Now  you  can  quickly  filter  research  and  customize 
:s,  so  you  can  focus  on  reports  from  your  most  trusted  brokers.  And  that's  just  one 
we  can  give  you  both  an  easier  ride  and  a  better  result,  reuters.com/assetmanagement 


REUTERS  # 


KNOW.  NOW. 


James  Grant 


Where  to  Find 
A  Good  Yield 


THE  CREDITOR  CLASS— THAT'S  YOU,  GENTLE  READER— 
is  starved  for  income.  Your  bank  pays  you  nothing. 
Junk  bonds  pay  a  pittance.  At  6%  they  yield  what  the 
ten-year  Treasury  did  just  four  years  ago.  What  to  do? 
I  have  a  deceptively  simple  solution,  or,  rather,  a  partial 
solution,  to  offer. 

Not  before  I  declare  an  interest,  though.  I  am  a  shareholder 
in  the  company  I  am  about  to  name,  and  I  am  friends  with  some 
of  its  senior  managers.  That  said,  I  crown  this  mortgage  real 
estate  investment  trust  "the  Best  of  a  Sorry  Lot  of  Income-Pro- 
ducing Alternatives."  It  pays  a  50-cent  quarterly  dividend,  for 
now.  That's  an  annual  yield  of  1 1.8%  a  year — for  now. 

Annaly  Mortgage  Management  (17,  nly)  is  a  thrift  institution 
without  walls  and  without  deposits.  It  buys  mortgage-backed 
securities.  It  finances  those  securities  in  the  capital  markets. 
When  the  cost  of  its  borrowings  is  lower  than  the  yield  on  its 
mortgage  securities,  that  is  a  good  thing.  Balance-sheet  leverage 
makes  this  good  thing  better. 

You  won't  easily  confuse  Annaly  with  a  Christmas  Club  sav- 
ings account.  To  begin  to  appreciate  the  complexities  of  the 
business  model,  imagine  yourself  in  the  seat  of  the  chief  execu- 
tive officer.  You  are  out  buying  mortgage-backed  instruments 
with  a  weighted  average  yield  of  3%.  You  are  financing  them 
with  repurchase  agreements  that  cost  you  1.5%.  You  have  $1.5 
billion  in  equity  capital.  You  have  $17  billion  in  assets.  This 
almost  sounds  simple. 

But  wait:  You,  the  chief  executive,  are  managing  a  portfo- 
lio of  financial  dynamite.  Mortgage-backed  securities  are 
volatile.  The  mortgages  behind  them  are  callable.  And  they 
are  callable  at  par  at  the  whim  of  the  mortgagor.  Too  bad  they 
cost  you  102  cents  on  the  dollar.  That  2%  premium  must  be 
written  off  when  the  homeowner  refinances.  So,  Mr.  or  Ms. 
Annaly  chief  executive,  what  are  the  odds  of  another  mortgage 
refi  boom? 

While  you  are  weighing  that  imponderable,  give  some 
thought  to  the  structure  of  your  portfolio.  How  much  in  fixed 
rate?  How  much  in  floating?  How  much  in  triple- A- rated  secu- 
rities? How  much  in  the  higher-yielding,  lower-rated  kind? 
Not  to  put  too  much  pressure  on  you,  but  please  bear  in 


mind  that  a  slight  miscalculation  could  prove  costly  in  a  portfo- 
lio leveraged  (as  is  Annaly's)  between  8-to-l  and  12-to-l.  Nor 
should  you  fail  to  give  due  consideration  to  the  options  embed- 
ded in  the  mortgage-backed  assets  you  own.  The  volatility  of 
those  options  gives  employment  to  some  of  the  best  mathemat- 
ical minds  on  Wall  Street. 

Michael  A.J.  Farrell  is  the  real-life  Annaly  chief;  Wellington 
Denahan-Norris  is  his  real-life  deputy.  And  the  real-life  Annaly 
portfolio  consists  of  70%  floating-rate  assets  and  30%  fixed- 
rate.  All  assets — Fannie  Mae,  Ginnie  Mae  and  Freddie  Mac 
mortgage  passthroughs  and  debentures — carry  a  triple-A  rat- 
ing, actual  or  implied.  At  June  30  the  investment  portfolio  was 
leveraged  9.9-to-l. 

What  can  this  pile  of  assets  reasonably  be  expected  to 
return?  Farrell's  standard  reply  is  "3.5  to  5  percentage  points 
over  the  ten-year  Treasury,"  but  Denahan-Norris  and  he  have 

consistently  beaten  that  hur- 
dle. Over  the  past  seven  years 
(ten  years  including  the  record 
of  a  preceding  investment 
fund),  they  have  returned  an 
average  of  16%  on  equity.  At 
its  recent  price  Annaly  was 
trading  at  a  39%  premium  to 
book  value. 

Given  that  the  mortgage 
market  is  fairly  efficient  and 
given  that  leveraged  interest- 
rate  speculators  are  famously 
prone  to  blowups,  how  do 
they  do  it?  Can  they  keep  on 
doing  it? 

"It's  all  very  well  in  prac- 
tice," the  skeptics  may  say,  "but  what's  the  theory?"  Annaly  is  the 
low-cost  provider  in  the  mortgage  REIT  industry  (at  0.13%  of 
gross  assets  yearly,  it  charges  one-third  of  the  group's  average 
expenses).  For  the  past  two  years,  Farrell  says,  the  company  has 
prepared  for  a  flattening  of  the  yield  curve — i.e.,  for  less  daylight 
between  short  rates  and  long  rates.  Such  preparations  have  nec- 
essarily penalized  the  bottom  line.  But  to  its  credit,  management 
knows  what  it  doesn't  know.  And  among  the  things  it  doesn't 
know  is  the  future. 

"Remember,"  says  Farrell,  "Annaly  came  of  age  in  the  time 
of  an  inverted  curve" — i.e.,  1997-98,  when  short  rates  were 
intermittently  higher  than  long  ones.  Such  trials  inculcated  in 
management  a  due  respect  for  the  power  and  unpredictability 
of  nature.  "My  experience  in  this  regard,"  he  adds,  "is  that  it  is 
better  to  be  early  playing  defense,  rather  than  late,  even  if  it 
means  you  leave  a  few  dollars  on  the  table,  which,  despite  our 
success,  we  have." 

So  maybe  this  is  the  theory  of  Annaly:  The  management 
knows  it's  a  mortgage  REIT  and  not  the  world's  hottest 
hedge  fund.  F 


With  rates  still 
low,  where  can 
you  get  decent 
income?  One 
mortgage  REIT 
can  pay  you 
11.8%  while  still 
avoiding  a  lot  of 
risky  credits. 


pQCl^t^J}  I  ^ames  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
^MMBMncom      Visit  his  home  page  at  www.forbes.com/grant. 
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by  Ned  Barnholt 
lhairman,  President  and  CEO 
Agilent  Technologies 


':;  Agilent  Technologies 
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One  of  the  far-reaching  effects  of  globalization  is  much  greater  eco- 
nomic parity  among  Europe,  Asia  and  the  Americas.  These  regions 
are  far  more  equal,  in  terms  of  their  economic  strength  and  influence, 
than  at  any  time  since  the  end  of  World  War  II.  This  creates  exciting 
market  opportunities  and  unprecedented  competitive  challenges  for 
businesses  of  all  kinds. 

A  consequence  of  this  parity  is  intensified  economic  competition 
among  nations  and  greater  competition  no  matter  where  a  company  is 
based.  The  outcome  of  this  competition  increasingly  depends  on  a 
company's  ability  to  create  intellectual  property  (IP)  that  gives  it  a 
sustainable  advantage  in  the  marketplace.  The  key  to  significant  IP,  and 
thus  the  key  to  winning,  is  innovation. 

I  think  there  are  core  principles  of  innovation  in  a  global  economy 
that  companies  and  leaders  can  benefit  from  focusing  on. 

First,  people  are  the  key,  but  leaders  must  create  the  environment.  In 
a  global  economy,  innovation  depends  more  than  ever  on  the  ability  to 
attract  and  retain  top  talent  and  to  create  an  environment  where  talented 
people  can  thrive.  That  environment  permits  people  to  take  risks  and  sets 
the  expectation  that  they  will  do  so.  But  even  with  that  expectation  in 
place,  it's  impossible  to  create  an  environment  for  innovation  solely  from 
the  top  down.  People  at  all  levels  of  an  organization  need  the  authority  to 
make  decisions,  the  resources  to  implement  them  and  the  freedom  to 
apply  their  creativity  to  the  most  critical  challenges. 

Second,  innovation  is  impossible  to  schedule,  but  structure  matters. 
A  key  part  of  that  structure  is  allocating  appropriate  resources  to  advanced 
research.  This  research  has  a  time  horizon  of  at  least  three  to  five  years 
and  is  fully  independent  of  the  firm's  business  units.  This  research  also 
needs  to  be  organized  to  optimize  breakthrough  thinking;  replicating  the 
current  organizational  structure,  or  aligning  with  today's  target  markets, 
can  be  counterproductive.  It's  often  better  to  align  advanced  research  with 
fundamental  technology  disciplines,  such  as  radio-frequency  and 
microwave  electronics,  or  to  explore  possibilities  that  exist  where  current 
industries,  such  as  electronics  and  biochemistry,  are  converging. 

Finally,  no  matter  where  it  originates,  just  about  every  innovation 
starts  with  dissatisfaction  with  the  status  quo  —  a  belief  that  it's  always 
possible  to  do  something  better  or  something  that  no  one  has  done 
before.  That  belief  is  the  starting  point  for  breakthroughs  that  will 
change  the  world. 


nvestor  John  W.  Rogers  Jr. 


Bench-Pressed 


BENCHMARKS  ARE  A  BIG  PART  OF  HOW  INVESTORS 
make  decisions.  Each  quarter  investors  pore  over  the 
results  from  individual  stocks,  mutual  funds  and 
other  types  of  portfolios — and  then  compare  them  to 
an  index,  a  broad  basket  of  stocks  in  their  category.  If 
a  stock  or  fund  trails  the  benchmark's  performance  for  only  a 
quarter,  a  distressing  number  of  investors  sell.  Bad  idea. 

The  most  common  benchmark  for  large-cap  domestic 
stocks  is  the  S&P  500.  Small  caps  and  midcaps  are  measured  by 
other  Standard  &  Poor's  yardsticks  and  ones  from  Russell,  too. 
Foreign  stocks  have  various  Morgan  Stanley  Capital  Interna- 
tional indexes.  For  mutual  funds  Lipper  produces  several  bench- 
marks to  track  different  fund  styles.  Like  professional  athletes, 
we  money  managers  live  and  die  by  the  scores. 

Benchmark  comparisons  can  be  useful,  but  only  up  to  a  point. 
Too  often  they  prompt  investors  to  prematurely  sour  on  a  good 
stock  with  temporary  problems  and  to  make  an  unwise,  short- 
term  decision.  The  road  to  investment  riches  is  paved  with  pa- 
tience and  judiciousness.  If  a  stock  or  a  mutual  fund  falls  short  of 
its  benchmark  for  the  quarter,  relax.  You  should  be  concerned  only 
if  it  lags  behind  for  a  very  long  time,  over  different  market  cycles. 

Also  understand  that  benchmarks  are  hardly  infallible  tools. 
Benchmarks  vary  enormously  within  the  same  stock  category 
because  they  are  constructed  differendy  by  different  organiza- 
tions. A  pro  basketball  court  has  identical  dimensions  no  matter 
what  the  arena.  The  free  throw  line  is  always  15  feet  from  the 
basket.  If  only  the  same  were  true  for  the  stock  market  bench- 
marks that  have  proliferated  in  the  last  two  decades. 

Let's  look  at  value  midcaps,  for  which  the  S&P  Midcap  400 
Value  and  the  Russell  Midcap  Value  are  the  benchmarks  of 
choice.  Over  the  nine  months  ended  Sept.  30,  the  Russell  gained 
9%,  while  the  S&P  grew  just  6%.  For  this  year's  third  quarter  the 
Russell  index  was  up  1.7%  while  the  S&P  alternative  lost  0.8% — 
a  2.5  percentage  point  difference.  If  your  midcap  stock  gained 
1%  in  the  quarter,  do  you  have  a  loser  or  a  winner? 

The  Russell  index  did  better  because  it  is  overweighted  in 
financial  services  (33%) 
versus  the  S&P  bench 


weighted  in  tech  (6%  versus  9%).  Real  estate  investment  trusts 
helped  by  solid  occupancy,  and  regional  banks,  where  buyout  spec 
ulation  is  rife,  have  propelled  the  finance  sector.  And  tech  has  been 
in  the  dumps. 

At  least  large-company  benchmarks,  namely  the  S&P  500  anc 
the  more  encompassing  Russell  3000,  usually  give  the  sann 
results,  or  very  close.  In  the  third  quarter  the  S&P  and  Russel 
composites  both  lost  1.9%;  for  the  nine  months  the  S&l 
increased  1.5%  and  the  Russell  1.6%.  The  biggest  500  stock 
within  the  Russell's  3,000-name  basket  are  so  hefty  that  the] 
overwhelm  the  entire  group.  No  stock  in  the  small-  and  midcar. 
indexes  is  sizable  enough  to  dominate. 

So  instead  of  worrying  about  benchmarks,  I  am  focusing  mj 
energies  on  finding  the  best  stocks  in  them.  For  example,  th< 
world's  largest  toy  manufacturer,  Mattel  (17,  mat),  is  found  in  th« 
Russell  Midcap  Value  Index,  which  it  has  trailed  this  year  as  itj 

price  has  slumped  amid  fla 
sales  and  weak  earnings.  Still 
this  59-year-old  compan) 
boasts  a  stellar  lineup  of  big- 
name  brands,  including  Hoi 
Wheels  and,  perhaps  the  fairesi 
of  them  all,  Barbie,  which  rep- 
resents 20%  of  sales  and  35% 
of  profitability.  Lately  the  BratJ 
doll  line  by  MGA  Entertain- 
ment has  challenged  Barbie' 
popularity. 

But  Mattel's  chief  execu- 
tive, Robert  Eckert,  a  veterar 
consumer  products  hand  (23 
years  at  Kraft),  is  not  playing 
around.  He  has  refocused  Mat- 
tel by  strengthening  its  balance  sheet,  streamlining  operations 
and  controlling  costs.  At  15  times  trailing  earnings  Mattel  trades 
at  a  26%  discount  to  my  private  market  value  estimate  of  $23. 

Greater  Bay  Bancorp  (31,  GBBK)  is  a  member  of  both  the  Russell 
2000  Value  Index  and  the  S&P  400  Value  Index.  It  beat  them  in 
the  third  quarter,  but  not  for  the  nine  months.  After  the  tech 
wipeout  in  its  San  Francisco  base  of  operations  Greater  Bay 
nevertheless  has  done  well  by  gaining  both  retail  and  commer- 
cial customers.  It  trades  at  20  times  earnings  and  at  a  26% 
discount  to  my  $42  valuation  estimate. 

After  a  brief  summer  slump  based  on  misplaced  Wall  Street 
fears  about  higher  raw-material  prices,  Mohawk  Industries  (82, 
MHK)  showed  it  shouldn't  be  swept  under  the  rug.  The  nation's 
leading  floor-covering  maker  beat  both  the  Russell  and  S&P  mid- 
cap  value  indexes  for  nine  months  and  for  the  third  quarter. 
Mohawk,  at  15  times  earnings,  is  well  diversified  (from  carpets  to 
ceramic  tile  to  vinyl  flooring).  Dealer  relations  and  customer 
satisfaction  are  superb.  A  good  value  at  29%  below  my  $106 
intrinsic-value  estimate.  F 


The  index  you 
use  to  measure 
your  fund's  or 
stock's  showing 
has  only  limited 
value.  Don't  live 
and  die  by  what 
it  says  for  the 
last  quarter. 


mark  (27%)  and  under- 
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3X  optical  zoom  ^ 
5.0  megapixels 


A  Camera  With  Style...EXILIM 


irtaiij 

Sleek.    Stylish.    EXILIM,    from    CASIO,  the 
inological   experts   in   all   things   compact  and 
,  .ivating.  CASIO  was  one  of  the  first  manufacturers  to 

.  ite  a  consumer  digital  camera  with  an  LCD  screen.  No 

lent 

.  der  we  offer  some  of  the  biggest,  brightest  viewscreens 


Large  2.5"  LCD  screen 

Extra-long  battery  life.  400  images*  on  a  single  charge. 


ind.  And  EXILIM  is  packed  with  all  the  latest  features 
so  small  and  light,  you  can  take  it  with  you  anywhere, 
ting  and  sharing  pictures  has  never  been  easier.  It's 
IM.  It's  CASIO.  Where  innovation  is  the  inspiration 
nd  everything  we  do 

$23 

lussi 
emi 


4.0  megapixels 
3x  optical  zoom 
Extended  battery  life 


® 


'A  stanuards  measurements. 


exilim.casio.com 


Absolute  Return  LisaW.  Hess 


War  Refuges 

DNE  OF  THE  VERY  FIRST  LESSONS  OF  MACROECONOM- 
ics  is  that  economies  can't  thrive  while  simultaneously 
overproducing  both  guns  and  butter.  But  that  is  what 
we  are  doing  right  now  in  the  U.S.  The  Federal 
Reserve  is  stimulating  consumer  demand  with  low 
rates  while  the  Administration  is  running  enormous  deficits 
fighting  in  Afghanistan  and  Iraq.  A  war  and  terrorism  burden  of 
$200  billion  and  counting  will  inevitably  lower  economic 
returns  to  domestic  stockholders  and  crowd  out  more  produc- 
tive uses  of  capital. 

The  war-related  economic  drag  will  not  be  over  soon. 
Since  religion  is  involved,  this  struggle  will  last  years  and 
years,  if  not  decades.  The  "war  on  terrorism"  is  a  polite  way 
of  referring  to  a  conflict  between  radical  Muslims  and  main- 
stream followers  of  the  Judeo-Christian  tradition.  Unlike 
rebels  in  places  like  Northern  Ireland,  Mideast  radicals  aren't 
open  to  compromise. 

A  guns-and-butter  imbroglio  must  inevitably  shift  assets 
away  from  the  U.S.  dollar  and  equity  markets.  We're  getting 
double-whammied  by  a  policy  producing  a  trade  deficit 
approaching  $50  billion  per  month,  or  6%  to  7%  of  gross 
domestic  product.  We  depend  on  foreign  investors  to  bail  us  out 
by  buying  Treasurys  and  other  domestic  instruments.  The  day 
they  no  longer  do  will  be  dark  indeed.  With  the  U.S.  embarked 
on  such  a  self-defeating  path,  it  is  folly  to  keep  the  bulk  of  your 
portfolio  in  domestic  issues. 

Where  should  you  put  it?  While  addressing  that  question, 
first  realize  that  you  should  never  be  distracted  by  economic 
influences  that  everyone  focuses  on — because  you  cannot  pre- 
dict how  these  will  play  out.  In  the  late  1990s,  for  instance, 
investors  fixated  on  tech's  huge  role  in  transforming  the  econ- 
omy. Not  many  had  the  wisdom  to  see  that  tech  investing  would 
get  too  far  ahead  of  itself  and  implode.  Today  energy  prices  have 
caught  the  world's  attention.  ExxonMobil  may  know  what  will 
happen  next  with  the  price  per  barrel,  but  I  don't. 

Hence  my  basic  advice  has  always  been  to  invest  according  to 
what  you  know,  not  what  you  can't  know.  What  I  can  know  is 
that  the  real  global  growth  story  is  Asia,  a  trend  likely  to  con- 
tinue for  a  good  while.  Just  as  important,  I  also  know  that  Asia 


(except  for  Indonesia,  the  world's  most  populous  Muslim! 
nation)  is  relatively  removed  from  the  religious  war. 

In  previous  columns  I  have  advocated  investing  in  Korea 
Japan  and  China.  I  now  think  it  is  time  to  add  Taiwan  to  that 
list,  despite  signs  of  trouble  that  have  kept  investors  at  bay.  The 
negatives  surrounding  Taiwan  are  worrisome:  ongoing  tensions 
with  China,  rising  energy  costs  and  a  downswing  in  the  semi 
conductor  cycle.  Still,  the  island  has  a  thriving  economy,  with 
growth  expected  to  nudge  6%  for  2004. 

For  American  investors  Taiwanese  securities  are  attractively 
priced.  The  Taiex,  a  capitalization-weighted  index  of  stocks 
traded  in  Taiwanese  dollars,  sells  at  18  times  earnings  and  1.73 
times  book,  with  a  dividend  yield  of  3%.  And  you're  not  going 
to  get  slammed  on  currency  translations.  Exchange  rates 
between  U.S.  and  Taiwan  dollars  have  been  stable  since  1998.  In 
the  past  two  years  Taiwan's  currency  has  traded  in  a  range 

between  32.75  and  35  per 
greenback. 

Meanwhile  there  are  two 
catalysts  that  should  ignite  the 
Taiwan  stock  market  in  the 
coming  year.  Thus,  now  is  a 
good  time  to  invest. 

The  first  is  a  hoped-for 
easing  of  the  friction  between 
Beijing  and  Taipei.  President 
Chen  Shui-bian,  who  won  office 
last  March,  and  his  Democral 
Progressive  Party  are  more  con 
ciliatory  toward  the  mainland 
than  the  hard-line  Kuomintang 
that  ruled  for  a  half-century  be 
fore  him.  In  the  Dec.  1 1  legisla 
tive  elections  the  DPP  has  a  good  chance  of  ending  Kuomintang 
control  of  parliament,  thus  strengthening  Chen's  hand. 

The  second  catalyst  for  Taiwan's  market  comes  Nov.  30,  when 
Morgan  Stanley  Capital  International  reweights  Taiwan  within  its 
Emerging  Markets  Index.  As  a  result,  stock  that  is  freely  traded  will 
be  more  heavily  counted,  meaning  index  investors  will  be  pouring 
a  greater  share  of  their  money  into  Taiwan's  market. 

A  U.S.  investor  in  Taiwan  is  tempted  to  buy  stock  in  chip 
makers,  whose  presence  on  the  island  is  strong.  The  trouble  i 
the  cyclicality  of  this  industry.  The  stock  of  sector  leader  Taiwan 
Semiconductor  Manufacturing,  which  expects  weak  sales  in  the 
fourth  quarter,  is  down  26%  this  year. 

A  better  idea  is  an  exchange-traded  fund  that  almost  exactly 
tracks  the  Taiex.  The  IShares  MSCI  Taiwan  Index  Fund  (l  l,  EWT)  is  a 
very  clean  way  to  buy  into  Taiwan  without  having  to  put  all  your 
chips  on  volatile  chips.  The  broad-based  ETF  is  down  8.5%  this 
year.  At  0.74%  of  assets  yearly,  fees  are  high  for  an  index  fund. 
Once  the  Taiwan  market  starts  performing,  however,  you  will  see 
the  expense  as  justifiable.  F 


Expect  the 
costly  war  on 
terror  to  last  a 
longtime.  So 
places  removed 
from  it  are  good 
investments. 
Places  like 
thriving  Taiwan. 
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lie  most  important  stat  from 
last  year  won't  be  found 
in  the  sports  section. 


OVER  2,000  CHARITIES,  A  MILLION  STORIES,  ONE  GOAL 

The  PGA  TOUR's  leading  scorer  averaged  68.4.  And  die  biggest  hitter  routinely  drove  the  ball 
over  321  yards.  But  the  numbers  that  matter  most?  The  TOUR  and  its  tournaments  have  given 
nearly  $1  billion  to  more  than  2,000  charities  with  $83  million  donated  last  year  alone  - 
touching  coundess  lives  along  the  way. 


[J  Nationwide 

Tour 


Champions 
tour 


214     FORBES"  November  15,  2004 


Since  its  inception  Pirelli's  calendar  has 
showcased  the  work  of  such  name 
photographers  as  Herb  Ritts  (upper 
right)  and  Nick  Knight  (bottom  right). 


IC 


d  loyalty  after  40  years  |  By  Susan  Adams 


THE  PIRELLI  CALENDAR  IS  UNIQUE 
among  corporate  marketing 
tools.  To  be  sure,  women's  bod- 
ies in  various  states  of  undress 
are  standard  attention-getters  for 
all  manner  of  male-oriented  products, 
from  beer  to  screwdrivers.  But  no  company 
or  product  has  used  sexy  pictures  exactly 
the  way  Italian  cable-  and  tiremaker 
Pirelli  has. 

Since  1964,  Pirelli's  calendar,  a 
limited-issue  freebie,  has  succeeded  in 
making  cheesecake  seem  highbrow  by 
employing  such  top-flight  photographers 
as  Herb  Ritts,  Annie  Leibovitz  and  the  late 
Richard  Avedon.  Result:  a  product  that 
passes  for  art.  Now  an  $85  book  from 
Rizzoli,  The  Pirelli  Calendar:  The  Com- 
plete Works,  40  Years,  salutes  what  some 
have  called  the  "world's  greatest  office 
status  symbol."  (The  last  Pirelli  anthol- 
ogy, The  Pirelli  Calendar:  1964-2001,  The 
Complete  Works,  released  in  2002  by  Riz- 
zoli, is  still  in  print.) 

Pirelli  doles  out  "the  Cal,"  as  those  in 
the  know  call  it,  to  a  select  group  of 
40,000  special  people,  including  mem- 
bers of  the  British  royal  family,  the  king 
of  Spain,  Paul  Newman  and  Bill  Gates. 
Only  1 ,700  go  to  the  U.S.  It's  not  for  sale, 
except  on  the  auction  market.  According 
to  Pirelli,  in  1975  ten  years'  worth  fetched 
£20,000  (equal  to  $41,000  then,  or 
$138,000  today)  for  charity  at  Christie's 
in  London.  Days  after  the  company 
releases  each  year's  edition,  says  Pirelli's 
global  calendar  coordinator,  Gioacchino 
del  Balzo,  single  copies  pop  up  on  Ebay 
for  as  much  as  $600. 

What  about  brand  loyalty?  Certainly 
there  are  legions  of  faithful  Cal  con- 
sumers. But  does  gazing  at  a  topless  Heidi 
Klum  holding  a  strawberry  ice  cream 
cone  that  is  dripping  onto  her  voluptuous 
breast  (January  2003,  shot  by  Bruce 
Weber)  inspire  anyone  to  run  out  and 
buy  Pirelli  P-Zero  radials?  Wags  have  sug- 
gested Pirelli  might  be  better  off  selling  its 
calendars  and  giving  its  tires  away. 

Pirelli  can't  quantify  the  marketing 
value  any  more  than  Goodyear  can  count 
the  revenue  gain  from  its  blimp.  Pirelli 
can,  however,  add  up  the  editorial  pages 
and  television  time  occasioned  by  the  Cal, 
and  those  are  huge.  Del  Balzo  says  that  for 
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Muscular  dystrophy  must  be 

stopped —and  it  will  be. 
MDA,  the  Muscular  Dystrophy 
Association,  is  funding  research 
to  find  treatments  and  cures. 
To  learn  more,  call  1-800-FIGHT-MD 
or  go  to  www.mdausa.org. 


Where  hope  begins 


Life 

every  $1  million  Pirelli  spends  producing 
the  calendar,  it  gets  $60  million  worth  of 
media  coverage.  He  declines  to  reVeal  the 
calendar's  production  budget. 

So  who  came  up  with  this  brilliant 
idea?  Pirelli's  plucky  British  subsidiary. 
In  fact,  it  was  in  1963,  not  1964,  that  the 
first  Pirelli  calendar  was  produced.  But 
that  effort  was  decidedly  down-market 
(e.g.,  no-name  models),  and  it  was  never 
distributed  to  customers.  The  1964  cal- 
endar, shot  by  British  fashion  photogra- 
pher Robert  Freeman  in  Majorca,  was 
more  tasteful.  The  raciest  shot  (the 
month  was  May,  for  any  scholars  wish- 
ing to  research  this)  showed  a  model 
with  an  unbuttoned  denim  shirt. 

Pirelli  likes  to  say  that  the  Cal  reflects 
society's  tastes.  1965  is  a  tad  bolder  than 
1964;  one  photo  shows  a  bra  peaking  out 
from  under  a  shirt  and  shorts  that  are  par- 
tially unzipped.  1966  is  a  step  more  risque, 
with  a  provocative  rear  view  (May,  again) 
featuring  see-through  panties.  1968  bares 
the  first  nipple — but  subtly,  not  the  way 
Janet  Jackson  would  do  it.  By  1970  the  cal- 
endar hits  its  stride,  with  unabashedly 
sensual  photos  shot  by  Italian  magazine 
and  advertising  photographer  Francis 
Giacobetti  in  Paradise 
Island,  Bahamas.  See- 
through  cover-ups  and 
barely-there  crocheted 
bikinis  over  wet, 
glistening  bodies.  Un- 
cheesy  cheesecake. 

The  Cal  stopped 
publishing  from  1975 
through  1983,  as  Pirelli 
struggled  with  the  gas 
crisis  and  union  prob- 
lems. But  it  roared  back  in  1 984  with  Ger- 
man-born photographer  Uwe  Ommer.  All 
of  the  models  are  naked  and  each  photo 
displays  the  Pirelli  tire  track  pattern,  some- 
times emblazoned  directly  onto  the  models' 
bodies.  February  features  three  perfectly 
formed  bare  bottoms  on  a  Bahamas  beach, 
inked  with  tire  tracks  and  backdropped  by 
a  deep  blue  sea  and  tropical  sky.  It's  art.  Any 
First  Amendment  lawyer  could  get  it  past 
the  Supreme  Court. 

Likewise  the  two  calendars  shot  by 
American  fashion  photographer  Herb  Ritts 
in  1994  and  1999.  Exquisite  composition, 


Wags  suggested 
that  Pirelli 
should  SELL 
its  calendars 
and  give  its 
tires  away. 


Ready  for  a  tall  cool  one:  Each  year's 
calendar  has  a  theme— Tropical  Heat  in  1974. 

stunning  models  including  a  young  Cind)j 
Crawford,  and  a  classic  approach  that 
showcases  beauty  and  sensuality  make^ 
these  two  years  the  classiest  of  the  lot.  Exj 
cept,  arguably,  the  1995  and  1997  editions] 
shot  by  the  late,  great  Richard  Avedoa, 
The  2000  Cal,  witH 
photos  by  American) 
magazine  photogra-* 
pher  Annie  Leibovitzj 
is  also  notable.  LeiH 
bovitz  shows  only  two) 
faces  in  her  dozen  im-j 
ages;  the  rest  are  ton 
sos,  legs,  breastsJ 
hands.  Though  the) 
bodies  are  fit,  they  are 
natural  rather  than 
voluptuous  or  silicon-implanted,  as  though) 
Pirelli  were  backing  away  for  a  moment) 
from  too  much  upholstery. 

Pirelli  will  launch  its  2005  edition  at  a 
Nov.  18  party  in  Rio  de  Janeiro,  to  which 
several  hundred  special  people,  including 
models  Naomi  Campbell  and  Marijai 
Vujovic,  are  invited.  The  photographer  this 
year  is  a  Frenchman,  Patrick  Demarchelier, 
and  the  location — yet  another  beach — is 
in  Brazil.  The  fete  is  guaranteed  to  garner 
the  customary  media  attention,  further  ce- 
menting tires  to  gorgeous  bodies — Pirelli's) 
art  of  pneumatic  conflation.  F 
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KNOW  BEFORE  YOU  GO. 

With  JiWire's  Hotspot  Locator,  you  can  find  Wi-Fi® 
access  wherever  your  travels  take  you.  You  can  even 
download  a  free  portable  version  to  your  laptop  so  you 
can  find  hotspots  on  the  fly  without  being  online.  Just 
visit  www.jiwire.com/forbes.  And  enjoy  your  stay 
while  staying  connected. 
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THE  ADVENTURER 


Fly  Me  to  the  Moon 

For  a  glimpse  of  what  space  tourism  will  be  like, 
try  a  weightless  flight  over  Moscow  |  By  James  M.  Clash 


WITH  ENTREPRENEUR  BURT 
Rutan's  recent  suborbital 
flight  successes  in  Space- 
ShipOne  (and  the  $10  mil- 
lion Ansari  X  Prize  booty 
that  goes  along  with  them),  prospects  for 
affordable  space  tourism  look  bright. 
Rutan  is  proof  that  it  doesn't  take  a  multi- 
billion-dollar  government  budget  to  send 
a  man  into  space. 

Richard  Branson  is  getting  into  the  act. 
Starting  in  2007  he  plans  to  fly  passengers 
into  space  on  Virgin  Galactic  Airways  at  a 
fare  of  $190,000.  The  five  spacecraft  he's 
ordered  will  be  built  by  Rutan's  company, 
Scaled  Composites,  which  has  billionaire 
Paul  Allen's  backing.  Space  Adventures, 
an  Arlington,  Va.  booking  firm,  says 
more  than  100  hopeful  touristnauts  have 
each  plunked  down  $10,000  deposits  to 
secure  spots  on  its  suborbital  flights. 

To.  get  a  feel  for  what  lies  ahead, 
FORBES  accepted  an  invitation  from 
Space  Adventures  to  try  one  of  its  "Steps 
to  Space"  programs.  This  is  a  zero-G  ride 
over  Moscow,  consisting  of  30-second 
bursts  of  weightlessness  in  an  Ilyushin  76 
cargo  plane. 


It'll  cost  you  $7,000  plus  round-trip 
airfare  to  Moscow.  Also  required:  a 
pretrip  physical  (including  an  electro- 
cardiogram), plus  a  blood  pressure  check 
by  Russian  doctors  just  before  takeoff. 

After  a  practical,  antinausea  breakfast 
of  bland  bread  and  muffins,  the  first  step 
is  an  early  morning  ride  from  Moscow  to 
the  Yuri  Gagarin  Cosmonaut  Training 
Center  in  Star  City,  30  miles  out.  There 
are  half  a  dozen  release  forms  to  sign, 
including  one  in  Russian  you  ink  on  the 
plane  just  before  takeoff. 

Parabolic  flight  is  disorienting,  partly 
because  the  Ilyushin  has  no  windows. 
After  a  climb  to  35,000  feet,  the  cruising 
altitude  of  a  jetliner,  the  plane  goes  into  a 
controlled  40-degree  dive  for  30  seconds. 
During  that  half-minute,  you're  weight- 
less. The  plane  pulls  up  at  26,000  feet  and 
climbs  again.  In  that  phase  you  feel  a  little 
more  than  two  Gs — or  twice  your  body 
weight.  This  up-and-down  routine  goes 
on  for  ten  full  parabolas,  giving  you  five 
total  minutes  of  floating — and  the  rest  of 
the  flight  feeling  as  if  you're  being 
squeezed  by  an  anaconda. 

It's  important  to  keep  your  wits  about 


you.  As  weightlessness  be- 
gins, it's  not  smart  to  push 
off — otherwise  you'll  wind 
up  banging  into  the  12- 
foot-high  ceiling.  When 
weightless,  you  quickly  learn 
that  the  force  and  angle  of] 
what  you  last  touch  directly 
determines  your  trajectory. 

In  other  words,  there's 
no  midcourse  correcting,  as 
you'd  do  while  swimming. 
Breaststroking  through  the' 
air  takes  you  nowhere.  But 
you  can  do  flips  and  per- 
form astronaut  tricks  like 
opening  a  bottle  of  Evian  to 
see  how  the  water  disperses 
in  shiny,  marble-size  balls. 

The  Russian  technicians: 
will  also  oblige  by  "throw-l 
ing"  their  guests  around 
like  footballs.  For  this  par- 
ticular exercise,  it's  fortu- 
nate that  the  cargo  area  is 
fitted  with  thick  cushions. 
Space  Adventures,  which 
has  had  hundreds  of  customers  for  its 
zero-G  flights  so  far  this  year,  takes  a  cut 
of  the  fee  and  gives  the  rest  to  the  Russ- 
ian government.  That's  a  tiny  but  wel- 
come boost  to  an  economy  in  which  sol- 
diers and  scientists  are  receiving  reduced 
pay,  if  any  at  all,  and  much  military 
equipment  sits  idle.  If  nothing  else,  the 
program  provides  an  experience  avail- 
able few  other  places  on  Earth.  In  the 
U.S.,  for  example,  astronauts  do  weight- 
lessness training  in  KC-135S,  but  the  air- 
craft is  off-limits  to  regular  citizens.  (A 
new  program,  however,  run  by  Zero 
Gravity  Corp.,  plans  to  begin  weightless 
flights  in  the  U.S.  this  fall  using 
retrofitted  Boeing  727s  out  of  Fort 
Lauderdale,  Fla.) 

Hankering  for  more  space  thrills? 
Space  Adventures  offers  MIG-25  trips  to 
the  edge  of  space  for  $19,000.  The  30- 
minute  flight,  which  leaves  fromi 
Zhukovsky  Air  Force  Base,  also  just  out- 
side Moscow,  burns  5,000  gallons  of  fuel 
and  reaches  a  speed  of  Mach  2.5 — a  mile 
every  two  seconds. 

For  more  details,  go  to  forbes.com/ 
adventurer  or  spaceadventures.com.  F 
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ALL  NEW  JEEP  GRAND  CHEROKEE. 
THE  OFF-ROAD  LEGEND  CONTINUES...ON-ROAD. 
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AUTO  RACING 


Racing  in  an 
Evening  Gown 

What  to  pack  for  a  Bullrun  rally?  Crescent  wrench,  first-aid  kit,  diamond  studs  |  By  Michele  Shapirol 


The  question  of  what  shade  of  gloves  to  wear 
while  driving  at  I40mph  is  one  that  matters 
in  the  Bullrun.  Below:  30  seconds  into  the 
race,  after  leaving  London's  Marble  Arch. 


OT  EVERY  DRIVER  WAS  DRESSED 
formally  for  the  start  of  this 
year's  Bullrun,  a  road  rally  that 
begins  in  London,  at  the  Marble 
Arch,  and  ends  three  days  later 
in  Ibiza,  Spain.  Yet  as  drivers  thrummed 
their  engines  nervously  on  the  afternoon 
of  Sept.  23,  waiting  for  the  checkered  flag, 
a  quick  inspection  of  the  field  revealed  one 
entrant  clad  in  an  Oxford  shirt  and  gray 
pinstripe  blazer,  another  sporting  a  tuxedo, 
and  a  third — me — wearing  a  red  couture 
Matthew  Earnest  gown. 

What  distinguishes  the  Bullrun  from 
other  automotive  undertakings  is  its 


dogged  determination  to  press  the  style 
pedal  right  to  the  floor.  Other  races  have 
their  gritty  pit  stops,  with  sandwiches 
ripped  hastily  from  paper  bags,  soup 
slurped  from  flasks.  Not  so  the  Bullrun. 
On  our  second  day,  after  racing  through 
the  French  countryside  at  140mph,  we 
arrived  at  a  hilltop  chateau  to  find  our 
lunch  waiting.  Spread  before  us  was  a 
buffet  of  antipasto,  avocado  and  shrimp 
salad,  freshly  baked  French  rolls,  chicken 
breast — all  served  on  china  with  a  deli- 
cate pattern  of  green  and  pink  roses.  Our 
lodgings  were  five-star  hotels. 

Rules?  There  are  none.  Each  car  has  a 
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"Of  the  thousands  of  companies  to  invest  in  each  year, 
the  Forbes  Research  Team  narrows  the  field  down  to  12  of  Wall  Street's  stocks 
-  we  believe  -  are  uniquely  positioned  to  produce  BIG  GAINS. 

Now  is  your  opportunity  to  discover 

The  Forbes  Dynamic  Dozen! 


-  Wallace  F.  Forbes 


his  own  inimitable  words,  Wallace  F.  Forbes, 
CFA,  President  of  Forbes  Investors  Advisory 
Institute  and  son  of  the  Forbes  Publishing 
founder  unveils  a  more  prudent  way  to  add 

"high  potential  reward"  stocks  to  your 
(portfolio. . .  the  kind  that  can  help  you  enjoy 

A  60.1%  Return 
in  Just  One  Year!* 

/  Learn  all  about  the  stock  that's  positioned 
to  outpace  all  others  now 

f  Find  out  how  to  limit  losses  and  risks 

f.  Receive  exact,  easy-to-follow  WHEN  TO 
BUY  and  WHEN  TO  SELL  instructions 

See  how  current  followers  are  already 
earning  HUGE  profits 

Receive  hundreds  of  dollars  worth  of 
valuable  Special  Reports  -  FREE! 

Plus  much  more  ... 

Tou  and  I  share  something  in  common. 
We  both  love  investing  in  stocks. 

Jk  also  both  know  there  are  rare  situations 
lien  everything  about  a  stock  makes  it  stand 
It  from  the  crowd. 

lit  selecting  the  right  stocks  consistently  can 
J  very  tricky,  painstaking  -  and  costly!  Even 
f  the  best-trained  professional. 

he  Viable  Stock  Dilemma 

I  too  often,  companies  look  great  on  paper, 
it  once  you  scrutinize  their  financials, 
anagement  and  the  risks  as  closely  as 
irbes  does,  you  soon  realize  only  a  handful 
e  really  worth  investing  in. 
u  must  also  keep  a  watchful  eye  on  the  mar- 
t,  the  economy  and  entire  industries  as  each 
ji|  n  quickly  change  your  stock's  outcome. 

>  how  can  you  gain  the  knowledge  and  an 
te  dge"  in  finding  ideal  stocks  -  without  spend- 
g  a  lot  of  time  and  money?  And  how  can 
iu  acquire  these  solid  stocks  for  your  portfo- 
)  when  there  are  thousands  to  choose  from  - 
id  still  improve  your  chance  for  big  returns? 

he    oiution:  The  Forbes  Special 
ituation  Survey™ 

orbes  Special  Situation  Survey  is  a  clear, 
incise  yet  comprehensive,  12-page  report 
tat  comes  to  you  each  and  every  month  - 
ith  just  the  information  you  need. 

j.ij  very  issue  uncovers  the  one-and  only 
?e-stock  that  passes  the  muster  of  the 
orbes  research  team  in  offering  you  the 
eatest  potential  for  beating  the  market 


dexes.  It's  a  detailed  report  describing  the 
ork  we  do  in  scouring  the  market 

Reported  independently  by  the  Hulbert  Financial  Digest 


and  thousands  of  stocks.  And  what  you 
see-before  the  rest  of  Wall  Street-is  our  best 
choice  to  be  THE  far  and  away  winner! 

With  Special  Situation  Survey,  you  also  get 
access  to  all  our  current  open  positions. .  .a 
description  of  each  month's  stock  pick. . .  any 
new  developments  and  risk  considerations 
that  can  affect  the  stock. . .  its  value  and  earn- 
ings potential. . .  its  finances  and  dividend  his- 
tory. . .  and  more  important,  our  most  recent 
conclusion  about  each  stock  based  on  our 
extensive  analysis. 


A  92%  gain  in  7  months!... 
A  51%  gain  in  6  months!... 
A  99%  gain  in  just  90  days! 

These  are  just  a  few  examples  of  how 
Forbes  Special  Situation  Survey  readers 
were  able  to  profit  from  our  conclusions. 

Won't  you  join  us?  Sign  up  now  and  you 
can  access  our  open  stocks  instantly!  Plus 
you'll  get  our  new  recommendations,  too. 


Money  Show  Digest's 
TOP  Stock  Picker 
of  the  Year! 

Vahan  Janjigian,  Senior  Editor 
Forbes  Special  Situation  Survey 

Forbes  has  handpicked  Vahan  Janjigian  to  lead 
the  Survey  in  culling  through  thousands  of 
stocks  and  sift  the  wheat  from  the  chaff. 

Last  year  alone,  his  stock  picks  returned  60.1% 
to  those  who  followed  his  exact  recommenda- 
tions according  to  the  prestigious  Hulbert 
Financial  Digest.  And  he  was  honored  as 
Money  Show  Digest's  #1  Stock  Picker  for  2003. 

I  urge  you  to  learn  the  profit  "secrets"  he  has 
to  share.  Sign  up  for  Forbes  Special 
Situation  Survey  -  NOW! 


A  Forbes  Family  Tradition 

The  Forbes  Special  Situation  Survey  was  cre- 
ated a  half-century  ago  to  alert  an  exclusive 
group  of  individual  investors  to  opportunities 
and  help  protect  profits. 

Today,  I'm  proud  to  say,  it  still  holds  true  to 
its  original  purpose: 

-  Research,  discover  and  publish  the  best 
single  stock  pick  each  month 

-  Disclose  when  to  buy  and  sell  those  stocks 

-  Help  subscribers  beat  the  market  and 
make  money! 


You'll  save  $400  and  get  all  this  - 
FREE! 

Through  this  special  limited  time  offer,  you'll 
save  an  incredible  $400  off  the  regular  sub- 
scription price.  You'll  also  receive  our 
renowned  White  Papers.  You  won't  find 
greater  savings  or  more  valuable  and  complete 
information  on  stock  investing  anywhere! 

Learn  "The  Forbes  Way"  to  diversify  your 
portfolio...  strategies  millionaires  use  to  avoid 
investing  mistakes. . .  what  to  look  for  in  a 
stock  (hint:  it's  more  crucial  than  even  its 
EPS)...  and  much  more! 

Plus  you're  protected  with  our  100% 
money-back  guarantee 

TVy  out  Forbes  Special  Situation  Survey  - 
risk  free!  If  you're  not  completely  satisfied  at 
any  time  during  your  entire  subscription, 
simply  cancel.  I'll  see  to  it  that  you  receive  a 
full  refund  on  all  unmailed  issues. 


Now  We  Invite  You  To 
Join  Us 

You,  too,  can  subscribe  to  the 
Special  Situation  Survey 

and  learn  the  Forbes  "secrets" 
for  picking  great  stocks  and 
capturing  BIG  RETURNS. 
And  if  you  sign  up  by  phone 
or  online,  we'll  give  you 
instructions  on  how  to  access 
our  entire  archive  instantly! 

But  I  urge  you  to  act  now. 
We'll  soon  be  posting  another 
fast-charging  stock.  And  you 
won't  want  to  miss  out  on 
a  single  uptick  of  the 
profit  opportunities. 


I  Hf  Yes,  Sign  Me  Up  Right  Away! 

_  Simply  complete,  clip  and  mail  this  form  to: 

I  Forbes  Special  Situation  Survey,  60  Fifth  Ave.,  New  York,  NY  10011 

|  Or  for  faster  service,  Call  Toll  Free:  1-888-647-7302 
Or  visit  us  online:  www.specialsituationsurvey.com/profit 

Name   


I 
I 

1 

□  Check  Enclosed  (payable  to:  Forbes  Special  Situation  Survey.) 
S  □  Instead,  charge  my:  UVISA  QMasterCard  QAmex  QDiscover  I 


Address 
City  


State 


ZIP 


E-Mail  Address 


Card# 


Exp.  Date . 


Signature 


12  full  months  of  Forbes  Special  Situation  Survey  is  just  $295. 
That's  a  savings  of  $400  off  the  regular  subscription  fee. 
Special  low  rate  for  new  subscribers  only.  Jgp1 1 15 


Life 


was  a  bipolar  lunatic  as  well,  by  all 
accounts."). 

Exotic  cars  included  a  Ferrari  F40  and 
a  TVR,  from  the  small  British  firm  of  that 
name  that  makes  sports  cars.  Thanks  to 
my  copilot's  being  friends  with  Charles 
Morgan,  Charles  had  lent  us,  gratis,  his 
personal  car:  a  2004  Morgan  Aero  8,  a 
virtually  handmade  affair  that  in  the  U.S. 
retails  for  $100,000. 

Rallies  of  yesteryear  were  cultish, 
drawing  petrolheads  primarily.  Today's 
have  wider  appeal.  A  few  have  become  big 


driver  and  copilot.  Mine  was  Alexander 
Roy,  32,  president  of  Europe  by  Car,  a  car 
rental  company.  First  team  to  cross  the 
finish  line  wins.  Since  the  route  is  handed 
out  on  little  cards  day  by  day,  shortly  after 
breakfast,  the  group  tends  to  hang 
together.  No  one  makes  an  antisocial 
nonstop  dash  for  the  finish. 

Rather,  there's  partying.  On  our  night 
in  Paris  we  met  up  with  fellow  drivers 
behind  the  velvet  ropes  of  Le  Suite,  a 
supermodel-and-fashionista  nightclub, 
where  the  management  served  us  fig- 

No  one  makes 

and-ricotta  salad  and  a  perfectly  seared 
tuna  steak.  With  champagne  we  toasted  a 
day  well  run. 

Bullrun  is  merely  the  most  eccentric 
and  up  market  of  a  host  of  rallies  that 
have  sprung  up  in  the  U.S.  and  Europe  in 
recent  years.  The  rally  phenomenon  dates 
back  to  Erwin  G.  (Cannonball)  Baker, 
who,  starting  in  1914,  crisscrossed  the 
U.S.  setting  speed  and  distance  records. 
His  1933  coast-to-coast  transit  of  53  V2 
hours  inspired  imitators,  including,  in 
1971,  Brock  Yates,  later  editor  in  chief  of 
Car  &  Driver  magazine.  Yates  went  on  to 
pen  the  movie  Cannonball  Run. 

While  Cannonballers  were  and  are  a 
heterogeneous  bunch,  Bullrunners  go 
them  one  better.  Drivers  in  our  rally 
included  28-year-old  Stephen  Sinatra,  a 
distant  relative  of  Frank,  piloting  a  rented 
Mini  Cooper,  lohan  De  Meulder,  35,  a 
technology  engineer  from  Belgium,  drove 
his  own  seal-gray  Porsche  91 1  Carrera  4S. 
And  driving  a  jet-black  Lotus  Elise  was 
the  multipierced  and  often  shoeless  Adam 
James  Joyce,  35  ("I  am  indeed  related  to 
James  Joyce  through  distant  lineage;  he 

On  the  Run 

The  Bullrun  is  held  every  fall  in  Europe,  every  spring  in  the  U.S.  Routes  change 
year  to  year.  Entry  fees  ($5,500  for  Europe,  $14,000  for  the  U.S.)  include  hotels 
and  food.  Transportation  to  and  from  the  race,  gas,  tolls,  speeding  tickets,  the 
cost  of  your  car  and  any  repairs  are  extra.  Participation  is  by  invitation,  so  buttering  up 
race  organizers  helps.  Factors  taken  into  consideration  unofficially  include:  the  snazzi- 
ness  of  your  car;  whom  you  know  (past  participants,  for  example);  whether  you're 
deemed  sufficiently  stylish  in  appearance;  and  whether  or  not  your  participation  will  add 
to  the  rally's  general  conviviality.  For  details,  see  bullrun.com.  —M.S. 


and  a  feature  film,  now  in  development., 
Gumball  has  even  made  it  onto  the  front 
of  a  breakfast  cereal  box  in  the  U.K. 

Bullrun  first  vroomed  to  life  in  2003, 
when  David  Green,  a  former  model  and! 
racecar  driver  who  had  worked  on  the 
Gumball,  decided  to  start  his  own  race, 
marrying  motor  sports  to  luxury  and 
adventure  travel.  Two  Bullruns  are  held 
each  year,  one  in  Europe,  another  ini 
the  U.S. 

Green,  who  is  also  director  of  a  televi- 
sion production  company,  Giant  Film  & 

SH  for  the  finish. 


We  came  in  first,  despite  missed  ferries  and  having  to  stop  to  ask  directions  to  the  finish 


business.  Gumball  3000,  started  in  1999 
by  Maximillian  Cooper,  a  fashion 
designer  and  professional  driver  for 
Porsche,  was  the  prototype.  Cooper 
imagined  an  event  that  would  appeal 
equally  to  rock  stars  and  bank  presidents. 
His  first  Gumball  was  a  six-day  party  for 
50  cars.  Jason  Priestley,  of  TV's  90210 
fame,  was  Cooper's  copilot.  Vivienne 
Westwood  made  the  racing  suits.  Thanks 
to  such  glitz,  Gumball  now  has  13  licens- 
ing agreements.  Spinoff  products  include 
a  Gumball  videogame  by  Electronic  Arts, 
playing  cards  by  Hasbro,  a  clothing  line 


TV,  calls  the  Bullrun  "a  glorified  hobby 
that  pays  for  itself."  Revenue  comes  not 
only  from  fees  paid  by  participants  (see 
box)  but  also  from  TV  programming. 
Green-produced  coverage  of  last  year's 
Bullrun  is  now  appearing  as  a  ten-part 
series  on  Bravo  U.K.  Coverage  of  this 
year's  race  will  air  on  MTV  Europe. 

Misadventures  are  the  lifeblood  of 
any  rally.  Of  47  entrants  in  ours,  only  1 3 
crossed  the  finish.  The  TVR  had  a  run-in 
of  some  sort  with  the  Arc  de  Triomphe. 
The  Ferrari  never  made  it  past  Paris.  The 
Lotus  missed  two  crucial  ferries.  On  our 
last  leg,  leaving  Barcelona,  we  got  caught 
in  traffic  for  half  an  hour,  stopped  dead 
behind  an  accident.  We  were  pulled  over 
and  questioned  and  eventually  fined  for 
being  participants  in  a  rally  (we  denied  it) 
by  the  Spanish  police.  We  missed  one 
ferry  to  Ibiza,  grabbed  another  and  finally 
arrived  only  to  discover  we  didn't  have 
the  address  of  the  finish  line  (a  hotel)  and 
had  to  ask  for  directions.  Nonetheless, 
Roy  and  I  came  in  first.  Our  prize?  Noth- 
ing but  bragging  rights.  F 
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Manzanillo  •  Mazatlan  •  Puerto  Vallarta  •  Cabo  San  Lucas 
San  Diego  to  San  Diego  •  Mexican  Riviera 
February  15-23,  2005  •  Crystal  Harmony 


ibins  start  as  low  as  $3,970  per  couple!  To  receive  a  full-color  conference  brochure  and 
to  reserve  your  cabin,  call  800/530-0770  or  visit  www.lnvestmentCruise.com 

Please  mention  your  priority  code  003233. 
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Area  Development 

Michigan  Economic  Development 
Corporation 
www.michigan.org 

Automotive 

American  Honda  Motor  Co.,  Inc. 
www.hondacars.com 
°  Aston  Martin 
866-NA-  Aston 
www.astonmartin.com 
•ft  Bcntley  Motors 
www.bentleymotors.com 
•ft  BMWX3 
800-334-4BMW 
bmwusa.com/newX3 
•ft  Buick 
www.buick.com 
•ft  Chevrolet  Corvette 
www.corvette.com 

lord  Motor  Company 
www.fordmotorcompany.com 
~p.  General  Motors  Corporation 
www.gmc.com 
-ft  GMC  Truck 
www.gmc.com 
'  Hummer 
www.hummer.com 
-ft  MAYBACH 

www.maybach-manufakrur.com 
•ft  Toyota 

www.toyota.com/usa 

■ft  Toyota  Motor  Sales  (2004) 

800-GO-TOYOTA 

www.toyota.com 

Bus  in  e  SS  Services 

•ft  Shell  Oil  Company  USA 

www.shell.com 

Business  to  Business 
"ft  Acxiom 
www.acxiom.com 

Computer/Technology 

■ft  Fujitsu  Computer  Systems 

Corporation  (2004) 

800-8FUJITSU 

us.fujitsu.com/computers 
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www.ibm.com 
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www.sharp-usa.com 
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1-877-772-4562 

www.ssaglobal.com 
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'  Northrop  Grumman 
www.northropgrumman.com 

Financial  Services 

American  Century  Investments  (2004) 
www.american  ccntury.com 
"ft  ETRADE 
1-800-ETRADE-l 
www.etradc.com 

Hotels 

"ft  Shangri-La  Hotels  &  Resorts 
wwww.shangri-la.com 
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Ameraco,  Inc. 
1-866-541-1792 
Ext  290  www.ameraco.com 
•ft  ARBOC,  Inc. 
1-561-621-7110 
"ft  Capital  Asset  Management 
1-800-710-0002 

•ft  Capstone  Business  Credit,  LLC 

212-755-3636 

www.capstonetradc.com 

•ft  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

■ft  E-Chair  USA 

618-407-3575 

www.e-chair.com 

I  nercon  International 
1-605-728-5024 
www.enerconbiz.com 
"ft  Gallery  Art 
1-888-932-6166 
www.gallart.com 
'  GetMomentum.Org 
1-402-932-3753 
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7  GKH  Real  Estate  Services 
1-866-882-5060 
f'  Holiday  Timcsharcs  Resales 
1-800-704-0307 
www.holidaygroup.com 
n  Hughes  Investment  Management 
1-800-814-7575 
www.bankncwslettcr.com 
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1-800-555-5335 
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www.ringbox.com 
"ft  Jomashop.com 
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www.jomashop.com 
"ft  National  Watch  &  Diamond  Exchange 
215-627-5626 
www.nationalwatch.com 
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1-800-995-0049  ext.  1862 
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Publisher's  Guild 
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"ft  Steven  Sears  CPA/Attorney 
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www.searsatty.com 
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1-888-333-8218 
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Spanish 

(Latin  America  or  Spain) 

English 

(US  or  UK) 


French       German     Japanese       Thai      Arabic     Turkish    Polish  Swedish 
Italian        Russian     Indonesian    Korean    Hebrew    Danish    Welsh  Pashto 
Portuguese     Chinese     Vietnamese     Hindi      Greek     Swahili    Dutch  Latin 


Award-winning  software  successfully  used  by 
U.S.  State  Department  diplomats,  Fortune  500 
executives  and  millions  of  people  worldwide. 

Step-by-step  immersion  instruction  in  all  key  language  skills: 

Listening  -  The  Rosetta  Stone  uses  native  speakers 
and  everyday  language  to  develop  your  understand- 
ing of  the  spoken  language  naturally  and  easily. 

Reading  -  Text  exercises  develop  your  reading 
skills  by  linking  written  language  to  real-life  objects, 
actions  and  ideas. 

Speaking  -  Speech-recognition  feature  records, 
diagrams  and  compares  your  voice  to  the  native 
speaker's,  grading  your  pronunciation. 

Writing  -  Dictation  exercises  evaluate  your  spelling, 
syntax  and  punctuation. 


"...your  program  is  the  absolute  best,  bar  none.  I  am 
shocked  at  how  quickly  !  learn." 

-  Michael  Murphy 
Texas,  USA 

"Stupendous. ..the  juxtaposition  of  text,  sound  and  pic- 
ture was  masterful.  The  quality  of  both  sound  and 
graphics  was  first  rate." 

-  The  Boston  Globe 


Each  fully  interactive  course  includes: 

•  CD-ROM  curriculum  with  1 2  activities  in  each  of  92  lessons 

•  Previews,  comprehensive  exercises  and  testing  for  each  lesson 

•  Automated  tutorials  that  "learn"  where  you  need  extra  help 

•  Curriculum  Text  and  45-page  User's  Guide 


Rosi 


SAVE 
10% 


Level  1  Program  Level  2  Program  Level  1  &  2 

Regularlyil^frfflT      Regularly  522*00"       Regularly  .$32*00"" 


Your  Price  Your  Price  Your  Price 

$175.50        $202.50  $296.10 

Personal  Edition.  Solutions  for  organizations  also  available. 

Call  today  or  buy  online 
for  a  10%  discount: 
RosettaStone.com/fbs1 1 4 
1-888  232-8823 

Use  promotional  code  fbsl  14  when  ordering. 

RosettaStone 


Language  Learning 


Success 
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Business  Opportunities  |  Business  Opportunities 


rarn* 


VIDEO 


Actor  Robert  Wagner  reveals  why 
prominent  attorney  left  practice  for 
far  more  lucrative  business  providing 

low-cost  lawsuit  protection  and 
financial  privacy.  Associates  needed 
nationwide.  Local  appointments  set 
for  you.  Earn  up  to  $6,400  per  client 
plus  yearly  renewals.  Part  or  full 
time.  Full  training. 

24  hr  recorded  info.  (800)  653-4497 


www.DBIGIobal.com 


Form  Your  Delaware 
Corporation  or  LLC  Now! 

FREE  Delaware  Incorporation 

Handbook,  10th  Edition  2004 

Delaware  Business  Incorporators,  Inc. 

800.423.2993 


LEARN  TO  INVEST 
IN    REAL    E  S  TAT  E 


No  books  or  tapes  to  buy 
1-on-l  instruction  •  Cash  sources  avail 
Fraction  of  the  cost  of  other  programs 
LIMITED    AVA  I  LAB  I  L  I  TY 

mmamHnmnmBi 

866-882-5060 


Money  Managers 


BankNewsletter.com 
BankNewsletter.com 
BankNewsletter.com 

1-888-814-7575 


Watches 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Brcitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nalionalwatch.com 

Mi  »  OttlMI  Slr.etl.  Phil..,  PA  »wo  r  »>  „      ii,  r»  ■ 


Capital  Available 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


The  current  economy  is  making 
BIG  MONEY  for  loon  and  leasing  orokers! 

-snA  i-yj.t  -j'jJa 

Business  loans/Factoring/Equipmcm  leasing 

No   experience   needed.  We 
completely  train  and  support 
you.     Unlimited  earnings 
potential  and  residual  income. 

For  a  free  dvd  presentation 
and  Info  brochure  call: 

800-336-3933 

WVAV.VIEWTLC.COM 
(V  The  Loon  Consultants,  Inc 


■k. 
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ACQUIRE  REAL  ESTATE! 

You  Locate,  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 

Over  6,400  Cash  Investors! 
Free  Info:  1-866-541-1792  Ext.  290 


$250,000  Profit 

First  year  in  business 
if  you  are  a  serious  person  who  wants 
to  make  serious  money. 
We  have  the  program  for  you. 
Investment  only  $17,900 

Call  1-800-399-0892 
You  Will  Make  Money 


OFFSHORE 


J0» 


❖Companies 
❖Banking 
♦Credit  Cards  r 
♦Piivacy  fefPltal  Asset 

J  Management 
(800)710-0002      Fr«  Brochure 

Visa/MC/Amex  www.assetprotectlon.cDni 


Create  REAL  Wealth!!! 

Huge  Profits  Savings  Companies 
Money  on  their 

Electricity  Costs! 

Full  On-site  Training  and  World's  Best  Support 
100%  Product  Credit  for  Investment 

Call  1-877-293-2502 


Timeshare 


TIMESH ARES 


% 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 

H0LIDAYGROUP.com 


save  up  to... 

70 


off  retail! 


Unlimited  Business  Credit  Reports 
On  14  Million  U.S.  Businesses 


Only  $50  per  Month*! 
Call  866-285-1056 

CREDITS 

Online  access,  per  user.  1 7F 


uxury  Resort  Homes 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN 

nly  gu 


Vacation  in  a  palace  of  absolute 
splendor-a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  on  a 
monthly  basis;  rate  change  subject 
to  seasonal  availability.  Homes 
may  be  purchased. 


RESORT 

MANSIONS 
%  S1 

The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  furfilled.  Void  where  prohibited 


Jewelry 


John  ±  Christian 


DESIGNERS  &  CRAFTSMEN 


'Raised 
Monogram 


3  Day  Rush  Available 
I4K  Gold:  $550  to  $900  -  Free  Catalogue 


RINGBOX.COM  1-888-646-6466 


Office  Furniture 


S 


Premium  Ergonomic 
Task  Seating 

Full  features,  mesh  back 

nternet  special  ^399.® 
plus  ^O."0  shipping 

www.e-chairusa.com 


the  Q-chair  USA  866474-8748 


Legal  Services 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Nevine  Carmelle  E.A. 
1-800-621-2920 


For  information  and 
rates  on  advertising 
in  the  next  Forbei  Jj£j 
Display  Classified  Section 
Call  Media  Options 
1-800-442-6441 
aol.com 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .tAww.forbes.com/customerservice  or  call...800-888-98£ 


Humidifier  &  Purifier 

TWo  in  one. 

Dry  air  Is  difficult  to  clean. 
Humidification  plus  purification  is  far  more  effective. 


The  Venta-Airwasher  not  only  washes  the 
air,  but  also  prevents  millions  of  airborne 
particles  from  rising.  The  air  is  humidified, 
fresh  and  clean. 

•  The  Venta-Airwasher  humidifies  and  purifies 
the  air  by  washing  it  with  water.  Automatically 
adds  moisture  to  the  air  by  cold  evaporation, 
recognized  as  the  best  technique. 

•  Very  hygienic.  No  odor  causing  bacteria- 
ridden  filterpads.  No  problems  with  white 
dust. 

•  No  filterpads  to  replace.  Easy  maintenance. 

/any  famous  customers  are  already  enjoying  the  benefits 
f  the  Venta-Airwasher:  e.  g.  Sony  Europe,  Porsche,  British 
wrways.  adidas.  McDonalds,  Audi  AG.  Carnegie  Hail  (40  units) 


Test  the  Venta-Airwasher  cost-free. 

It  there  is  no  dealer  close  to  you,  try  the  Airwasher  in  your  home  for 
14  days  If  you  are  not  lulty  satisfied,  we  will  have  the  Airwasher  picked 
up  from  your  home  via  UPS  and  your  credit  card  will  not  be  charged 
Free  shipping  anywhere  In  the  US.  Please  send  a  free  brochure  to: 

Name: 


Address: 


City: 


State/Zip: 


BED  BATH  &  AiCE 

BE  YON  HO  Hardware 

7auZVa£ue  LINENS  THINGS 


100%  made  In  Germany. 

Red  dot  design  award  winner  2003. 

No.1  in  Germany  and  Europe. 
Worldwide  unique  technology. 
No  need  for  filterpads/wicks. 
No  white  dust.  No  ions.  No  ozone. 
1 0  year  warranty. 
Call  today  toll  free:  1-888-333-8218 


Available  at  selected  retail  stores. 
Please  call  for  a  complete  list  of  dealers. 


Venta-Airwasher  LLC.  1 80  Stanley  Street,  Elk  Grove  Village 
IL  60007,  Tel.  (847)  758  9598,  Fax:  (847)  758  9597 

www.venta-airwasher.com 
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Watches 


Lww. 


JOAr1ASHOP.com 


jCortier  |  Omega  |  Movado  |  TAG  Heuer 

Us  Online:  http://Yfww.Jomcahop.com 
Col/  Us  To//  Free:  877-834-1434 


Health/Back  Pain 


BACK  PAIN? 


i 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
riarcliff  Manor,  NY  10510 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


NANOTECH  IS  HOT... 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)  at  $1.60  and  it  is  now  over 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  Butbewareofthehype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.coni/frb 


Forbes  Stock  Market  Course 


First  published  in  1948  by  Malcolm  Forbes,  the 
Forbes  Stock  Market  Course  has  helped 
thousands  of  investors  navigate  their  way  to 
profits  and  financial  success.  The  newest  edition 
gives  you  a  better  understanding  of  everything 
from  Financial  Statements  to  Fundamental  and 
Technical  Analysis  -  Stocks  and  Bonds  to 
Futures  and  Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine  you 
are  invited  to  take  advantage  of  a  special  price 
of  just  $99.95  (save  $50  off  the  regular  $149.95 
price).  Go  to  www.forbesinc.com/smc  and  place 
your  order  now  or  call  1-800-429-0106. 
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|)4  Million  Businesses-Select  by  geography, 
Kales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

113  Million  Executives  &  Professionals - 

Reach  the  right  decision  makers. 

Call:  1-800-264-4241 

www.infoUSA.com  oifor 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erie1,  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fia. 
(888)932-6166  www.Gallart.com 


ADISSON  SEVEN 
SEAS  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


New  Homeowners, 
Rich  Americans, 
New  Movers 


Select  by:  Age,  Income,  Home  Value,  Occupation 

Call:  1-800-266-7704 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02FOR 


r  information  and  rates  on  advertis 

call  Media  Options  1  -800-442-6441  E-mail  mediopt@aol.conf 
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THOUGHT 

On  the  Business  of  Life 


T 

ohn  Kennedy's  election  jolted  a  lot  of  us,  not  because  he  won  the  presidency  in  a  nip-and-tuck-and- 
Chicago  ballot  counting,  but  because  this  youngest  elected  President  of  the  United  States  was  our  age 
in  1 960.  How  could  a  contemporary  be  in  the  White  House?  This  comment  in  his  latest  book,  With  All 
Disrespect,  by  that  brilliant  satirist  Calvin  Trillin,  was  a  reminder  of  that  startled  feeling  25  years  ago:  "When 
someone  reaches  middle  age,  people  he  knows  begin  to  get  put  in  charge  of  things,  and  knowing  what  he  knows 
about  the  people  who  are  being  put  in  charge  of  things  scares  the  hell  out  of  him." — MALCOLM  S.  FORBES  (1985) 


Reporters  don't  want  to  quit  the  clash 
and  thunder  of  electoral  combat  for  the 
dry  duty  of  analyzing  the  federal  budget. 
As  a  consequence,  we  have  created  the 
perpetual  presidential  campaign. 

—HUGH  SIDEY 


The  flood  of  money  that  gushes  into 
politics  today  is  a  pollution  of  democracy. 

—THEODORE  WHITE 


Politics  is  the  art  of  looking  for  trouble, 
finding  it  everywhere,  diagnosing  it 
incorrectly  and  applying  the  wrong 
remedies. 

— GROUCHO  MARX 


The  one  sure  thing  about  politics  is  that 
what  goes  up  comes  down  and  what  goes 
down  often  comes  up. 

—RICHARD  NIXON 


Politics  are,  like  God's  infinite  mercy, 
a  last  resort. 

—P.J.  O'ROURKE 


Politics  consists  of  choosing  between 
the  disastrous  and  the  unpalatable. 

—JOHN  KENNETH  GALBRAITH 


There  are  no  true  friends  in  politics. 
We  are  all  sharks  circling,  and  waiting, 
for  traces  of  blood  to  appear  in  the  water. 

—ALAN  CLARK 


We  mean  by  "politics"  the  people's 
business — the  most  important  business 
there  is. 

— ADLAI  STEVENSON 


Politics  ought  to  be  the  part-time 
profession  of  every  citizen  who  would 
protect  the  rights  and  privileges  of  free 
people  and  who  would  preserve  what  is 
good  and  fruitful  in  our  national  heritage. 

— DWIGHT  EISENHOWER 


Democracy  is  being  allowed  to  vote 
for  the  candidate  you  dislike  least. 

—ROBERT  BYR> 


Those  who  stand  for  nothing  fall  for 
anything. 

—ALEXANDER  HAMILTO 


In  most  places  in  the  country,  voting  is 
looked  upon  as  a  right  and  a  duty,  but  in 
Chicago  it's  a  sport. 

—DICK  GREGOI 


A  politician  is  a  man  who  can  be  verbose 
in  fewer  words  than  anyone  else. 

—PETER  DE  VRI1 


If  Roosevelt  were  alive  today,  he'd  roll 
over  in  his  grave. 

—SAMUEL  GOLDWY 


A  Text... 

If  thou  faint  in  the  day 
of  adversity,  thy  strength 
is  small. 

—PROVERBS  24:10 
Sent  in  by  Le  Roy  Ricksy,  Rosedale,  N.Y. 
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When  AGF  Funds  Inc.  faced  a  maturing 
financial  services  industry,  they  needed 
innovative  ways  to  better  connect  with, 
and  service  the  needs  of  financial 
advisors.  The  financial  services  firm 
engaged  BearingPoint  to  assist  in  the 
integration  of  an  industry-leading 
customer  relationship  management 
system  designed  to  successfully  integrate 
sales,  marketing,  call  center  service  and 
operational  processing.  These  are  the 
kinds  of  results  that  make  the  difference. 

CUSTOMER  RELATIONSHIP  MANAGEMENT. 
EMPOWERED  BY  BEARI NGPOI NT. 


After  a  decade  of  rapid  growth,  MetLife 
needed  to  transform  its  financial  analytii 
and  reporting  operation.  BearingPoint 
teamed  with  MetLife  to  evaluate,  design 
and  deploy  a  world-class  solution  that 
would  support  MetLifes  growth  and  its 
vision:  consistent,  timely  and  accurate 
reporting.  The  refined  controls  and 
processes  help  MetLife  to  effectively 
respond  to  changing  regulations  and  to 
keep  its  reputation  for  reliable  service. 
These  are  the  kinds  of  results  that  make 
the  difference. 

FINANCE  TRANSFORMATION. 
EMPOWERFD  BY  BEARINGPOINT. 
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Business  and  Systems  Aligned.  Business  Empowered. 


December  31,  2008 
Fellow  Shareholders, 


efine  Your  Company's 
Future,  Today. 


It's  an  age-old  problem,  writ  new.  Who's 
going  to  build  an  environmentally  friendly  fleet 
of  hydrogen-powered  vehicles  without  the 
energy  stations  in  place?  But  who'll  invest  in 


hydrogen  energy  stations  before  enough 
vehicles  are  on  the  road  to  make  it  worthwhile 
^So  which  comes  first,  the  chicken  or  the 
egg?  At  ChevronTexaco,  we're  jump-startin 


Chicken... 


www.chevrontexaco.com/hyclrogenenergy 


©2004  ChevronTexaco  Corporation.  ChevronTexaco  is  a  trademark  ot  ChevronTexaco  Corporation. 


hings  by  partnering  with  the  US  Department 
if  Energy  and  AC  Transit  of  California, 
"ogether,  we're  integrating  new  technologies 
Lith  the  existing  natural  gas  distribution  network 


to  create  a  prototype  hydrogen  energy  station, 
open  for  business  in  2005.  By  using  this 
practical  approach  to  build  stations,  we're  well 
on  our  way  to  building  a  better  tomorrow. 


meet  the  egg. 


ChevronTexaco 


Turning  partnership  into  energy." 
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CcHIOH  KNOW  HOW* 


YOU  KNOW  BETTER 


INTRODUCING  DELL'S  NEW  POWEREDGE  SERVERS. 

Get  outstanding  manageability  and  value  with  new  Dell  PowerEdge  Servers 
and  Intel  Xeon  Processors. 

>-  Step  up  to  the  next  generation  of  technology  that  gives  you  32-bit  performance 
and  the  flexibility  of  64-bit  extended  memory*  when  you  need  it. 

*r  Dell's  new  PowerEdge  Servers  with  Intel®  Xeon"  Processors  feature  new 
PCI  Express  for  headroom  to  grow. 

>■  OpenManage  4'"  is  the  first  hardware  change  management  solution  that 

leverages  existing  third  party  OS  management  applications  to  manage  hardware 
and  software  changes. 

>-  Dell's  PowerEdge  2850  won  the  prestigious  PC  Magazine  Editors'  Choice  Award  for 
2U  servers  thanks  to  its  performance,  manageability  features,  innovative  LCD  status  panel, 
Open  Manage  software  and  optional  remote  access.  (September  2004  issue) 


►  Common  drivers,  BIOS  and  system  images  can  help  you  streamline 
improvements  and  lower  total  cost  of  ownership. 


GET  MORE  OUT  OF  NOW. 
Click  www.deii.com/server22  or  call  1.800.822.6078 


Harriott, 

HOTELS  &  RESORTS 


NO  SHIRT?  NO  SHOES?  IMPECCABLE  SERVICE. 
Over  the  years,  our  guests  have  provided  us  with  many 
challenges.  Misplaced  passports,  lost  luggage,  the  odd 
forgotten  pair  of  dress  shoes.  In  every  case,  we  do 
everything  we  can  to  help.  Even  if  it  means  offering  the 
shirt  off  our  back.  Or  size  ten  black  wingtips  off  our  feet. 
Going  above  and  beyond.  IT'S  THE  MARRIOTT  WAY™ 


Call  i -800-77 1 -LOOK 
or  visit  Marriott.com 
to  learn  more 
about  Marriott's 
Look  No  Further™ 
Best  Rate  Guarantee. 


C  2004  Marriott  International,  Inc 


Maybe  the  way  we  work 
isn't  working. 

Enter  the  Intelligent  Document  Platform  from  Adobe. 
The  bridge  between  the  paper  and  digital  worlds. 
Suddenly,  documents  become  smarter  and  infinitely 
more  useful.  Important  data  is  made  secure.  And 
information  intuitively  travels  where  it's  needed,  as 
it's  needed,  all  on  its  very  own.  It's  simplicity  at  work. 
The  Intelligent  Document  Platform.  Better  by  Adobe: 


>ee  how  others  are  crossing  the  paper  to  digital  bridge  at  adobe.com/idp. 
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Where  14-billion  Web  addresses  and  emails  get  directed. 

Where  2.7-billion  phone  connections  get  routed. 
Where  3,000  global  enterprises  get  secured. 
Where  $100-million  in  online  commerce  gets  transacted. 


eriSign: 

Vhere  it  all  comes  together. 


Ilions  of  times  each  day,  the  world  interacts  with  a  company 
>u  may  not  realize  is  there.  One  that  is  driving  dynamic 
ansformations  at  the  very  core  of  commerce  and  com- 
unications.  Verisign:-  Through  our  Intelligent  Infrastructure 
>rvices,  we  enable  businesses  and  individuals  to  find,  connect, 
cure,  and  transact  across  today's  complex  Internet,  telecom, 
id  converged  networks. 


3,000  global  businesses  and  400,000  Web  sites.  And  we  handle 
over  30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  VeriSign  will  be  there,  deploying  the 
Intelligent  Infrastructure  Services  necessary  for  everything  from 
RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile 
and  rich  media  content  distribution. 


e  operate  the  systems  that  manage  .com  and  .net,  handling  Whether  you're  a  telecom  carrier  looking  to  rapidly  deploy  new 

-billion  Web  addresses  and  emails  every  day.  We  run  one  of  the  services;  a  Fortune  500  enterprise  needing  comprehensive, 

'gest  telecom  signaling  networks  in  the  world,  enabling  services  proactive  security  services;  or  an  e-commerce  leader  wanting 

ch  as  cellular  roaming,  text  messaging,  caller  ID,  and  multi-  to  securely  process  payments  and  reduce  fraud,  we  can  help, 

edia  messaging.  We  manage  network  and  user  security  for  over  We're  VeriSign.  Where  it  all  comes  together."1 
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Side  Lines 


Bush  Raised  Your  Taxes 

"Christmas  is  going  to  be  free  this  year.  Just 
charge  it."  Not  even  MasterCard  would  dare 
such  a  pitch.  Credit  is  a  convenience,  not  a  way 
to  reduce  costs.  Your  costs  include  both  cash 
outlays  and  any  tab  you  run  up.  Isn't  this  the 
essence  of  accrual  accounting?  Haven't  we  known 
this  since  maybe  the  time  of  the  Sumerians? 

What  brings  accruals  to  mind  is  the  $413  billion 
federal  deficit  and  the  threat  that  it  will  bring  on 
some  kind  of  tax  increase.  As  Janet  Novack  explains  on  page  5( 
certain  increases  are  already  programmed  into  the  code,  an 
more  loom  in  the  guise  of  "reform"  and  "loophole  closing." 

Apply  a  little  accrual  accounting  to  your  personal  situatioi 
however,  and  you  can  stop  worrying  about  the  future.  Goverr 
merit  is  a  huge  burden  right  now.  Your  537  elected  spendthrif 
serving  in  Washington  are  buying  a  lot  of  stuff,  and  if  you  ai 
prosperous,  your  share  of  the  bill  is  high. 

We'll  assume  that  you  have  an  income  of  $1  million,  289 
from  capital  gains  and  dividends,  and  you  file  a  joint  retun 
Deloitte  &  Touche  calculates  that  your  federal  tax  this  year  wi 
be  $214,600  and  that  the  tax  cuts  of  recent  years  are  saving  yo 
$41,100.  But  you  are  buying  more  than  $214,600  worth  of  farr 
subsidies,  vaccine  stockpiles  and  other  useful  things.  That's  ju: 
the  portion  paid  by  check.  You  are  also  buying  things  with  you 
government  MasterCard. 

The  following  calculations  are  mine,  not  Deloitte's.  To  ca] 
culate  your  share  of  the  $413  billion,  use  your  share  of  corporat 
and  personal  income  tax  collections,  which  came  to  a  hair  undf 
$1  trillion  in  the  fiscal  year  just  ended.  This  adds  $88,800  to  you 
purchases  of  government  services,  bringing  the  total  t 
$303,400.  This  is  a  lot  higher  than  it  was  in  2000,  when  your  cas 
taxes  were  higher  but  the  government  ran  a  surplus. 

I  omitted  payroll  taxes  from  the  apportionment  formul; 
That's  fair  because  any  coming  tax  increases  here  are  going  t 
fall  (I  predict)  on  people  making  more  than  $90,000.  In  othe 
words,  the  possibility  of  higher  Social  Security  taxes  doesn 
reduce  your  implicit  share  of  federal  outlays,  unless  you  have 
trust  fund  like  Teresa  Heinz  Kerry's. 

'    ^„.,„„  .  So  stop  wringing  your  hand 

about  the  deficits  we  are  be 
queathing  to  our  grandchildrer 
Keep  your  account  book 
properly,  and  you  can  se 
that  grandchildren  hav 
nothing  to  do  with  it.  Yoi 
are  already  paying  highe 
taxes  than  you  were  fou 
years  ago. 

IT*  «^>~^"  EDITOR 
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\N  H  AT  CAN  The 

WAIT  STAFF 

TEACH  US  ABOUT 

CORPORATE  AND   INVESTMENT  BANKING 

■ 

Extraordinary  service  can  make  jou  very  popular. 

More  and  more  foodservice  companies  are  discovering  the  diverse  benefits  of  Wachovia's 
integiated  corporate  and  investment  banking  platform.  Maybe  that's  why  we're  the  #1  underwriter 
of  public  equity  and  equity-linked  securities  to  the  industry  since  2001 .'  Maybe  that's  why  we're 
the  #2  ranked  lead  arranger,  with  13  loan  syndication  transactions  raising  $2.9  billion  since 
2003-'  And  maybe  that's  why  so  many  of  our  clients  keep  coming  back  for  more.  Talk  to  us. 


wachovia 
Securities 

Uncommon  Wisdom 

Corporate  Banking  ■  Investment  Banking  •  Equity  Capital  Markets  ■  Fixed  Income 


'Securities  Data  Corporation  (by  volume  ol  deals  since  2001).  Loan  Pricing  Corporation  (by  volume  of  deals  since  2003).  Wachovia  Securities  is  the  trade  name  for  the  corporate  and  investment  bankin 
Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital  Markets.  LLC  ("WCM").  member  NYSE.  NASD.  SIPC.  ©  2004  Wachovia  Corporation 


$159,397,140 

Initial  Public  Offering 
Joint  Book-Running  Manager 


$62,698,891 
Secondary  Equity  Offering 

Sole  Manager 


MCCORMICK 
gSCHMICJCS 

SEAFOOD  RESTAURANTS 


$72,000,000 
Initial  Public  Offering 

Co-Manaeer 


Caribbean  Restaurants,  Ir>< 

A  portfolio  company  of  Oak  Hill 
Capital  Management,  Inc. 

Has  been  sold  to 
Castle  Harlan,  Inc. 

Financial  Advisor 


Caribbean  Restaurants,  Inc. 
$210,000,000 
Secured  Credit  Facilities 

Joint  Lead  Arranger, 
Joint  Book-Runner  & 
Syndication  Agent 


&4* 


$150,000,000 

Revolving  Credit  Facility 

Lead  Arranger  & 
Administrative  Agent 


OUTBACK 

STEAKHOUSE* 


$150,000,000 
Revolving  Credit  Facility 

Lead  Arranger  & 
Administrative  Agent 


$475,000,000 
Secured  Credit  Facilities 

Lead  Arranger  & 
Administrative  Agent 


$I05,403,06l 
Follow-on  Equity  Offering 

Joint  Book-Running  Manager 


Has  acquired 
Ninety  Nine  Restaurant  &  Pub 
$300,000,000 
Secured  Credit  Facilities 

Financial  Advisor, 
Lead  Arranger  & 
Administrative  Agent 


$125,000,000 

Revolving  Credit  Facility 
$125,000,000 
9.00%  Sr.  Subordinated  Notes 

Sole  Book-Running  Manager, 
Lead  Arranger  & 
Administrative  Agent 


$100,000,000 
Revolving  Credit  Facility 

Lead  Arranger  & 
Administrative  Agent 


DARDEN 

RESTAURANTS. 

$400,000,000 
Revolving  Credit  Facility 

Lead  Arranger  & 
Administrative  Agent 


Has  been  acquired  by 
Castle  Harlan,  Inc. 

Financial  Advisor 


Performance 
Food  Group 


$350,000,000 
Revolving  Credit  Facility 

Lead  Arranger  & 
Administrative  Agent 


$60,456,000 
Initial  Public  Offering 

Co-Manager 


DARDEN 

RES  FA  U  RANTS. 


$150,000,000 
5.75%  Medium  Term  Notes 

Joint  Lead  Manager 


"^^BJ^r*  Performance 
~Z?f0%7  I  Food  Group 

$151,570,000 
Follow-on  Equity  Offering 
$201,250,000 
5.50%  Convertible  Notes 

Co-Lead  Manager 


$44,850,000 

Follow-on  Equity  Offering 
Sole  Book-Running  Manager 


$59,800,000 

Follow-on  Equity  Offering 
Sole  Manager 
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Readers  Say 


Gland  Slam 


I  was  extremely  interested  to  read  of  the  advances  being  made  in  the  area  of 
prostate  cancer  in  "Men,  Cancer  &  Hope"  (Nov.  1,  p.  96).  But  as  a  surviving 
prostate  cancer  patient,  I  am  disappointed  that  you  ignored  cryoablation  as 
a  treatment.  I  was  operated  on  over  1 2  years  ago,  before  many  improvements 
were  made  in  this  procedure.  My  PSA  continues  at  a  0.20  level.  Cryoablation 
is  approved  by  the  American  Urological  Association  and  is  covered  by 
Medicare  and  many  insurance  groups.  Surely  it  deserves  to  be  described  and 
included  as  an  alternative  treatment. 

WALTER  HORYLEV 
Hilton,  NY. 

Great  article.  One  thing  not  discussed  was  the  use  of  proton  treatment 
versus  standard  radiation.  Four  years  ago  my  PSA  elevated,  indicating 
possible  prostate  cancer.  A  friend  had  tried  proton  treatment  a  couple  of 
years  earlier  and  recommended  it  to  me.  Although  my  PSA  level  turned 
out  to  be  a  false  signal,  I  discovered  that  Loma  Linda  University's  proton 
treatment  has  an  excellent  survival  rate  and  causes  less  tissue  damage 
than  radiation.  It's  an  excellent  option. 

DICK  DONAHUE 
Bellingham,  Wash. 


No  Winks,  Not  Even  a  Nod 

"Stupid  Tax  Tricks"  (Nov.  1,  p.  86) 
reports  on  Winklevoss  Consultants' 
new  Donor  Managed  Investment 
Account,  describing  the  "low  hassle 
and  expenses"  of  the  program,  which 
allows  donors  to  manage  their  contri- 
butions to  charity.  My  motive  in  man- 
aging the  assets  of  my  late  daughter's 
scholarship  fund,  the  genesis  of  the 
program,  was  to  grow  the  fund  tax-free 
for  the  benefit  of  the  nonprofit,  not 
create  a  "stupid  tax  trick"  or  "scheme" 
for  donors.  You  refer  to  "strings 
attached"  to  the  DM  I  program,  but 


these  are  simply  safeguards  to  preven 
self-dealing  and  other  abuses.  Com 
paring  the  DMI  program  to  privati 
foundations  is  an  apples-to-orange: 
exercise.  They  are  intermediary  enti 
ties,  not  charities.  Through  our  pro 
gram,  the  donation  goes  straight  to  th< 
charity.  The  donor  can  even  reques 
that  a  charity  make  contributions  tc 
other  charities.  This  provides  a  higl 
degree  of  gifting  control,  rather  thar 
the  "low"  rating  in  your  chart. 

HOWARD  WINKLEVOS! 
Founder,  Winklevoss  Consultant. 

Greenwich,  Conn 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO. 


u've  spent  a  lifetime  being  rational,  sensible  and  practical.  When  it  comes  time  to  let  your 
ir  down  (or  what's  left  of  it)  will  you  be  prepared?  Neuberger  Berman  can  help.  For  over  60 
ars  we've  specialized  in  one  thing:  managing  money.  We  know  that  in  order  to  meet  your 
g-term  goals  your  money  needs  to  grow.  So  our  primary  purpose  is  to  uncover  opportunities 
it  are  right  for  you,  whether  you're  worth  $500,000  to  $5O0  million.  For  more  information,  call 
f. 232. 4859  or  visit  nb.com.  After  all  you  want  to  make  the  most  out  of  playtime,  don't  you? 

MONEY    MANAGEMENT     IS    WHAT    WE  DO*. 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 

jrger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $74  Billion  in  assets  under  management  (as  of  3/31/04).  Minimum  investment  $500,000.  For  more  information,  including  a  list  of  our  offices 
wide,  visit  nb.com.  ©2004.  All  rights  reserved.  5/04. 


Readers  Say 


Shilling  for  the  Good  Life 

In  "Carriage  Trade"  (Nov.  1,  p.  228)  your 
advice  to  invest  in  businesses  selling  lux- 
ury goods  and  services — and  to  dump 
stocks  in  -companies  catering  to  the 
probably  doomed  middle  and  lower 
classes — was  almost  startling  in  its  hon- 
esty. I  applaud  Gary  Shilling's  candor 
and  wish  there  were  more  like  him  in  the 
media.  However,  the  overall  effect  of  the 
article  was  like  hearing  Marie  Antoinette 
urging  investors  to  buy  stock  in  cake 
manufacturers. 

ERIC  W.  SMITH 
Sr.  Paul,  Minn. 

Bridge  Tale  a  Reach? 

I  was  shocked  by  "The  Troll  Under  the 
Bridge"  (Nov.  15,  p.  134),  which  trivializes 
a  crucial  Canada-U.S.  issue:  capacity  at 
our  two  countries'  busiest  border.  Your 
story  conveys  the  misguided  belief  that 
the  bridge  is  the  key  to  a  nasty  business 
monopoly.  This  is  nonsense.  The  Ambas- 
sador Bridge  is  locked  in  heavy  competi- 
tion with  the  Bluewater  Bridge  in  Sarnia- 
Port  Huron  for  truck  traffic  and  the 
Windsor-Detroit  Tunnel  for  passenger 
traffic.  There  is  no  direct  highway  con- 
nection between  the  bridge  and  Ontario's 
main  road,  Highway  401.  Miles  of  strip 
malls  and  stoplights  stand  between  the 
main  highway  systems  of  the  two  coun- 
tries, choking  traffic.  Blame  falls  squarely 
on  Canada's  federal  and  provincial  gov- 
ernments. It's  also  too  bad  you  failed  to 
mention  that  the  Ambassador  Bridge 


plan  may  move  ahead  without  a  dime  ( 
public  money.  That  hardly  sounds  like 
troll  under  the  bridge  to  me. 

TODD  WEILE 
Detroit,  Mid 

Seated  in  Chattering  Class 

Notwithstanding  "Cause  To  Cell-ebrat< 
(Fact  and  Comment,  Sept.  20,  p.  34),  tr 
real  problem  with  cell  phone  use  i 
airliners  is  not  interference  with  cockp 
communication,  it's  with  the  plane 
navigation.  Years  ago  I  was  over  tr 
San  Bernardino  Mountains  bringing  oi 
DC-10  into  the  L.A.  basin.  Through  tr 
cockpit  windows  we  could  tell  we  wei 
exactly  on  track.  But  navigation  instri 
ments  disagreed.  The  problem:  Someor 
was  surreptitiously  using  a  cell  phon 
The  navigational  problem  was  caugl 
by  visual  checking.  But  had  we  bee 
entirely  on  instruments,  with  no  visu 
references,  it  would  have  been  a  serioi 
situation.  As  you  aptly  point  out,  lou 
airborne  cell  phone  chatter  may  soo 
rank  with  other  air  travel  nuisances.  Pa< 
some  earplugs. 

BARRY  SYRET 
Captain  (retired),  American  Airlin 
Gig  Harbor,  Was, 

Take  Two  Aspirin,  Call  a  Lawyei 

The  problem  encountered  by  Merck  wit 
Vioxx  you  describe  in  "Merck's  Mes; 
(Nov.  1,  p.  50)  could  occur  at  any  pha 
maceutical  company.  If  lawsuits  ai 
allowed  to  destroy  Merck,  what  compar 
will  next  be  pilloried  by  the  legal  profe 
sion?  True,  there  should  be  damagi 
awarded  for  those  who  can  demonstra 
problems  caused  by  Vioxx,  but  certain 
not  to  those  who  did  not  suffer  any  pe 
manent  harm.  The  blunder  by  Merc 
may  open  a  floodgate  of  potential  lav 
suits  that  could  ruin  any  drug  compan 
no  matter  how  small  or  large,  and  destrc 
any  effort  to  bring  new  and  more  effects 
drugs  to  market. 

NELSON  MARAN 
Silver  Spring,  Mi 


Forbes 


Serfd  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 


Out  there,  the  world  can  often  be 
unwelcoming  and  unpredictable. 
So  when  you  find  a  place  where 
every  sight,  sound  and  surface 
achieves  absolute  perfection, 
you  may  never  want  to  leave. 


Experience  Range  Rover 
for  yourself  at 
landroverusa.com/perfect 
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K  ill 


1 


A 


BT  has  global  network  coverage  in  120  countries  across  5  continents.  Organizations  rely 
on  our  decades  of  global  network  expertise  to  help  them  securely  deliver  business  critical 
information  to  the  right  people,  in  the  right  places,  at  the  right  time.  Giving  them  the 
power  to  do  what  they  do  best.  Discover  more  about  succeeding  in  the  digital 
networked  economy  at  bt.com/networkedlT 

Figure  based  on  the  top  20  companies  in  the  Fortune  500  as  compiled  by  Fortune  magazine. 


More  power  to 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
With  all  thy  getting  get  understanding" 


Bush:  Be  Bold 


|P RESIDENT  BUSH  HAS  MADE  IT  CLEAR  THAT  HE  WANTS  A  THOR- 
ough  overhaul  of  both  Social  Security  and  the  federal  income 
tax  code.  The  President  shouldn't  settle  for  half  measures. 

His  first-term  commission  on  Social  Security  recommended 
that  workers,  if  they  so  chose,  could  put  up  to  2%  of  their  Social 
security  taxes  into  personal  accounts.  We  should  up  that  to  6% 
)r  8%.  Or,  as  Representative  Paul  Ryan  (R-Wis.)  suggested,  we 
hould  permit  people  to  put  into  their  personal  accounts  10  per- 
centage points  (which  is  $1,000)  of  the  current  12.4%  Social 
Security  payroll  tax  on  the  first  $10,000  of  wages  each  year,  and 
percentage  points  on  all  taxable  wages  above  that. 

Critics  carp  that  we  would  have  to  float  bonds  to  help  pay 
ocial  Security  beneficiaries  during  the  long  transition  to  a  more 
private  system.  So  what?  These  bonds  won't  increase  the  real 
lational  debt.  The  official  national  debt  is  about  $7  trillion.  But  the 
infunded  liabilities  of  Social  Security  run  to  $12  trillion  or  higher 
Medicare's  shortfall  is  even  more  shocking — more  than  $30  tril- 
ion).  Just  because  Washington's  Enron-like  accounting  ignores 
hese  liabilities  doesn't  mean  they  are  any  less  real  politically  or 


economically.  There  are  various  ways  that  those  bonds  could  be 
amortized — like  a  home  mortgage — over  a  40-year  period. 

Obviously  these  personal  accounts  would  have  numerous  safe- 
guards, including  major  diversification.  And  individuals  who 
didn't  wish  to  take  stock  market  risks  could  have  all  their  monies 
go  into  government  bonds  and/or  government-insured  bank  CDs. 

The  President  should  be  just  as  bold  with  our  corruptly  com- 
plex tax  code.  He  shouldn't  try  to  mend  the  unmendable.  He 
should  start  over.  Replace  it  with  a  flat  tax,  which  would  also  be  a  tax 
cut.  You  could  have  generous  exemptions  for  adults  and  individuals. 
Under  the  proposal  I  proffered  in  the  1990s,  a  family  of  four  would 
owe  no  federal  income  tax  on  its  first  $36,000  of  income.  You  could 
literally  fill  out  a  federal  income  tax  return  on  a  single  page.  Half  the 
lobbyists  in  Washington  would  have  to  find  new  employment,  as 
would  most  of  the  Internal  Revenue  Service  staff  and  countless  tax 
lawyers.  Compassionate  conservative  George  Bush  would  probably 
be  willing  to  provide  these  folks  federally  funded  job  retraining. 

Such  radical  initiatives  could  rightly  win  this  President  an 
exaltedly  high  historical  place  among  his  presidential  peers. 


Democratic  Doer 


IEPUBLICANS  ARE  LUCKY  THAT  DEMOCRATS  DIDN'T  GIVE  A 
erious  look  during  their  nominating  process  to  a  man  who 
vould  have  been  a  formidable  candidate,  whose 
jrinciples  and  policies  would  have  had  broad 
ppeal:  Chicago's  Mayor  Richard  Daley.  He's  no 
)ff-the-wall  liberal,  no  flip-flopper.  Daley  has 
>een  a  mightily  effective  chief  executive,  with  a 
tick-to-itiveness  that  is  rare  in  normally  contro- 
ersy-shy  politics.  In  July  Chicago  unveiled  its 
Millennium  Park,  whose  architecture  has  won 
aves.  This  huge  project,  which  was  heavily 
inanced  with  private  money  and  was  hit  with  all 
inds  of  delaying  obstacles,  would  have  been  still- 
>orn  had  it  not  been  for  Daley's  constant  pushing  and  prodding. 

Several  years  ago  the  Mayor  took  on  Chicago's  dysfunctional 
chool  system.  Initially,  progress  was  slow,  as  vested  interests  used 


guerrilla  tactics  and  frontal  assaults  to  fend  off  fundamental  reform. 
Daley  responded  by  attacking  the  problem  even  more  vigorously, 
including  promoting  charter  schools  and  partner- 
ships with  outside  organizations  to  help  fund,  cre- 
ate and  run  more  than  100  schools.  Daley  hasn't 
hesitated  to  shutter  nonperforming  schools,  either. 

This  Democratic  mayor  has  zero  tolerance 
for  the  plague  of  frivolous,  extortionist  lawsuits 
battering  business  and  medicine — and  everyone 
else.  He  is  an  advocate  of  real  tort  reform. 

His  Honor  also  has  no  truck  with  business- 
bashing,  unlike  many  Democrats — and  all  too 
many  Republicans.  His  attitude  regarding  cor- 
porate scandals  is  to  punish  the  wrongdoers,  not  to  generalize 
or  tar-brush  the  whole  sector.  He  recognizes  that  businesses, 
large  and  small,  create  jobs,  wealth  and  higher  living  standards. 


Imagine:  A  Democratic  Tax-Cutter 


iNOTHER  INDIVIDUAL  WHO  WOULD  HAVE  GIVEN  THE  DEMO- 
rats  real  firepower  on  the  national  front  is  Governor  Bill 
lichardson  of  New  Mexico.  Richardson  took  office  last  year  and 
already  phasing  in  a  40%  cut  in  the  state's  top — and  onerous — 
come  tax  rate,  along  with  a  50%  cut  in  the  state's  capital  gains 
levy.  He  is  pushing  a  top-to-bottom  reform  of  New  Mexico's 


educational  system.  He  also  is  aggressively  pursuing  new  busi- 
nesses for  the  state.  With  his  political  experience — 15  years  in 
Congress  and  stints  as  energy  secretary  and  as  our  UN  ambas- 
sador— Richardson  can  turn  ideas  and  goals  into  hard  realities. 
He  has  a  global  perspective  as  well:  He  knows  the  importance  of 
free  trade,  having  bucked  his  party  a  decade  ago  to  support  Nafta. 
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Fact  and  Comment 


Integrity  Triumphs 


AN  UNSUNG  HERO  OF  THIS  ELECTION  IS  OHIO  SECRETARY  OF 
State  J.  Kenneth  Blackwell.  Everyone  knew  Ohio  would  be  criti- 
cal in  determining  who  would  be  our  next 
President.  The  secretary  of  state,  whose  office 
is  in  charge  of  running  the  statewide  elec- 
tions, did  everything  humanly  possible  to 
ensure  an  honest  vote. 

Democrats  got  angry  when  Blackwell 
permitted  into  voting  places  thousands  of 
Republican  poll  watchers  who  wanted  to 
make  sure  that  those  turning  up  were  indeed 
legitimate  voters.  The  Democrats  filed  law- 
suits, but  Blackwell  ultimately  prevailed.  Cer- 
tain Republican  operatives  groused  when 
Blackwell  proclaimed  on  election  night  that 
every  legitimate  vote  would  be  counted, 
whether  it  took  two  hours,  two  days  or  two 
weeks.  These  Republicans  thought  Blackwell  would  be  too 
lenient  in  counting  provisional  ballots  that  might  tip  the  state  to 


SF  with  his  then-presidential  campaign 
national  chairman,  Ken  Blackwell. 


Kerry.  As  one  Republican  apparatchik  muttered,  with  no  flatter 
intended,  "He's  certainly  independent,  isn't  he?" 

Those  who  know  Ken — I  was  privilege 
to  have  him  serve  as  my  campaign's  nations 
chairman  when  I  ran  for  the  Oval  Office  ii 
2000 — know  that  he  is  a  man  of  rock-solii 
principles  who  follows  the  rules  with  a  stron 
sense  of  fairness,  regardless  of  political  reper 
cussions.  This  year  Ken  fiercely  fought  hi 
party  when  Ohio  Republicans  rammei 
through  a  massive  tax  increase  to  cover  sev 
eral  years  of  binge  spending.  Blackwell  i 
indeed  "independent  minded." 

Blackwell  may  not  always  win  plaudit 
from  career  politicians,  but  he  certainl 
deserves  kudos  from  all  voters — Republican: 
Democrats  and  Independents  alike — for  dis 
playing  steel-like  integrity  in  an  arena  in  which  waffling  ani 
trimming  are  too  often  the  norm. 


TV  Rarity:  Real  Knowledge,  Great  Judgment 


BY  FAR  THE  BEST  ELECTION  NIGHT  COVERAGE  CAME  FROM  FOX 
News,  and  that  was  in  no  small  part  due  to  Michael  Barone's 
superb  on-the-air  analyses.  Barone,  longtime  principal  coauthor  of 
the  highly  respected  The  Almanac  of  Amer- 
ican Politics,  gave  viewers  insights  that  were 
not  found  on  any  of  the  other  networks. 
Fox  was  the  first  to  declare  George  Bush 
the  winner  in  Ohio,  for  example,  which 
meant  he  had  won  reelection.  Barone 
explained  in  precise  detail  how  there  was 
no  way — even  with  provisional  ballots — 
that  Kerry  could  win  the  Buckeye  State. 
Events  proved  Barone  to  be  right;  Kerry 
threw  in  the  towel  the  following  morning. 

Another  example:  In  the  close  Senate  race  in  South  Dakota, 
Barone  had  Fox  declare  Republican  John  Thune  the  winner  over 
Democrat  and  Senate  minority  leader  Tom  Daschle,  even 


though  vote  tallies  were  close  and  other  pundits  were  observin 
that  precincts  with  large  Indian  populations  still  had  no 
reported  in.  Barone  noted  exactly  which  two  counties  had  th 
uncounted  Indian  votes  that  would  hel] 
Daschle  but  then  pointed  out  that  ther 
was  a  heavily  Republican  suburbai 
county  in  which  only  about  one-third  c 
the  vote  had  been  reported.  Barone  con 
eluded  that  that  county  and  the  two  pre 
dominantly  Indian  ones  would  effec 
tively  cancel  each  other  out  and  tha 
Thune's  lead  would  hold.  He  was  agaii 
right  about  a  close  and  critical  contest. 
Barone  knows  the  innards  of  stat 
and  county  politics  around  the  country  better  than  any  othe 
TV  talking  head  and  conveys  his  knowledge  and  insight 
quickly,  lucidly.  His  was  an  extraordinary  performance. 


RESTAURANTS:  GO, 


,STQP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  "ftata  Estiatorio—  1 33 1  Second  Ave.,  between  70th  and  7 1  st  streets 
(Tel.:  212-535-3800).  A  great  place  for  those  seeking  a  top-quality 
fish  restaurant  away  from  the  madding  midtown  crush.  Open  and 
airy,  Trata  offers  an  Aegean  ambiance,  friendly  and  efficient  service 
and  first-rate,  simply  prepared  food.  (Don't  pass  up  the  wonderful 
beet  salad.)  There  is  also  an  extensive  and  interesting  selection  of 
Greek  wines.  Go  for  a  pleasant  mini-escape  to  this  Greek  Island. 

Riingo-Alex  Hotel,  205  East  45th  St.  (Tel.:  212-867-4200). 
When  a  guest  complains  of  grit  in  the  roasted  vegetables,  you 
have  to  wonder  what's  going  on  in  the  kitchen.  This  is  a  place 


where  fusion  doesn't  work.  However,  the  grilled  rib-eye  and 
the  rare  tuna  are  pricey  but  tasty.  The  service  is  friendly,  but 
the  decor  is  as  uncomfortable  and  unpleasant  as  it  gets. 

Dominic  Restaurant/Social  Club— 349  Greenwich  St.,  at  Jay  St. 
(Tel.:  212-343-0700).  Welcoming  and  moderately  priced  Ital- 
ian restaurant  with  a  lounge  space  in  front  reminiscent  of 
social  clubs  in  the  chef/owner's  childhood  neighborhood. 
Recommended:  grilled  branzino;  pasta  with  spring  peas  and 
mint;  and  obscenely  delicious  zeppoles  (a  kind  of  Italian 
doughnut  without  holes).  F 
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FRIDAY: 


9-llam: 

Meet  Director  to  schedule 
next  week's  business  trip 


12-2pm: 

Lunch  with  clients  to  discuss 
direction  for  upcoming  campaign 


3-5pm: 

Presentation  in  convention  center 
or 


4:30pm: 

Last  minute  dash  to  pick  up 
free  tickets  to  the  speedway 


(6:00pm:  Sit  next  to  the  pit  and  feel  the  engines) 

LG  plasma  TV  puts  you  right 
in  the  action  in  stunning  detail.  And,  with 
a  71"  plasma  screen,  it's  life-size,  too. 

It's  just  one  way  LG  makes  life  good. 
To  see  more  ways,  visit  www.lge.com 


Good 


THIS  IS  RAY. 


REACHING  RETIREMENT  IS  NO  SMALL  ACHIEVEMENT 
WE'LL  HELP  YOU  SIMPLIFY  IT 


nir 


g  the 


ncome  Management  Account 
nly  from  Fidelity. 


If  you're  like  Ray,  managing  your  finances  and  making  sure  your 
savings  will  last  aren't  getting  any  easier.  But  now,  with  the  Income 
Management  Account  only  from  Fidelity,  you  can  take  control  of 
your  income  and  expenses  all  in  one  place,  online.  And  we  have 
retirement  specialists  who  can  help  you  get  started,  because  the 
first  key  to  simplifying  retirement  is  having  a  plan  that  works  for 
you.  And  nothing  helps  you  stick  to  your  retirement  plan  like 
the  Income  Management  Account.  It  will  even  remind  you  of 
e  things  you  tend  to  forget  -  like  when  quarterly  taxes  are  due  -  with  proactive  alerts, 
use  your  next  job  shouldn't  be  managing  your  retirement.  It  should  be  living  it. 

DELITY  RETIREMENT  INCOME  ADVANTAGE"  I  PLANNING  I  INVESTING  I  INCOME  MANAGEMENT 


Fidelity  Income 
Management  Account 

►  Consolidate  income 
sources 

►  Manage  Fidelity  and 
non-Fidelity  investment 
accounts 

►  Track  spending  and 
withdrawal  rates  online 
to  stay  on  plan 


IE#]I 


AY  FOR  A  FREE  CONSULTATION 

•  go  to  Fidelity.com/simplify  to  see  our  online  demo. 

800.FIDELITY  f 


other  comments 


To  have  no  set  purpose  in  one's  life  is  the  harlotry  of  the  will 

— STEPHEN  MACKENNA 


Hope  Triumphant  Hope  has  triumphed,  and  with  it 
the  confidence  of  the  American  people  in  the  values  and  principles 
on  which  our  shared  civilization  on  both  sides  of  the  Adantic  is 
based.  George  W.  Bush  decided  to  respond  to  totalitarian  terrorist 
attacks  with  a  return  to  basic  principles.  He  could  have  chosen 
appeasement.  He  could  have  opted  for  mere  rhetoric.  He  decided 
not  to  do  so.  He  decided  to  oppose  brutality  with  steadfast  con- 
viction. Now  a  wide  majority  of  his  people  has  backed  this  policy. 
It  has  confirmed  that  there  is  hope  in  our  way  of  life,  a  form  of 
hope  that  derives  its  strength  from  its  essential  convictions,  a  hope 
that  is  manifested  in  the  desire  to  defend  freedom  above  all  else. 

— JOSE  MARIA  AZNAR,  former  prime  minister  of  Spain, 

Wall  Street  Journal 

A  Better  Way  Representative  Paul  Ryan  (R-Wis.)  and 
Senator  John  Sununu  (R-N.H.)  have  introduced  in  Congress 
what  may  become  the  most  sweeping,  visionary,  breakthrough 
legislation  to  help  enrich  working  people  in  my  lifetime.  The  bill 
would  allow  workers  to  shift  what  they  now  pay  each  week  in 
payroll  taxes,  an  amount  that  is  roughly  the  same  as  what 
appears  in  the  FICA  box  on  their  pay  stub,  into  their  own  per- 
sonal [Social  Security]  accounts. 

A  recent  study  by  Peter  Ferrara  [of]  the  Institute  for  Policy 
Innovation  showed  that  personal  accounts  of  6.4%  invested  half 
in  corporate  bonds  and  half  in  stocks  earning  standard  long- 
term  market  investment  returns  would  provide  workers  across 
the  board  with  roughly  two-thirds  more  in  benefits  than  what 
Social  Security  promises  but  cannot  pay.  Such  vast,  broad-based 
wealth  ownership  would  transform  America,  economically,  so- 
cially and  politically.  Capitalism  works  only  when  people  have 
capital.  For  the  first  time  in  history,  the  working  poor  will  have 
access  to  wealth  creation.  Any  amount  in  the  account  when  the 


"Of  course,  he  was  already  very  good  at  Frisbee  before  steroids." 


worker  dies  can  be  left  to  loved  ones.  Every  worker  would  be 
come  a  personal  owner  in  America's  business  and  industry.  Ther 
would  no  longer  be  a  dichotomy  between  labor  and  capital  be 
cause  every  individual  would  be  both  a  worker  and  a  capitalist 
—NEWT  GINGRICH,  former  speaker  of  the  Hous 
of  Representatives,  Baltimore  Su 

Acting  Responsibly  Today  responsibility  is  ofte 
meant  to  denote  duty,  something  imposed  upon  one  anothe 
from  the  outside.  But  responsibility,  in  its  true  sense,  is  a: 
entirely  voluntary  act;  it  is  my  response  to  the  needs,  expresse 
or  unexpressed,  of  another  human  being. 

—ERICH  FROM? 

Land  of  Opportunity  The  two  parties  are  polarizec 
but  at  the  end  of  the  day  we  all  live  in  the  United  States.  After 
hard-fought  election,  all  sides  need  to  come  together  an< 
remember  that  what  we  share  as  Americans  is  far  greater  tha 
what  divides  us.  As  the  President  said  in  his  speech  after  M 
Kerry's  concession,  "When  we  come  together  and  work  togethe 
there  is  no  limit  to  the  greatness  of  America." 

—JOHN  P.  AVLON,  New  York  Su 

Clinton's  Weakness  a  senior  Israeli  official  who  i 
often  asked  to  speak  to  fledgling  American  diplomats  headed  t 
Arab  countries  told  me  one  of  the  main  lessons  he  tries  to  teac 
them  is  to  never  apologize,  because  the  Arabs  consider  it  a  sig: 
of  weakness.  It's  a  lesson  that  William  Jefferson  Clinton  neve 
learned.  President  Clinton  had  little  interest  in  foreign  policy  o 
national  defense,  and  throughout  his  presidency  apologized  fo 
one  imagined  American  fault  after  another.  Clinton  neve 
understood  how  the  levers  of  American  power  could  be  pulle 
to  move  the  world.  Instead,  because  he  was  so  uncomfortable  i: 
his  role,  he  was  content  to  let  others  take  over  for  him.  In  th 
UN  Security  Council,  and  in  Kofi  Annan,  he  found  men  bot 
willing  and  able  to  do  so,  and  he  chose  to  let  them. 

Clinton  sent  American  troops  to  too  many  places — in  th 
interest  of  "peacekeeping" — yet  failed  to  respond  with  decisiv 
action  to  direct  attacks  on  Americans,  our  embassies,  and  evei 
our  naval  vessels.  His  answer  to  terrorist  attacks  was  to  mak 
meaningless  cruise  missile  strikes,  and  combine  them  witl 
bracing  speeches  unconnected  to  policy. 

—JED  BABBIN,  Inside  the  Asylum:  Why  the  Ul 
and  Old  Europe  Are  Worse  Than  You  Thin 

Empirical  Evidence  The  scientific  theory  I  like  bes 
is  that  the  rings  of  Saturn  are  composed  entirely  of  lost  airlin 
luggage. 

—MARK  RUSSELL  I 
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ill  adds  up  to  5  stars. 


,  consider  the  front  side  and  side  curtain  airbags.  Then,  add  to  that  the  rigid 
y  cage.  Next,  bear  in  mind  the  front  and  rear  crush  /.ones.  Finally,  take  into 
unt  the  Traction  Control  System  (TCS)  and  anti-lock  braking  (ABS).  And 
;mber,  it  all  comes  standard.  Just  like  the  5-star  frontal-crash-test  safety  rating: 


0HONDA 


The  Accord  V-6  Sedan 


com  1-800-33-f  londa  "National  Highway  Traffic  Safety  Administration  frontal  crash  test:  February  21KB.  EX  V-6  model  slum  n.  '03104  American  I  fonda  Motor  Co.,  Inc. 


SMALL  BUSINESS  SURVEY: 

At  the  new  FedEx  Kinko's,  we  can  pack  &  ship 
almost  anything.  Is  this  good  for  your  business? 


Yes.  No.  Sure,  you  might  be  the  experts 

when  it  comes  to  packing  &  shipping, 
but  when  it  comes  to  procrastinating 
&  beating  around  the  bush,  I'm  still 
the  undisputed  king. 


* 

FedEx  Kinko's. 

fedexkinkos.com  Our  office  is  your  office.         Office  and  Print  Center 

©  2004  FedEx. 


Current  Events 


By  Paul  Johnson 


Must  the  Whole  World  Speak  English? 


THE  FRENCH  EDUCATIONAL  WORLD  IS  CONVULSED  BY  A  REPORT 
on  the  future  of  its  school  system.  A  commission  headed  by  edu- 
cation expert  Claude  Thelot  has  recommended  that  the  teaching 
of  English  be  mandatory  in  all  French  schools  and  that  it  be 
accorded  the  same  importance  as  the  French  language  and  math- 
ematics. The  commission  takes  the  position  that  English  is  now  the 
"language  of  international  communication"  and  that  French  young 
people  must  be  taught  to  speak  and  write  it  fluently. 

Another  report  on  the  level  of  knowledge  of  English  attained  by 
youngsters  in  eight  European  countries  gives  France  the  lowest  rat- 
ing, claiming  the  French  actually  regressed  between  1996  and  2002. 
The  Spanish,  traditionally  the  least  polyglot  of  western  European 
nationalities,  are  now  doing  better  than  the  French.  Under  a  1990 
law,  all  Spanish  schoolchildren  are  now  taught  a  foreign  language 
(98%  choose  English)  from  the  age  of  8  and  in  some  regions  start 
at  6.  In  the  Madrid  region  there  are  26  bilingual  schools  and  col- 
leges in  which  courses — with  the  exception  of  Spanish  literature 
and  mathematics — are  taught  in  English;  by  2007  there  will  be  1 10. 

Unlike  the  Americans  and  British,  who  simply  allow  the  spread 
of  English  to  take  its  course,  the  French  have  spent  billions  on  pro- 
moting their  language  in  French-speaking  territories  in  Africa  and 
the  Pacific.  Pushed  by  the  Academie  Francaise,  the  French  govern- 
ment has  imposed  sanctions  on  officials  or  agencies  financed  by 
taxes  that  are  found  using  Americanisms  or  English  phrases  where 
a  French  equivalent  exists.  Some  French  parliamentarians  have 
raised  an  angry  fuss  over  the  Olympic  Games'  press  conferences 
being  held  in  English  and  over  a  recent  report  by  the  European 
Central  Bank  to  the  European  Parliament  given  in  English.  It  was 
not  so  long  ago  that  the  EU  Secretary-General,  when  asked  why  he 
invariably  gave  press  conferences  in  French  (with  no  translation), 
replied:  "Because  French  is  the  language  of  diplomacy,"  adding, 
under  his  breath,  "and  civilization."  Recently  the  academician 
Maurice  Druon,  together  with  a  group  of  elderly  French  lawyers, 
demanded  that  French  be  made  the  judicial  language  of  Europe. 

Professor  Claude  Hagege  of  the  College  de  France  has  come  to 
agree  with  the  idea  of  teaching  English  in  French  primary  schools 
but  only  if  another  language  is  taught  at  the  same  time.  Both  Prime 
Minister  Jean-Pierre  Raffarin  and  Minister  of  Education  Francois 
Fillon  support  the  proposal  to  make  teaching  English  mandatory. 
However,  Jacques  Chirac — who  hates  the  spread  of  English — has 
made  what  he  sees  as  a  high-minded  plea  for  cultural  diversity  and 
the  richness  of  language.  "Nothing,"  he  says,  "would  be  worse  for 
humanity  than  to  move  toward  a  situation  where  we  speak  only  one 
language."  That's  an  odd  statement  coming  from  a  man  committed 


to  an  EU  in  which  the  harmonization  process  is  being  extended  to 
all  laws  and  administration  that  have  the  slightest  impact  on 
economies  and  whose  aim  is  the  "United  States  of  Europe." 

Must  not  a  superstate  of  a  score  of  nations  have  a  common 
language?  The  Germans,  the  principal  allies  of  the  French  in  the 
EU,  have  allowed  English  to  replace  French  as  their  country's 
second  language  in  schools  and  in  business.  Indeed,  some  Ger- 
man firms  with  big  export  interests  already  hold  board  meet- 
ings in  English.  They  find  it  "more  convenient."  That  is  also  an 
increasing  practice  in  Sweden  and  the  Netherlands. 

The  Inevitable  Spread 

As  the  author  of  more  than  40  book* — most  of  which  have  been 
translated,  some  into  as  many  as  30  languages — I  have  some  insight 
into  the  process  whereby  English  spreads.  The  Dutch  and  the  Swedes 
no  longer  bother  to  bring  out  local-language  editions  of  my  books. 
However,  some  languages  present  particular  problems.  There  have 
to  be  two  Portuguese-language  editions,  one  translation  done  in  Lis- 
bon for  Portugal  proper,  another  in  Rio  de  Janeiro  for  Brazil,  evi- 
dence of  strong  linguistic  bifurcation.  The  same  happens  with  Span- 
ish— one  translation  in  Madrid  for  Spain,  another  in  Buenos  Aires 
for  Latin  America.  For  China  there  have  to  be  three  editions:  one  Big 
Letter,  one  Small  Letter  and  one  for  Hong  Kong. 

Languages  are  things  of  beauty.  But  linguistics  students  know 
perfectly  well  that  language  cannot  be  dictated  by  elites  ruling  from 
above.  It  is  the  one  naturally  democratic  force  in  the  world — surg- 
ing up  from  below.  That  is  why  French  schoolchildren,  no  matter 
what  the  Academie  Francaise  orders,  say  "Yeah"  instead  of  "Oui."  As 
for  the  further  spread  of  English,  much  will  depend  on  what  hap- 
pens in  India,  a  subcontinent  of  countless  languages  and  dialects. 
The  British  promoted  Hindi  as  a  common  language  for  India.  But 
under  mid- 19th-century  reforms,  English  was  promulgated  as  the 
language  of  administration.  Educated  Indians  today  speak  and  write 
English  fluendy,  and  it  is  spreading  faster  in  India  than  in  any  other 
country.  Indians,  even  those  from  poor  families,  recognize  English 
to  be  their  passport  to  affluence,  not  least  through  telephonic  out- 
sourcing. Today  millions  earn  their  living  by  speaking  English. 

India  will  soon  be  the  world's  most  populous  country.  By  2050 
India,  with  a  population  of  1.6  billion,  will  have  overtaken  China 
(1.4  billion).  If  India  becomes  a  predominantly  English-speaking 
country,  as  I  expect  will  happen,  China  will  have  to  follow  suit  or 
risk  relegation.  There  are  high  stakes  in  the  global  language  game. 
But  there's  not  much  we  can  do  about  it.  Events  will  take  their 
course.  Everyone  should  calm  down — and  learn  English.  F 


Forbes 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Digital  Rules 

By  Rich  Karlgaard,  publisher 


Net-One,  TV-Zero 


TVE  YEARS  AGO  FOR  THE  SAKE  OF  THE  KIDS,  MY  WIFE  AND  I 
inplugged  our  television.  (There's  a  story  to  be  told  on  this  subject, 
jut  not  here.  E-mail  me  at  the  address  below  with  the  subject  head- 
ng  "TV  and  Kids."  My  wife  and  I  will  share  our  experiences.) 
3ottom  line,  the  Karlgaards  could  not  watch  the  election  on  TV.  So 
ve  followed  it  on  the  Internet.  Wise  choice.  Around  10  p.m.  East- 
:rn  we  knew  George  Bush  had  the  vote  in  the  bag,  even  in  Ohio. 
The  fat  lady  was  singing  lustily  on  the  IP  channels.  I  fired  off  an 
:-mail  to  a  friend  in  Connecticut,  urging  him  to  relax  and  go  to 
)ed.  Bush  was  sailing  to  an  easy  win.  Television — old,  slow  and 
)iased — wouldn't  tell  us  the  truth  for  another  two  and  a  half  hours. 

if  ear  of  the  Internet— for  Real 

t  will  be  years  before  we  know  whether  Karl  Rove  in  2004 
ichieved  his  dream  of  engineering  a  deep  shift  in  American 
>arty  politics.  But  we  can  say  for  certain  that  2004  will  go  down 
s  the  Year  of  the  Internet.  Now  stop  laughing.  I'm  aware  that 
ve've  had  four  or  five  YOTIs  already.  You're  sick  of  hearing 
bout  YOTIs.  There  was  1995,  when  Netscape  went  public  and 
ent  Nasdaq  into  a  five-year  orbit.  And  1997,  when  venture  cap- 
talist  John  Doerr  said  Silicon  Valley  dot-coms,  with  their  fabu- 
3us  "increasing  returns"  models,  would  snuff  out  brick-and- 
nortar  companies,  leaving,  Doerr  puffed,  "no  significant 
ompany  east  of  Reno."  And,  of  course,  there  was  another  YOTI 
1 2000,  when  the  silly  stage  of  dot-com  valuation  swept  over  us. 

Bill  Gates  once  said  that  technology  progress  looks  slow  in  the 
jlhort  term  but  revolutionary  in  the  long  term.  He's  right.  Frank 
Vhittle  invented  the  jet  engine  in  the  late  1930s.  But  the  jet's  trans- 
prmative  revolution  in  our  lives  began  fully  two  decades  later.  Gates' 
wn  source  of  lucre,  the  personal  computer  industry,  worked  that 
/ay,  too.  Personal  computers  hit  the  market  in  the  late  1970s.  In 
1981  IBM  created  the  industry's  first  million-unit  seller.  And  in  1982 
Ime  magazine  named  the  personal  computer  its  "Man  of  the  Year." 
tock  valuations  for  all  things  PC  rocketed  in  early  1983.  Of  course 
ve  know  what  happened  next.  Stocks  crashed,  the  popular  culture 
'loved  on  to  Madonna,  and  old  lions  like  Ken  Olsen  danced  on  the 
C's  grave.  But  starting  in  the  late  1980s,  the  real  PC  revolution 
legan — the  one  that  changed  business  and  our  lives  forever. 

The  Internet  is  tracing  the  same  stages.  Hype.  Despair.  Then, 
al  revolution. 

In  2004  the  efficacy  and  profitability  of  Internet  advertising 
'as  no  longer  arguable.  In  August  Google  went  public  on  shock  - 
lgly  good  numbers  and  has  risen  70%  since.  Rich — of  course, 
ubble — I  don't  think  so.  Yahoo,  Ebay  and  Forbes.com  are  all 
:eing  similar  rates  of  revenue  and  profit  growth. 

In  2004  an  odd  presidential  candidate,  Howard 
»ean,  came  out  of  nowhere  and  had  a  shot  at  winning 


his  party's  nomination.  Dean's  medium  of  fundraising  and 
voter  turnout  was  the  Internet.  One  of  the  recent  election's 
major  mysteries  is  why  the  Deaniacs  forgot  to  show  up  and  vote 
for  John  Kerry  in  November.  The  answer  is  obvious.  Kerry  (and 
his  incompetent  handlers  Bob  Shrum  and  Mary  Beth  Cahill) 
failed  to  exploit  the  Internet.  They  were  old  school,  obsessing  on 
TV-news  cycles  and  Bruce  Springsteen  endorsements.  They 
assumed  the  support  of  Deaniacs,  but  did  not  close  the  sale. 

In  2004  the  old  media  tried  to  boost  Kerry  with  concocted 
Bush  scandal  stories.  The  tactic  backfired.  A  mere  18  minutes  into 
Dan  Rather's  National  Guard  lollapalooza  bloggers  noticed  that 
the  smoking  gun  alleging  Bush's  incompetence  as  a  guardsman — 
a  1971  typewritten  document — was  printed  in  a  1990s  computer 
font,  Times  New  Roman.  Any  dimwit  (but  not  Dan  Rather)  knows 
the  font  did  not  exist  on  vintage  IBM  Selectric  typewriters. 

Down  went  the  story  and  network  news.  Up  went  the  blog- 
gers and  the  Net. 

Bloggers  Flog  Rather 

As  said,  in  2004 1  watched  the  election  returns  on  my  Dell  computer 
and  knew  for  certain  Bush  would  win  two  and  a  half  hours  before 
Tom,  Peter  and  Dan  said  it.  How?  Didn't  Internet  avatar  Matt 
Drudge  swallow  the  early-exit-poll  myth  showing  Kerry  leads? 
Weren't  we  cybercitizens  as  fooled  as  TV  watchers?  Yes,  but  only  ini- 
tially. By  8  p.m.  Eastern,  the  Drudge  Report  had  posted  that  Kerry's 
early-exit-poll  lead  was,  in  fact,  narrower  than  Gore's  exit-poll  lead 
in  2000.  Drudge's  caveat  was  the  first  clue  signaling  Bush's  victory. 

Clue  two  was  that  the  Drudge  Report  had  thoughtfully 
included  links  to  real-time  precinct  returns  in  Florida  and  Ohio. 
By  8:30  p.m.  you  could  see  Bush  beginning  to  break  away. 

Clue  three  was  www.realclearpolitics.com,  an  excellent  site. 
It  links  to  political  opinion  journals,  such  as  National  Review 
Online  (NRO)  and  bloggers  across  the  ideological  spectrum.  By 
9  p.m.  Eastern,  NRO  told  us  that  Republicans  were  estimating  a 
250,000  absentee-vote  lead  in  Florida.  That  would  seal  Florida. 
Back  to  Drudge.  At  9:30  p.m.  we  learned  Bush  had  a  100,000- 
plus  lead  in  Ohio.  But  what  about  provisional  votes?  Tom,  Peter 
and  Dan  strived  to  maintain  the  fiction  that  youth  and  minori- 
ties, presumed  Kerry  supporters,  would  dominate  the  provi- 
sionals and  thus  tighten  the  count.  Horse  pucky.  By  following 
the  blogs,  you  knew  otherwise.  The  Deaniacs  had  failed  to  show 
up.  Thus  by  10  p.m.  I  e-mailed  my  friend  in  Connecticut  and 
told  him  to  have  a  celebratory  nip  of  Courvoisier  and  retire.  I 
called  my  parents  in  North  Dakota  and  said  it  was  over. 

You  have  to  wonder.  Is  it  over  for  TV  network  news,  too?  F 


F01"bCS  I  ^'s'f  "'c^  Karlgaard's  home  page  at  www.life2where.com 
— ^™irain  |  or  e-mail  him  at  publisher@forbes.com. 
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But  Not  Great  for  Book  Sales 

lervyn  L.  Hecht,  author  of 
\How  to  Make  Money  With 
I  Stock   Options:   A  Basic 
Guide  for  the  Conservative  Investor, 
is  in  U.S.  Tax  Court  fighting  a  deci- 
sion to  disallow  a  loss  of  $273,515 
he  claimed  in  2000  from  an  options 
trading  partnership.  Calling  the 
structure  a  sham  tax  shelter,  the 
Internal  Revenue  Service  also 
assessed  Hecht,  who  lives  outside 
Los  Angeles,  $81,620  in  additional 
taxes  and  penalties.  The  Harvard 
Law-educated     Hecht,  whose 
resume  reports  that  he  served  as  a 
consultant  for  law  firms  on  options  cases  and  also  sat  on  arbi- 
tration panels,  asserts  that  the  investment  strategy  he  pursued 
was  absolutely  legitimate.  — Janet  Novack 

Where  Money  Does  Grow  on  Trees 

Hallie  E.  Ford,  divorced  wife  of  Kenneth  W.  Ford,  the  late 
Oregon  timber  baron  who  graced  The  Forbes  400  list  in  the 
1980s,  is  also  suing  in  Tax  Court,  opposing  an  IRS  demand  for 
$3  million  in  extra  taxes  for  2000  and  2001.  She  reported  tax- 
able income  of  $1 1  million;  the  IRS  says  that  it  really  was  more 
like  $23  million.  Blame  an  audit  of  RLC  Industries,  the  sub- 
chapter S  parent  of  Roseburg  Forest  Products  headed  by  son 
Allyn,  which  she  still  partly  owns.  Last  year  FORBES  said  that 
the  family's  750,000  acres  of  timberland,  in  southern  Oregon 
and  northern  California,  comprised  the  country's  eighth- 
largest  family  landholding.  — J.N.  and  William  P.  Barrett 

Why  Not  Just  Say  Brokers  Can  Shill? 

Zero  Alpha  Group,  which  represents  eight  investment  advi- 
sory firms  that  aren't  brokerages,  is  stepping  up  attacks  against 
a  proposed  Securities  &  Exchange  Commission  rule  that  it 
says  would  allow  stockbrokers  to  continue  giving  investment 
advice  without  disclosing  to  clients  all  fees  received  for  finan- 


cial products  sold.  Zero  Alpha,  whose  members  are  paid  sole 
by  their  clients,  released  a  poll  suggesting  that  most  investo 
don't  understand  this  key  legal  difference  between  stockbn 
kers  and  advisers.  The  broker-dealers'  Securities  Industi 
Association  supports  the  SEC  view  that  stockbroker  clien 
receive  sufficient  notice  when  told  in  writing  that  they  hold 
"brokerage"  account.  — Tatiana  Seraf, 

Sounds  Like  a  Motel  With  Thin  Walls 

The  U.S.  Patent  &  Trademark  Office  just  issued  a  busines 
method  patent,  No.  6,805,663,  to  Vince  Bugliosi  Jr.  (son  of  tl 
famous  coauthor  of  Helter  Skelter,  a  book  about  the  Charli 
Manson  murder  case)  and  his  wife  for  "sharing  erotic  exper 
ences."  The  centerpiece:  a  building  with  "a  number  of  con 
partments,"  each  equipped  with  a  hot  tub,  sex  toys  and  a  chai 
lounge  for  customers  to  "use  as  they  see  fit."  Electronics  won 
pump  in  entertainment  and  even  sounds  from  other  unit 
Bugliosi,  of  Grand  Terrace,  Calif.,  now  is  trying  to  intere 
publishers  of  adult  material  in  his  invention. — Tomas  Kelln 


Lawyers  Any  New  Ideas 


Makers  of  high-end  Rolex  watches  are  threatening  legal  action 
against  well-known  California  Internet  guru  John  Gilmore, 
accusing  him  of  "counterfeiting''  and  "trademark  infringement." 
What  did  he  do?  A  bulletin  board  on  Gilmore's  anti-lntemet- 
piracy  Web  site  was  hit  by  spam  that  advertised  fake— and 
cheap— Rolex  watches,  but  the  libertarian  Gilmore  wouldn't  re- 
move the  postings.  The  Rolex  lawyers— whose  demand  letter 
Gilmore  quickly  posted  online— dismiss  his  assertion  that  their 
huffings  are  like  talking  about  suing  the  phone  company  after  re- 
ceiving a  crank  call.  —  Dirk  Smillie 


Election?  What  Election? 


On  Nov.  2  the  federal  government  droned  on  as  usual,  judging  from  these  Federal  Register  notices  published  that  day.  —W.P.t 


AGENCY 


ACTION 


Commerce  Department 
Environmental  Protection  Agency 
Federal  Communications  Commission 
Food  &  Drug  Administration 
Health  &  Human  Services  Department 
Homeland  Security  Department 
Transportation  Department 
Treasury  Department 


implemented  new  rules  for  sea  scallop  fishing 

sought  comment  on  paper-plant  air  rules  in  Georgia 
awarded  wireless  frequencies  for  Maplesville,  Ala. 
approved  new  ingredients  for  nasal  decongestants 
invited  applications  for  grants  to  aid  "Indian  elders" 
changed  areas  of  flood  insurance  coverage 
proposed  rule  on  "locomotive  crashworthiness" 
erased  tariffs  for  "prototype"  product  imports 
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On  My  Mind  

Mark  P.  Mills  is  a  founding  partner  of  digital  power  Capital,  which  invests  in  security  technologies, 

AND  COAUTHOR  OF  THE  BOTTOMLESS  WELL  (BASIC  BOOKS,  JANUARY  2005). 

The  Security-Industrial  Complex 

We  have  scarcely  begun  to  tap  technology's  potential 
to  make  our  homeland  more  secure  against  terror. 


SECURITY  IS  A  VERY  BIG  AND  GROWING  TECH  BUSINESS. 
Cumulative  private  and  public  sector  security  spending  in  the 
U.S.  is  forecast  to  exceed  $1  trillion  over  the  coming  decade.  The 
punditocracy  has  analogized  this  post-Sept.  1 1  trend  to  Cold 
War-era  military  spending;  homeland  security  will  be  a  short- 
term  economic  stimulus  but,  ultimately,  like  military  spending, 
a  drag  on  the  nation's  domestic  production. 

The  evidence,  however,  points  the  other  way.  Security  spend- 
ing is  sparking  another  tech  boom.  A  security-industrial  com- 
plex is  rapidly  emerging,  echoing 
its  military  kissing  cousin,  visible 
in  conference  exhibitions  across 
the  country.  More  than  800  com- 
panies packed  exhibit  aisles  at  the 
American  Society  for  Industrial 
Security  exhibition  in  Dallas  in 
late  September.  A  few  weeks  later 
many  of  the  same  companies 
were  at  the  massive  annual  Army 
tech  expo  in  Washington,  D.C. 

In  the  past  we  talked  about 
"dual  use"  military-civilian  tech- 
nologies, but  truth  be  told,  not 
much  of  what's  in  a  bomb 
migrates  back  to  a  BMW.  How- 
ever, the  money  flowing  into 
military  and  homeland  infra- 
structure security  will  leverage 
revolutionary  technologies  and 
materials  of  the  new  digital  age. 
This  will  fuel  entrepreneurs  and 
capitalists  to  combat  terrorist 
threats,  collaterally  spurring  a 
new  round  of  basic  innovation. 

The  military,  for  instance,  needs  sophisticated  devices  to 
protect  its  bases  in  the  Middle  East.  The  danger  is  not  from 
planes  dropping  bombs,  but,  for  example,  from  vehicles  or  peo- 
ple hiding  explosives.  The  same  dangers  are  now  faced  by  mil- 
itary and  civilian  sites  back  home,  including  airports,  nuclear 
plants,  ports  and  banks.  Technology  that  protects  soldiers — 
that  can,  for  example,  detect  whether  something  approaching 
a  perimeter  at  night,  in  fog  or  dust,  is  a  person  or  a  dog — is 
eagerly  sought  in  the  private  sector,  too.  All  of  it  inevitably 
becomes  more  affordable  as  deployment  spreads  from  the  mil- 
itary to  airports  and  then  on  down  to  commercial  industries 
and  buildings.  A  pleasant  side  effect  of  all  the  spending  on 
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antiterror  technology  will  be  a  reduction  in  crime. 

The  enabling  technologies  for  terror-sensing  tools  wi 
rapidly  migrate  to  applications  in  medicine,  industry,  tran: 
portation,  telecom  and  even  entertainment,  driving  a  tec 
boom.  Examples:  Sensors  to  sniff  potential  chemical  weapot 
will  improve  industrial  processes  and  environmental  monito 
ing.  Scanners  to  see  through  packages  will  advance  medic 
imaging.  Infrared  vision  to  keep  a  24/7  all-weather  eye  out  w: 
land  in  automotive  dashboards.  Radar  to  monitor  perimete 

and  borders  will  be  seen  in  safei 
enhancements  in  trucks. 

There's  plenty  of  mom 
flowing  into  this  new  sector.  Tr 
Pentagon  is  spending  $100  mi 
lion  a  year  just  to  help  coordina 
civilian  tech  transfer  for  securit 
Plus,  the  Department  of  Defen: 
is  spending  $60  billion  a  year  R 
new  technologies — $15  billio 
for  advanced  research  and  deve 
opment — with  security-relate 
technology  an  important  part  < 
the  total.  Much  of  the  R& 
money  is  flowing  to  universil 
researchers  and  startups.  Ventui 
capital  is  targeting  this  sector,  to 
Many  defense  companies,  like  L- 
GE  and  Northrop  Grumman  ha> 
security  divisions  to  advanc 
these  technologies. 

You  can  expect  bumps  in  tr 
road,  not  the  least  from  privac 
watchdogs  who  see  Big  Broth* 
reflected  in  every  lens.  We  a 
value  our  privacy,  but  the  worriers  have  no  imagination.  As  ju 
one  example,  emerging  technology  to  find  weapons  or  expk 
sives  hidden  beneath  clothes  is  devilishly  challenging.  Th 
American  Civil  Liberties  Union  protested  in  2002  that  usin 
such  tools  would  be  like  "a  virtual  strip  search."  But  the  ACL 
has  this  backwards.  This  kind  of  technology  will  make  true  pr 
vacy  invasions,  like  real  strip  searches,  less  necessary.  It  will  be 
cinch  to  use  software  to  modify  scanning  images  so  that  the 
show  contraband  but  nothing  more. 

The  new  security-industrial  complex  will  grow,  because  M 
need  it  and  because  this  economic  juggernaut  will  take  us  dow 
the  now  familiar  tech  curve  of  declining  costs. 


"Technology  that  protects  soldiers  is  eagerly 
sought  in  the  private  sector,  too.  All  of  it 
inevitably  becomes  more  affordable." 


IN  1822, 


Was  N0T  YET  distilled  legally.  HOWEVER,  this  small  detail 

didn't  stop  KING  GEORGE  IV 
from.  DECLARING  it  his  favourite  whisky. 


^  "I  a  royal  visit  to 
KING  GEORGE  IV 
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Catching  Phish 


IS  YOUR  POKER  GAME  LEGAL? 


A 


THE 

ma 

SCAM 

PHISHERS  STEAL 
YOUR  MONEY, 
RUIN  YOUR  CREDIT 
AND  WRECK 
YOUR  COMPUTER 
WHAT  TO  DO  IF 
YOU  GET  HOOKED 


month  after  our  story  on 
identity  theft  the  government 
ihas  made  a  media  splash  with 
a  spate  of  arrests  and  indictments 
of  alleged  phishers  and  "carders." 
Following  a  yearlong  investigation 
dubbed  Operation  Firewall,  the 
Justice  Department  and  Secret  Ser- 
vice announced  they  had  nabbed 
28  people  in  eight  states  and  six 
countries  and  filed  19  indictments. 
The  charge:  engaging  in  a  global 
organized  crime  ring  devoted  to 
online  identity  theft  and  credit  card 
fraud.  Potential  penalties  include 
jail  terms  of  3  to  15  years.  Though 
the  government's  sting  includes  the 
operators  of  Shadowcrew.com,  which  (according  to  the  indictment)  has  traf- 
ficked in  1.7  million  stolen  credit  card  numbers  and  caused  at  least  $4  million 
in  losses,  there  are  scores  of  such  Web  sites  still  in  operation. 

— Lea  Goldman 


FLASHBACKS 


MAY  27,  2002 


Fall  From  Grace 

The  man  FORBES  dubbed  a  strong  contender  in  the 
race  to  succeed  Sanford  Weill  as  chief  of  Citigroup 
has  been  forced  out  of  the  company.  Thomas  Wade 
Jones,  who  headed  global  investment  management  at 
Citi,  was  asked  to  resign  in  October  because  of  his  poor 
oversight  of  Citigroup's  private  bank  in  Japan.  In  Sep- 
tember Japanese  regulators  ordered  that  unit  to  shut 
down,  citing  inadequate  internal  controls  to  prevent 
fraudulent  trades  and  money  laundering.  The  Securi- 
Ousted:  Tom  Jones.  tjes  &  Exchange  Commission  is  also  investigating  Citi's 
asset  management  group,  which  could  result  in  an  action 
against  Jones.  The  SEC  probe  has  to  do  with  $17  million  in  investment 
management  revenue  that  Citigroup  failed  to  pass  on  to  its  mutual  funds  and 
is  now  paying  back.  Charles  Prince,  Weill's  successor,  has  promised  to  clean  up 
Citigroup's  problems.  Jones  did  not  respond  to  requests  for  comment. 

— Robert  Lenzner 


MARCH  5,  2001 

Trouble  in  Paris 

When  we  wrote  about  Carrefour,  the  world's  second-largest  retailer  was 
getting  plenty  of  glowing  publicity  for  its  just-so  fruit  displays  in  east- 
ern European  outlets  and  its  packed  stores  in  Japan.  But  as  we 


85  YEARS  AGO  IN  FORBES  I  NOVEMBER  I,  I9I9 

Viva  Muckrakers  Whenever  an  arti- 
cle is  published  exposing  the  misdeeds  of 
unscrupulous  financiers  or  so-called  "big  men," 
there  comes  nothing  but  a  storm  of  protest 
against  such  "muckraking,"  as  they  are  pleased 
to  call  it.  Instead  of  adopting  so  shortsighted  an 
attitude,  every  decent  financier,  every  decent 
employer,  should  welcome  the  smoking  out  of  the 
unscrupulous.  What  is  needed  is  not  a  blanket 
defense  of  capitalists  but  truthful  information 
which  will  give  the  public  a  correct  idea  of  a  man 
whether  that  man  be  a  tremendously  valuable 
asset  or  a  crook. 

35  YEARS  AGO  IN  FORBES  I  DECEMBER  15.  I969 

DuPont  Does  It  Other  blue  chips 

might  fall  in  favor  but  not  du  Pont.  So  even 
though  du  Pont-generated  earnings  went 
nowhere  in  the  early  Sixties,  the  stock  never 
wavered.  It  remained  in  the  neighborhood  of  250 
with  an  average  multiple  in  the  high  20s.  Just 
before  du  Pont  finished  distributing  the  last  of  its 
General  Motors  holdings  to  its  stockholders  in 
January  I965— a  divestiture  forced  by  a  I96I 
antitrust  decree— earnings  spurted  ll%  to  $7.58 
per  share  and  the  stock  hit  a  postwar  high  of  294. 
DuPont  recently  posted  a  third-quarter  profit  of 
$331  million,  in  contrast  to  a  loss  of  $873  million 
a  year  earlier. 

20  YEARS  AGO  IN  FORBES  I  NOVEMBER  19,  1984 

Rehnquist's  Wisdom  Justice 

William  H.  Rehnquist 
recently  gave  a  speech 
pointing  out  that  presi- 
dential attempts  to  control 
the  ideology  of  the 
Supreme  Court  are  usu- 
ally futile.  The  man  is 
right.  Democrats  had 
made  an  issue  that  a 
reelected  Reagan  could  appoint  a  majority  to  the 
Supreme  Court,  since  five  current  Justices  are  75 
and  over,  thereby  turning  the  High  Court  into  a 
Moral  Majority  playground.  As  Rehnquist  pointed 
out,  however,  a  person  on  the  High  Bench  soon 
develops  a  different  perspective.  "The  institution 
is  so  structured  that  a  brand-new  presidential 
appointee  is  immediately  beset  with  the  institu- 
tional pressures  which  I  described.  ...  He  identi- 
fies more  and  more  strongly  with  the  new 
institution." 
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dw  you  can  expect  more 


Introducing  DHL  Smart  &  GlobalMail 


This  new  single-source  mailing  provider  delivers  more  to  your  office  door  -  more  reliability,  more 
customized  services,  and  more  integrated  mailing  solutions.  We've  combined  the  domestic  and  catalog 
expertise  of  two  well-known  mail  providers,  SmartMail®  and  QuikPakIM,  with  the  international  mailing 
capabilities  of  Deutsche  Post  Global  Mail®.  That's  thinking  outside  the  envelope.  For  reduced  mail  costs, 
seamless  domestic  and  international  mail  services  and  more,  visit  DHL  Smart  &  GlobalMail™  online  at 
www.dhlglobalmail.com  or  call  1 -866-616-MAIL  (616-6245). 


Before. 


After 


Recrafting. 
The  return 
on  a  great 
investment. 

Return  your  worn  Allen-Edmonds 
shoes  to  their  original  glory  with 
Allen-Edmonds  Recrafting?  We 
use  the  same  techniques  when 
Recrafting  your  shoes  that  we  used 
in  their  original  construction.  Just 
mail  us  your  worn  Allen-Edmonds  in 
a  postage-paid  RecraftPak™.  For  more 
information  or  your  free  RecraftPak, 
visit  your  nearest  Allen-Edmonds 
dealer  or  call  1-877-495  5564. 

Mien 
.irJmonds 

For  All  Walks  of  Life"' 
aWeneAmonth.com 


ronow  1  nrougn 


pointed  out,  things  were  not  so  rosy  at 
home  in  France.  A  domestic  megamerger 
failed  to  live  up  to  Chief  Daniel  Bernard's 
promise  to  double  profits.  First  competi- 
tion from  Carrefour  imitators  and  now  a 
price  war  with  big  German  discounters 
are  eating  into  the  retailer's  margins. 
Carrefour's  shares  are  down  45%  since 
our  story  ran,  and  press  reports  in  Europe 
say  some  shareholders  are  demanding 
Bernard's  head.  — Deborah  Orr 

SEPTEMBER  20,  2004 

Lower  Tax  Pain 

Two  months  ago  we  detailed  the  tax 
mess  created  by  a  family  of  compa- 
nies called  Xelan,  which  sold  finan- 
cial planning  and  products  to  dentists  and 
doctors.  The  mess  turned  to  mayhem  in 
November,  when  federal  agents  raided  San 
Diego-based  Xelan's  offices  as  part  of  a 
criminal  probe.  Meanwhile,  a  federal  court 
froze  more  than  $500  million  in  Xelan- 
related  accounts.  The  government  now 
says  4,000  docs  owe  as  much  as  $420  mil- 
lion in  taxes  as  well  as  interest  and  penal- 
ties from  Xelan's  "fraudulent  schemes." 
Xelan  still  stands  by  its  programs. 

— Janet Novack 

FEBRUARY  4,  2002 

Lensmaster 

Hard-charging  Italian  billionaire 
Leonardo  del  Vecchio  is  continuing 
his  push  to  dominate  the  interna- 
tional eyeglasses  market.  Del  Vecchio 
chairs  Milan  eyewear  manufacturer  and 
retailer  Luxottica  Group  SpA,  which 
owns  Sunglass  Hut  and  LensCrafters  in 
the  U.S.  In  October  Luxottica  expanded 
its  U.S.  presence  with  a  $497  million 
takeover  of  Cole  National,  operator  of 
Pearle  Vision  centers  and  Sears  Optical. 
After  losing  a  lucrative  licensing  deal  with 
Armani  two  years  ago,  which  sent  its 
stock  tumbling  27%,  Luxottica  signed 
new  licensing  agreements  with  Prada, 
Versace,  Donna  Karan  and  Dolce  8c 
Gabbana.  It  also  introduced  a  Ray-Ban 
prescription  line.  Luxottica's  stock  has 
gained  20%  since  our  story.  — Luisa  Kroll 


MARCH  15,  2004 

The  Color  of  Mone\ 

British  billionaire  Philip  Green,  tl 
52-year-old  retail  clothing  magnal 
has  gotten  nearly  a  billion  dolla 
richer  since  our  story.  That  puts  his  n 
worth  at  $6  billion.  Profits  are  surging 
his  two  chains,  Arcadia  and  BHS,  allowii 
him  to  sock  away  dividends.  If  nothii 
else,  the  money  could  salve  Green's  eg 
since  his  $16.5  billion  bid  in  July  ft 
venerable  U.K.  department  store  cha 
Marks  &  Spencer  was  rebuffed.  Gre< 
says  he'll  be  looking  to  buy  small  ret; 
operations,  especially  in  footwear  ar 
accessories.  "No  one  wants  to  sell  me  an 
thing  big,"  he  laments.  "It's  not  like 
America,  where  they're  happy  to  ta! 
your  money."  — Kiri  Blakcl 


'Richer: 
Philip  Green. 


APRIL  30,  2001 


Banking  on  Trouble 

Huntington  Bancshares  is  in  trouh 
again.  This  time  it's  with  the  SE 
which  is  investigating  how  the  Oh 
bank  holding  company  accounted  f 
finance  leases  and  loan  commitment  fe 
for  the  years  2002  and  earlier.  That  tin 
frame  overlaps  with  Frank  Wobst's  tenu 
as  chief.  Three  years  ago  we  disclosed  th 
Wobst  was  under  fire  from  shareholde 
who  claimed  he  was  running  the  bai 
like  his  own  personal  ATM.  Wobst  subs 
quently  stepped  down,  but  Huntingtc 
has  struggled  to  erase  his  legacy  ar 
improve  earnings.  Huntington  is  coope 
ating  with  the  SEC.  — Mark  Tat 


48     FORBES"  November  29,  2004 


Qutfront 

WWW.FORBES.COM 

TAX  POLICY 


Your  Next  Tax  Hike 


A FEW  DAYS  AFTER  THE  ELECTION 
President  Bush  made  it  clear  he 
sees  no  reason  to  back  down  on 
any  of  his  promises — including 
the  one  to  make  his  tax  cuts 
permanent.  Yet  Bush's  resoluteness  aside, 
:here  are  people  like  Robert  Gordon,  pres- 
dent  of  investment  firm  Twenty- First  Se- 
;urities,  musing  that  when  it  comes  to 
axes,  the  news  from  now  on  is  likely  to  be 
inpleasant. 

"I  wish  there  were  a  derivatives  market 
n  tax  rates.  I'd  buy  higher  rates  and  make 
1  fortune,"  says  Gordon.  It  will  take  some 
fime,  he  says,  "but  tax  rates  will  go  up.  The 
question  is  not  if,  but  when." 

The  current  15%  top  tax  on  dividends 
ind  long-term  capital  gains  is  the  lowest 
or  gains  since  1933  and  the  lowest  for  div- 
dends  since  1916.  The  35%  top  rate  on 
(alary  and  other  ordinary  income  is  well 
>elow  its  historic  average. 

But  danger  signs  are  evident.  In  the 
hort  term  millions  of  Americans  face  a 
ederal  tax  hike,  already  programmed  into 
he  tax  code,  from  the  alternative  mini- 
inum  tax.  Without  any  new  legislation,  that 
s,  the  AMT  burden  for  middle-class  tax- 
>ayers  is  in  for  a  huge  expansion  between 
!005  and  2006.  And  over  the  long  haul,  tax 
icreases  seem  all  but  inevitable,  what  with 
he  growth  of  Medicare  costs,  the  ap- 
iroaching  bulge  in  Social  Security  recipi- 
fnts  and  the  demonstrated  inability  of  even 
conservative  Republican  Congress  and 
'resident  to  control  the  urge  to  spend. 
"We're  in  a  much  worse  situation  than 
lip  1992  because  more  of  this  deficit  is 
tructural  rather  than  cyclical  and  the  enti- 
ement  explosion  is  closer  at  hand,"  says 
joldman  Sachs  chief  economist  William 
)udley. 

Gordon  suggests  investors  take  a  cue 
om  Microsoft,  which  is  parting  with  $32 
•illion  of  its  cash  hoard  in  a  special  divi- 
end  next  month.  "Make  hay  while  the  sun 
nines,"  he  counsels. 

No  need  to  panic;  the  sun  will  continue 
:>  shine  for  a  while,  at  least  for  people  who 


can  escape  the  AMT.  Bush  and  a  Republican 
Congress  aren't  going  to  jack  up  rates  just 
because  the  federal  government  ran  a  $413 
billion  deficit  in  fiscal  2004.  They  don't 
consider  deficits  of  that  size  (3.6%  of  gross 
domestic  product)  a  problem,  particularly 
if  they're  financing  pro-growth  tax  cuts.  In 
fact,  they're  inclined  to  increase  the  deficit 
another  $1.2  trillion  dollars  or  so  over  ten 
years  to  make  the  Bush  tax  cuts  permanent. 
(The  lower  capital  gains  and  dividend  rate 
expires  at  the  end  of  2008.  The  lower  rate 
on  ordinary  income  lasts  through  2010. 
And  then  there's  the  nutty  estate  tax  repeal; 
it  doesn't  take  effect  until  2010,  and  then 
for  only  one  year.) 

What  might  change  their  stance  in  the 
next  few  years?  Only  a  run  on  the  dollar  or 
a  spike  in  interest  rates  that  hurts  con- 
stituents— not  hand-wringing  by  deficit 
hawks  at  think  tanks. 

But  eventually  the  big  bills  will  come 
due.  The  Medicare  drug  benefit  all  by  itself 
puts  an  $8. 1  trillion  hole  in  the  federal  fisc, 
according  to  the  Medicare  trustees.  This 
represents  the  entidement  burden  for  the 
next  75  years,  discounted  back  to  2004  dol- 
lars. Eventually  this  and  other  entidement 
costs  will  have  to  be  dealt  with. 

Here's  a  guide  to  how  and  when  you 
may  be  asked  to  pay  more. 

The  "blue  state"  surcharge.  The  alter- 
native minimum  tax  works  this  way.  You 
calculate  your  regular  tax,  then  calculate 
your  AMT  and  pay  the  higher  of  the  two. 
The  AMT  was  created  to  ensure  that  fat  cats 
with  oil  wells  paid  at  least  some  tax,  but  it 
has  a  perverse  effect  nowadays.  It  tends  to 
leave  people  with  million-dollar  salaries 
unscathed  (their  regular  taxes  are  pretty 
high)  while  hitting  middle-income  and 
upper-middle-income  families.  The  AMT 
hurts  the  most  in  states  with  high  income 
and  property  taxes,  since  state  and  local 
taxes  are  not  deductible  under  the  AMT.  As 
it  happens,  these  states  (notably  including 
California  and  many  in  the  Northeast) 
mostly  voted  for  John  Kerry. 

Congress  has  enacted  temporary  relief 


from  the  AMT  that  expires  at  the  end  of 
next  year.  For  tax  year  2004, 3  million  fam- 
ilies will  pay  an  extra  $18  billion  under  the 
AMT — that  is,  their  obligations  under  the 
AMT  exceed  taxes  figured  the  regular  way 
by  $18  billion.  In  2006  the  law  calls  for  18.6 
million  families  to  cough  up  $53  billion  in 
AMT  surcharges,  estimates  the  Brookings- 
Urban  Institute  Tax  Policy  Center.  Already 
half  of  taxpayers  earning  $200,000  to 
$500,000  pay  some  AMT.  By  2010,  if  the  law 
doesn't  change,  those  in  this  income  group 
stand  to  lose  70%  of  their  Bush  tax  cuts  to 
the  AMT. 

Eliminating  the  AMT  would  cost  $560 
billion  over  ten  years  and  $900  billion  if  it's 
wiped  out  after  the  Bush  tax  cuts  are  made 
permanent.  So  far  the  temporary  fixes  have 
kept  the  AMT  from  snaring  those  earning 
less  than  $100,000.  Now  Republicans  are 
suggesting  that  AMT  reform — like  tax  re- 
form— should  be  revenue  neutral,  mean- 
ing it  will  produce  losers  as  well  as  winners. 

The  Treasury  is  supposed  to  come  out 
soon  with  recommendations  on  fixing  the 
AMT.  Skadden,  Arps  partner  Pamela  Olson, 
who  until  early  this  year  was  Treasury's  tax 
policy  chief,  says  one  way  to  pay  for  a  fix  is 
to  cap  how  much  taxpayers  can  deduct  for 
state  and  local  taxes  on  their  regular  tax  re- 
turn. In  other  words,  if  the  AMT  surcharge 
rises  too  much,  solve  the  problem  by  rais- 
ing regular  taxes! 

There's  a  brutal  political  logic  to  this, 
as  articulated  by  Stephen  Moore,  president 
of  the  fervently  antitax  Club  for  Growth 
and  author  of  Bullish  on  Bush.  Says  he: 
"Look  who's  affected  by  the  AMT.  It's  all 
those  people  in  blue  states.  So  have  Barbara 
Boxer  and  Hillary  Clinton  deal  with  this 
situation,"  referring  to  the  Democratic  sen- 
ators from  California  and  New  York. 

"Loophole"  closers.  Before  the  election, 
Congress  passed  a  massive  corporate  tax 
bill,  filled  with  special  giveaways,  that  sup- 
posedly wouldn't  increase  the  deficit.  The 
legislators  pulled  this  off  in  part  by  booking 
tens  of  billions  in  increased  tax  revenues 
from,  among  other  things,  crackdowns  on 
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Rates  on  ordinary  and  capital  gains  taxes  are  well  below  historic  averages.  But  severe  deficit 
pressures  loom  if  spending  for  Social  Security  and  Medicare  continues  under  current  benefit  levels. 
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tax  shelters,  the  personal  use  of  corporate 
jets  and  inflated  deductions  for  the  dona- 
tions of  cars,  boats  and  patents. 

Some  Republicans  consider  these  tax 
hikes  in  disguise.  Still,  you  should  expect 
more  of  them  in  the  future,  says  William 
Archer,  the  Texas  Republican  who  once 
chaired  the  Ways  &  Means  Committee  and 
now  works  for  PricewaterhouseCoopers. 
"In  the  current  deficit  environment  there's 
going  to  be  more  and  more  pressure  to  find 


ways  to  raise  money  and  to  be  able  to  say 
this  really  is  not  a  tax  increase,"  he  observes. 
Indeed,  Senate  Finance  Chairman  Charles 
Crassley's  staff  is  already  eyeing  other  char- 
itable abuses  to  clamp  down  on. 

Social  security  "reform."  As  part  of  his 
ambitious  second-term  agenda  Bush  aims 
to  partially  privatize  Social  Security.  There 
are  big  transition  costs  here — a  trillion 
bucks  or  more — since  those  already  retired 
or  nearing  retirement  would  keep  their  So- 


cial Security  checks,  whil 
some  of  younger  workers 
contributions  (which  woul< 
otherwise  pay  those  benefits 
would  be  diverted  into  indi 
vidual  accounts.  Archer  i 
pessimistic  about  Congress 
ability  to  solve  the  problen 
without  eventual  tax  hikes 
One  tempting  solution:  ai 
increase  in  the  amount  o 
wages  ($90,000  for  2005 
subject  to  Social  Security  ta> 
Income  tax  "reform. 
Bush  says  he  wants  to  over 
haul  taxes.  A  flat  tax?  A  na 
tional  sales  tax?  A  progres 
sive  income  tax  that  exempt 
all  savings?  Bush  hasn't  pub 
licly  supported  a  specifi 
plan,  except  to  say  any  reform  must  be  "rev 
enue  neutral."  If  it  is,  somebody's  taxes  wi 
go  up.  In  1986's  "revenue  neutral"  reforn 
average  corporate  tax  rates  increased;  th 
28%  top  tax  rate  ended  up  at  a  margins 
rate  of  33%  for  some  taxpayers;  and  in 
vestors  in  certain  shelters  got  hit  hard. 

Of  course,  at  some  point,  probably  afte 
Bush  has  departed,  the  reforms  will  cease  b 
be  neutral.  They  will  be  revenue-positiv< 
And  there  will  be  even  more  losers.  I 
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Reese's  Pieces 

MAURICE  (REESE)  SCHONFELD,  A  COFOUNDER  OF  CNN,  HAS  10%  stake  in  XFTV  he  says  she  promised  him.  He  also  is  trying  t 
rarely  met  a  business  partner  he  didn't  like— to  sue.  stop  her  from  hitting  the  airwaves  as  planned,  early  in  2005. 
Cable  entrepreneurs  Leslie  and  Russell  Hilliard  were  Schonfeld  claims  he  fulfilled  his  end  of  the  deal-assemblin; 
forced  to  settle  after  backing  out  of  a  deal  with  Schonfeld  to  executives  to  run  the  channel,  designing  a  programming  plan,  hus 
bring  the  BBC  to  the  U.S.  So  was  E.W.  Scripps,  which  Schonfeld  fling  "P  investors-"only  to  have  her  freeze  him  out,"  the  lawsui 
accused  of  trying  to  screw  up  the  Food  Network,  a  cable  channel  says.  Things  started  to  go  awry,  he  says,  when  Bush  brought  ii 
he  cofounded.  Ted  Turner  escaped  court  after  he  fired  his  fellow  New  York  investment  banker  Porter  Bibb  to  raise  money  am 
CNN  founder,  but  Schonfeld  nonetheless  exacted  sorne  stopped  returning  Schonfeld's  e-mails  this  past  summer.  Bibb,  whi 
vengeance  in  a  tell-all  book,  Me  and  Ted  Against  owns  a  tiny  stake  in  Xinhua  Financial,  says  he's  m 

the  World  (HarperCollins,  2001). 

Reese  Schonfeld's  latest  target  is  Loretta  (Fredy) 
Bush,  chief  executive  of  Xinhua  Finance,  a  Chinese- 
language  newswire  service.  Last  month  Schonfeld, 
73,  filed  suit,  alleging  that  Bush  ripped  off  his  work  in 
their  effort  to  bring  a  24-hour,  all-business-news  TV 
channel  to  China.  Filing  in  federal  court  in  New  York- 
thanks  to  their  Manhattan  summits  at  media-mogul 
locations  like  Michael's  restaurant— Schonfeld  wants 
Bush  to  pay  damages  for  allegedly  robbing  him  of  the 


longer  involved  in  the  TV  venture  now  that  he  has  fin 
ished  raising  an  undisclosed  sum  to  get  it  going. 

Through  her  lawyer,  Bush  insists  the  suit  is  withou 
merit.  Tougher  to  duck,  however,  is  a  two-page  agree 
ment  Schonfeld  filed  with  the  court,  signed  by  Bush  ii 
June  2003,  that  grants  each  of  them  10%  (and  Xinhui 
Finance  40%)  of  the  proposed  channel. 

Schonfeld  is  playing  up  the  scorned-partner  bit 
"It's  a  lesson  I  will  never  learn.  You  have  to  treat  al 
people  with  great  mistrust."  —Nathan  Van 
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Insurance  Noir 


Private  eyes  Jules  Kroll  and  Mike  Cherkasky  made  a  fortune  off  others'  misfortunes. 
Never  more  so  than  in  selling  their  firm  to— and  then  taking  over— Marsh  &  McLennan. 
By  Neil  Weinberg  and  Michael  Maiello 


■  T  WAS  A  NICE  PRESENT.  AFTER  MORE  THAN  A  DECADE  OF 
I  futile  attempts  to  cash  out  of  his  namesake  investigative  firm, 
I  Kroll  Inc.,  Jules  Kroll  got  what  he  wanted  on  his  63rd 

■  birthday,  May  18.  Marsh  &  McLennan  announced  it  was 
swooping  in  with  $1.9  billion  in  cash. 

The  buyout  represented  a  33%  premium  on  Kroll's  shares.  It 
also  meant  a  $1 17  million  payday  for  Chairman  Jules  Kroll  and 
family,  plus  another  $15  million  for  Chief  Executive  Michael 
Cherkasky. 

The  partners  touted  the  deal  as  a  snug  strategic  fit.  But 


Eiiot's  (Small)  World 


Many  people  from  New  York  Attorney  General  Eliot  Spitzer's  past  are  playing  big  roles  in  his 
prosecution  of  Marsh  &  McLennan.  Insurance,  it  seems,  is  not  the  only  place  where  clubby  ties  matter. 


CAREY  DUNNE 

Davis  Polk  &  Wardwell 
partner  investigating 
wrongdoing  for  Marsh 
Mac.  Attended  Harvard 
Law  with  Spitzer  and 
introduced  classmate 
David  Brown  (below). 


DAVID  BROWN 

Heads  Spitzer's 
investment  protection  unit 
Harvard  Law  pal  Carey 
Dunne  introduced  him  to 
fellow  classmate  Spitzer. 


Heads  the  Spitzer  criminal 
unit  that  handled  cases 

involving  Marsh  & 
McLennan.  Worked  with 
Spitzer  and  Cherkasky 
in  D.A.'s  office. 


1 


behind  the  buyout  is  a  mysterious  subplot  worthy  of  a  private 
eye  novel:  Did  Marsh  Mac  buy  Kroll  thinking  it  was  an  insur 
ance  policy  against  an  impending  crackdown  by  New  Yorl 
Attorney  General  Eliot  Spitzer? 

By  early  this  year  Marsh  Mac  was  under  the  regulatory  gun 
Its  Putnam  Investments  unit  had  been  nabbed  for  wrongfu 
mutual  hind  trading  by  Spitzer.  Its  Mercer  Consulting  unit  wa 
under  Securities  &  Exchange  Commission  scrutiny  for  possibl 
conflicts  of  interest  in  its  pension  advisory  arm. 

On  Feb.  2  Jeffrey  Greenberg,  then  running  Marsh  Mac 

rang  up  Jules  Kroll  an< 
proposed  a  buyout.  Kroll 
who  did  not  respond  t< 
requests  for  comment,  wa 
the  godfather  of  crisi 
managers;  his  storied  firn 
had  handled  everythin; 
from  monitoring  tb 
cleanup  of  the  Los  Angele 
Police  Department  t< 
uncovering  Saddam  Hus 
sein's  stolen  Kuwait 
riches.  Marsh  Mac  anc 
Kroll  already  had  long 
standing  business  ties 
Kroll  had  done  man; 
investigative  assignment 
for  Marsh  Mac  over  thi 
previous  two  years.  Kroll 
in  turn,  had  transferred  it 
employees'  401  (k)  plans  t( 
Putnam  in  2001  and  hac 
recently  hired  Mercer  t( 
do  an  executive  compen 
sation  study. 

Kroll  also  had  Cher 
kasky,  a  former  prosecuto 
in  New  York  with  profes 
sional  and  personal  ties  t( 
many  regulators  and  lav 
enforcement  authorities- 
including  Spitzer.  Cherlcask 
is  Spitzer's  tennis  pal  anc 
former  boss  in  the  Manhat 
tan  district  attorney's  office 


LLOYD  CONSTANTINE 

Attorney  helping  insurance 
broker  Aon  Corp.  respond 
to  Spitzer's  subpoenas. 
He's  Spitzer's  former  law 
partner,  who  once  hired 
him  as  intern  in  New  York 
attorney  general's  office. 


JULES  KROLL 


Former  boss  of  Spitzer's 
former  boss,  Cherkasky. 
Once  hosted  Spitzer  at 
conference.  Now  vice  chairs 
Spitzer  target,  insurance 
broker  Marsh  Inc. 
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When  holiday  call  volume  and  Web  traffic  spike  by  a  factor  of  ten, 
floral  superpower  FTD  doesn't  worry  about  their  network  -  even 
though  their  entire  business  relies  on  it.  Because  FTD  relies  on  Sprint. 
Sprint  connects  FTD  to  over  52,000  florists  in  154  countries  while 
delivering  network  reliability  so  good  it  helps  FTD  guarantee  100% 
satisfaction  to  their  customers.  Network  reliability  is  why,  for  the 
past  14  years,  this  leading  provider  of  flowers  has  turned  to  Sprint. 
In  business,  perennials  don't  get  much  more  beautiful  than  that. 
With  Sprint,  business  is  beautiful 
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Jules  Kroll  agreed  to  consider  a  buy- 
out "under  the  right  circumstances."  In 
mid- April  Marsh  Mac  offered  $31  per 
Kroll  share,  half  in  stock.  Then  on  Apr. 
23  Spitzer  hit  Marsh  Mac  with  subpoe- 
nas seeking  reams  of  information  about 
its  giant  insurance  brokerage. 

Marsh  Mac's  crisis  appears  to  have 
played  into  the  hands  of  Kroll  and 
Cherkasky.  They  pushed  a  few  days  later 
for  a  fast  close  and  better  terms.  Marsh 
Mac  quickly  agreed  to  a  beefed-up  $37- 
per-share,  all-cash  deal,  with  a  proviso 
that  certain  Kroll  execs  stick  around. 
Cherkasky's  package  included  a  $6.3 
million  retention  bonus  when  the  deal 
closed. 

He  says  he  made  it  clear  he  was  not 
about  to  do  Marsh  Mac's  bidding  in 

"We're  not  going  to 
pay 

in  restitution  than 
if  I  wasn't  here." 

front  of  Spitzer.  "I  said,  T  don't  do 
Spitzer,'"  Cherkasky  says.  Greenberg 
didn't  expect  him  to,  his  lawyer  con- 
curs. But  a  little  insurance  never  hurts. 
When  the  attorney  general  whacked 
the  firm  with  a  civil  fraud  complaint 
Oct.  14,  charging  its  insurance  broker- 
age with  bid-rigging,  it  took  Greenberg 
one  day  to  install  Cherkasky  as  the 
unit's  new  chief  executive  and  Spitzer- 
handler. 

With  Spitzer  pressure  building,  on 
Oct.  25  Greenberg  resigned  and 
Cherkasky  took  over  the  entire  company. 
Later  that  day  Spitzer  withdrew  his  threat 
to  criminally  indict  Marsh  Mac,  which 
could  have  been  a  corporate  death 
sentence. 

Cherkasky  admits  his  Spitzer-han- 
dling  skills  are  part  of  his  appeal.  But 
he  says  his  ties  with  Spitzer  go  only  so 
far.  "We're  not  going  to  pay  one  dollar 
less  in  restitution  than  if  I  wasn't  here. 
It's  just  not  going  to  happen,"  he  says. 
In  any  case,  Marsh  Mac  investors  will 
need  all  the  help  they  can  get.  F 
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Game  Boy 

With  Hollywood  connections  and  Aussie  brashness,  Shane 
Yeend  aims  to  recharge  the  $1  billion  board  game  business. 

By  Evan  Hessel 


It's  family  time  again:  Yeend  and  a  DVD 
SpongeBob  interactive  game. 


BOARD  GAMES  SEEM  SO  QUAINT 
these  days.  How  can  family 
Monopoly  compete  with  Play- 
Station and  Xbox?  Predictably, 
board-  and  card-game  sales  are  down 
14%  this  year.  Australian  entrepreneur 
Shane  Yeend,  37,  wants  to  recharge  the 
stagnant  $1  billion  (sales)  industry:  Put 
board  games  on  DVDs  and  play  them 
using  your  remote.  Maybe  then  you  can 
get  your  kids  to  play  a  game  together. 

Already  a  success  in  Australia,  Yeend's 
Imagination  Entertainment,  in  Adelaide, 
has  inked  distribution  deals  with  Wal-Mart, 
Target  and  Barnes  &  Noble  in  the  U.S. 
Imagination  has  sold  500,000  games,  gross- 
ing $7.5  million  from  six  titles,  retailing  for 
$20  on  average.  Yeend  estimates  the  holi- 
days will  push  sales  to  $15  million  this  year. 


It  helps  that  he  hit  up 
investors  such  as  Sanforc 
(Sandy)  Climan,  a  formei 
partner  of  Creative  Artist 
Agency  and  onetim< 
Universal  Studios  execu 
tive,  who  introduced  Yeenc 
to  executives  at  MGM  Stu 
dios  in  2002.  MGM  agreec 
to  license  clips  from  it! 
4,000  films,  like  The  Silena 
of  the  Lambs  and  Legall) 
Blonde,  for  Yeend's  Screer 
Test  game.  (Candy  Lane 
this  is  not.)  Viacon 
licensed  Nickelodeon': 
SpongeBob  SquarePant: 
for  Fact  or  Fishy:  Trivk 
With  Attitude  and  wil 
plug  the  game  in  promo 
tions  attached  to  th< 
SpongeBob  movie,  whicl 
opened  in  theaters  Nov.  19 
Yeend,  who  droppec 
out  of  high  school  at  11 
to  become  a  weddinj 
videographer,  made  ; 
small  fortune  in  his  native  land  repack 
aging  media  content  for  interactiv< 
entertainment.  In  1995  he  bought  th< 
trademark  to  the  popular  radio  call-ir 
game  Battle  of  the  Sexes.  He  parlayec 
that  brand  into  the  most  visited  Web  sit< 
in  Australia  and  a  $50  million  interna 
tional  board  game  franchise. 

Yeend  is  facing  two  giants,  Mattel  anc 
Hasbro,  which  together  do  $90  million  ir 
game  DVD  sales.  Yeend,  who  has  filed  foi 
patents  on  the  concept,  thinks  he  car 
squeeze  royalties  out  of  the  two  compa- 
nies. Wouldn't  he  be  better  off  just  licens- 
ing his  concept  to  the  likes  of  Mattel  anc 
its  $640  million  advertising  budget?  No 
that's  not  his  idea  of  fun.  "I've  gone  up 
against  the  big  boys  my  whole  life,"  h< 
says.  "It's  like  sport."  f 
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For  those  of  us  either  blessed  or  cursed 
with  the  ability  to  tell  the  difference. 

For  those  in  this  select  group,  the  rewards  of  the  Cayenne  S  are  immediate. 
Impressive  power  and  torque  perfectly  matched  with  inspired  road-holding  capability. 
One  drive  and  compromise  is  no  longer  an  option.  Porsche.  There  is  no  substitute. 

The  Cayenne  S.  Starting  at  $56,300. 
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RICH  LIST 

Merchant  Class 

China's  awakening  consumers  are  fueling  the 
riches  of  many  on  our  latest  wealth  ranking. 

By  Russell  Flannery 

STANDING  HAND  IN  HAND 
with  his  girlfriend  at  the 
end  of  a  row  of  washing 
machines,  Shanghai  financier 
John  Jiang  leans  into  a  $140  Sharp 
model  as  if  to  give  it  a  test  shake  and 
declares  it  fit.  "The  key  thing  here  is 
the  cheap  prices,"  he  says  of  Gome 
Electrical  Appliances,  the  nationwide 
chain  whose  first  floor  is  arranged 
like  a  bazaar  with  makeshift  booths 
showcasing  individual  brands. 

Increasingly  well-off  consumers 
like  Jiang  are  driving  the  astonish- 
ing growth  of  a  lot  of  Chinese  com- 
panies— and  making  their  owners 
very  rich  indeed.  The  head  of  Gome 
is  Wong  Kwong  Yu,  35,  who  lands  at 
No.  2  on  our  annual  list  of  China's 
richest  people,  with  a  net  worth  of 
$1.3  billion.  He  started  Gome  in 
1987,  when  Deng  Xiaoping's  eco- 
nomic reforms  were  nascent,  selling 
local  and  global  brands  as  he  still 
does  today. 

In  an  economy  where  growth  is 
steaming  along  at  9%,  consumers  are  spending  at  an  even  faster 
rate — retail  sales  should  rise  by  1 3%  this  year.  Nimble  private- 
sector  companies  are  more  adept  than  state-owned  rivals  at  antic- 
ipating customer  whims  and  are  finding  fortunes  in  industries  such 
as  retail,  media  and  even  finance. 


China's  appliance  maven:  Wong  Kwong  Yu. 
Power  man  and  No.  I:  Larry  Rong  Zhijian  (inset). 


Wong,  who  has  100-odd  Gome  stores,  and  Timothy  Cher 
(No.  3),  31,  a  pioneer  in  the  profitable  online  game  industry 
weren't  much  of  a  blip  on  China's  radar,  yet  today  rank  as  bil 
lionaires.  Chen's  Nasdaq-listed  Shanda  Interactive  Entertainmen 
has  a  $2  billion  market  capitalization. 

It's  not  just  extra-strength  washing  machines  that  Chinese  ar< 
spending  more  on.  Goldman  Sachs  said  in  June  it  would  inves 
$40  million  for  an  undisclosed  stake  in  one  of  China's  larges 
drugstore  chains,  owned  by  FORBES  Rich  Lister  Zhang  Simir 
(No.  74).  The  media  and  advertising  sec 
tor  is  a  good  place  to  make  a  fortune.  Twc 
years  ago  David  Yu  (No.  180),  founder  o 
Target  Media,  saw  a  need  among  client: 
to  reach  high-income,  busy  individuals 
Some  20  million  people  now  see  his  ad; 
daily  in  elevators  and  airports.  In  Sep 
tember  he  attracted  U.S.  private-equit] 
firm  Carlyle  Group  as  an  investor. 

The  minimum  wealtl 
needed  to  make  the  top  1 0( 
list  increased  to  $141  millior 
from  $100  million  last  year 
The  combined  wealth  of  th< 
100  expanded  to  $29  billior 
from  $22  billion.  An  ex 
panded  list  of  200  names  i; 
posted  at  forbes.com/lists. 
Our  list  this  year  agair 
reflects  great  tech  booms  and  blowouts 
Last  year's  No.  1,  NetEase  foundei 
William  Ding  Lei  (No.  6),  has  had  hi: 
Web-spawned  wealth  fall  by  about  40°A 
amid  worries  about  profits,  products  anc 
government  telecom  policy.  But  newcomer: 
keep  popping  up.  51  Job,  an  online  job- 
hunting  service,  rose  enough  in  its  U.S.  listing  debut  in  Octobei 
to  put  cofounder  Feng  Lei  on  our  list  at  193. 

Back  at  No.  1  this  year  after  a  year  at  No.  2  is  Larry  Rong  Zhi- 
jian. His  Citic  Pacific  Group  thrives  on  China's  burgeoning 
demand  for  power  and  transportation.  ¥ 


NAME/AGE 

2004 
WORTH 
(SMIL) 

COMPANY/PROVINCE 

BUSINESS 

i.  Larry  Rong  Zhijian  &  family/62 

1,498 

Citic  Pacific  Group/Hong  Kong 

Infrastructure,  real  estate,  marketing,  distribution 

2.  Wong  Kwong  Yu/ 3  5 

1,300 

Gome  Group/Beijing 

Household  appliances,  retail,  Beijing  real  estate 

3.  Timothy  Chen  &  family/31 

1,276 

Shanda  Interactive  Ent/Shanghai 

Online  games 

4.  Xu  Rongmao/54 

840 

Shimao  Group/Shanghai,  Hong  Kong 

Real  estate 

5.  Lu  Guanqiu/59 

774 

Wanxiang  Group/Zhejiang 

Auto  parts 

6.  William  Ding  Lei/33 

668 

Netease.com/Beijing 

Internet  portal 

7.  Liu  Yonghao/53 

650 

New  Hope  Group/Sichuan 

Finance,  real  estate,  animal  feed 

8.  OuSha/56 

530 

Home  World  Group/Tianjin 

Supermarkets,  DIY  retail  chains 

9.  Liu  Yongxing/56 

500 

East  Hope  Group/Shanghai 

Animal  feed 

iO.  Zhu  Mengyi  &  family/45 

436 

Hopson  Dev,  Zhujiang  Inv/Guangdong 

Real  estate 
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highly  dependable  HP  BladeSystem  features  Intel-  Xeon™  Processors.  Now  it's  possible  to  react  to  changing  business 
Jitions  in  real  time— in  seconds.  Application  deployment  and  reprovisioning  become  an  automated  process.  From  single 
nsole  remote  management  to  19%  power  savings2— the  HP  BladeSystem  is  designed  to  save  you  time,  money  and,  quite 
ssibly,  your  sanity.  Which,  of  course,  could  be  the  most  compelling  reason  of  all  to  learn  more. 


*  ■ 


THE  SOLUTION 


HP  ProLiant  BL30p  Blade  Server 

•  2  Intel*  Xeon'"  Processors  DP  up  to  3.20GHz/2MB' 

•  High  density:  Up  to  96  servers  per  rack 

•  HP  Systems  Insight  Manager™:  Web-based 
networked  managment  through  a  single  console 

•  Flexible/Open:  Integrates  with  existing  infrastructure 

•  Rapid  Deployment  Pack:  For  ease  of  deployment 
and  ongoing  provisioning  and  reprovisioning 


THE  BENEFITS 


•  23%  savings  on  acquisition  cost 
■  19%  less  power  consumption 

•  93%  (ewer  cables 

•  Hot-swappable  server  design 

'  Single  interface  for  integrated  remote  management 


n  v  e  n  t 


Contact  HP  today  for  a  free  IDC  white  paper:  Adapting 
to  Change:  BladeSystem  Moves  into  the  Mainstream 


CLICK 


hp.com/go/Bladesmag11 


CALL 


1-800-282-6672 

option  5,  mention  code  AUFR 


VISIT 


your  local  reseller 


< — 


XEON 


el's  numbering  is  not  a  measurement  of  higher  performance.  2.  Based  on  internal  HP  testing;  compared  to  similarly  configured  HP1 U,  2P  server  Intel,  Intel  Inside,  the  Intel  Inside  logo  and  Intel  Xeon  are  trademarks  or  registered  trademarks 
al  corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  ©2004  Hewlett-Packard  Development  Company,  L.P. 
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COMPUTERS 

Motivated  Seller 

Desperate  times  call  for  radical  sales  plans— for  Sun 
Microsystems,  maybe  2,000  of  them  By  Quentin  Hardy 

SUN  MICROSYSTEMS  HAS  A  NEW  BUSINESS  MODEL.  OVER  THE  PAST 
year  the  intermittently  profitable  Santa  Clara,  Calif,  computer  maker 
has  moved  from  quoting  traditional  pricing — per  processor  for  hard- 
ware, per  user  for  software — toward  a  surfeit  of  new  choices.  One 
package  of  software  for  all  sorts  of  Internet  chores  comes  with  one  free  server 
for  a  flat  $100  per  employee  per  year,  unless  the  buyer  has  fewer  than  100 
employees,  in  which  case  the 
software  is  free  (but  the  server 
is  paid  for).  Or  customers  can 
buy  computing  power  like  elec- 
tricity, at  a  rate  of  $1  per 
processor  per  hour. 

By  the  end  of  the  year  Sun 
will  make  its  cherished  Solaris 
computer  operating  system 
free,  too,  opening  it  up  much 
like  the  free  Linux  operating 
system  that  took  business  from 
Sun  in  recent  years.  Soon  Sun 
will  have  a  handful  of  different 
ways  to  pay  for  the  services  it 
hopes  to  sell  with  Solaris. 

Is  this  desperation?  "That 
would  be  the  pejorative  view," 
says  Sun  President  Jonathan 
Schwartz.  "We  see  it  as  finally 
addressing  the  consumer." 

Future  packages  for  a  year's  computing  power  might  have  the  customer 
pay  up  front,  pay  later,  pay  now  and  run  down  an  account,  or  draw  comput- 
ing power  from  a  general-purpose  "grid"  of  computers  run  by  Sun.  The 
model  that  Sun  wants  Wall  Street  to  use  in  thinking  about  Sun  is  that  of  a 
wireless  carrier  like  Nextel,  which  sells  its  technology  any  way  customers  want. 
Nextel  offers  20  billing  plans  but  still  services  2,000  variations  concocted  over 
the  last  decade. 

The  biggest  of  these  cash-and-compute  businesses,  the  $100-per- 
employee-per-year  package,  still  has  sales  of  only  $35  million,  in  a  company 
that  in  the  last  quarter  had  revenue  of  $2.6  billion  ($5  billion  in  the  same 
quarter  four  years  ago).  Still,  Schwartz  hopes  sales  will  be  big  enough  over  the 
next  12  months  to  make  up  a  separate  line  on  Sun's  income  statement.  Deals 
are  coming.  Blue  Cross/Blue  Shield  of  Massachusetts  went  on  Sun's 
$100-per-employee  plan  for  3,500  employees. 

The  move  undermines  plenty  of  old  ways  at  Sun.  One  group  now  sets  prices 
for  the  whole  company,  a  job  that  used  to  be  done  by  each  division.  Salespeople 
are  paid  not  on  how  many  computers  they  sell  but  on  the  overall  revenue  gen- 
erated for  Sun  and  whether  customers  like  working  with  Sun.  Schwartz  says 

morale  is  great  but  admits,  "I'm  not  sure  we're  understood  yet  Consistent 

profitability  would  help."  No  doubt.  F 


Sun's  Jonathan  Schwartz  has  a  plan.  And  another. 


WHO'S  MORE 
AMERICAN? 

Patriotism  is  Washington's  most  common 
conviction,  at  least  when  it's  convenient. 
Take  the  year-long  brawl  between  Sikorsky 
and  Lockheed  Martin  over  a  $70  million 
helicopter  for  President  Bush  to  hop  arounc 
in.  The  Pentagon  is  planning  to  ground  the 
current  Marine  One  fleet,  made  by  Sikorsky 
after  30  years  of  service. 

Sikorsky  is  taking  aim  in  ads  and  market- 
ing materials  at  the  uncomfortable  fact  that 
35%  of  Lockheed's  helicopter  would  be  made 
abroad,  in  Italy  and  the  U.K.  "Do  the  math: 
How  many  jobs  does  that  mean  in  Europe?" 
fires  a  Sikorsky  marketing  piece.  Lockheed 
defends  itself  in  sappy  print  ads  showing  a 
few  of  the  "thousands  of  Americans  across 
41  states"  who  will  build  its  helicopter. 

Sikorsky  isn't  purely  American  itself.  The 
civilian  version  of  its  contender  is  built  with 
parts  from  five  foreign  countries,  including 
China;  even  its  all-American  VH-92  Marine 
One  version  would  have  a  few  foreign-made 
nuts  and  bolts.  Sikorsky  ads  also  don't 
mention  that  lobbying  by  parent  United 
Technologies  through  its  trade  group  last 
year  helped  kill  congressional  efforts  to 
raise  the  threshold  of  "Made  in  America" 
weapons  parts  from  50%  to  65%. 


*^   "T^P  » 

Should  you  outsource  the  presidential  helicopter? 


By  defense  standards  the  contract,  to  be 
decided  in  December,  is  rather  puny— 23 
aircraft  with  an  expected  price  tag  of  $1.6  bil- 
lion, compared  with  the  $5  billion  tab  the 
Air  Force  will  rack  up  next  year  for  the  same 
number  of  F-22  fighter  jets.  But  the  winner  is 
likely  to  get  a  leg  up  on  a  much  bigger  honey 
pot:  $7  billion  of  development  contracts  for 
engineering  up  to  200  Air  Force  search-and- 
rescue  helicopters,  starting  in  2006.  Safe  to 
say  that's  what  the  made-in-America  fuss  is 
really  all  about.  —Matthew  Swibe 
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"I  want  answers  I 
to  the  questions 
I've  not  even 
thought  of  yet." 

We  at  ABN  AMRO  think  hard  about  different  ways  to  ||| 
solve  our  clients'  problems.  Even  ones  that  may  not  have 
occurred  to  them  yet. 

It's  an  approach  that  not  only  helps  us  create  tailored 
solutions  for  our  clients,  butalso  often  a  genuine  business 
edge.  Helping  them  identify  market  trends  and  position 
themselves  for  growth  close  by  or  on  the  other  side  of 
the  globe.  It's  a  restless  approach  to  seeking  solutions 
that  has  helped  us  build  deep  and  lasting  relationships 
with  many  clients,  often  over  several  decades. 

ABN  AMRO 

This  announcement  appears  as  a  matter  of  record  only.  ABN'AMRO  Bank  N.V. 
undertakes  US  securities  business  in  the  name  of  its  indirect  wholly 
owned  subsidiary,  ABN  AMRO  Incorporated,  an  SIPC.  NYSE  and  NASD  member. 


www.abnamro.com 
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BUY,  SELL,  INSULT 


Curry  favor  with 
analysts?  Not 
Overstock.com's 
Patrick  Byrne. 


Patrick  Byrne,  42,  likes  to  describe  himself  as  a  pugna- 
cious Irish  Catholic.  He's  not  kidding.  Chief  executive  of 
Overstock.com,  an  online  retailer,  Byrne  has  been  getting 
into  stunning,  knockdown  fights  with  analysts  critical  of 
his  company.  Witness  Byrne's  scathing  e-mail  replies 
to  Donn  W.  Vickrey,  cofounder  of  Camelback  Research, 
a  Wall  Street  research  firm  in  Scottsdale,  Ariz,  that  had 
published  a  series  of  negative  reports  about  Byrne's 
discount  shopping  Web  site.  A  sampling  from  October: 

"YOU  MAKE  A  LIVING  TOADYING  TO  BULLY  HEDGE 
FUNDS ...  YOU  DESERVE  TO  BE  WHIPPED ...  AND 
DRIVEN  FROM  THE  LAND." 

Vickrey  e-mailed  Byrne  saying  he  was  "full  of  s — ." 
Byrne  shot  back: 

"OOOOH,  I  BET  THAT  FELT  DELICIOUS  TOO. ...  NOW  TELL 
ME,  WHY  IS  IT  AGAIN  YOU  THINK  I  HAVE  AN  INTEREST 
IN  HELPING  YOU  HAVE  MORE  CONVERSATIONS  YOU 
CAN  MISREPRESENT?" 

"YOU  ARE  A  WEAK  INTELLECTUAL  TYPE,  AND  YOU 
WERE  INSULTED,  SO  WHAT  ELSE  WOULD  YOU  DO  BUT 
SNIGGER  AND  GIGGLE?" 

"YOU  ARE  A  CHIHUAHUA  STANDING  ON  THE  PORCH 
OF  THE  BIG  HOUSE,  BARKING  AT  PASSERS-BY,  THEN 
WAGGING  HIS  TAIL  FOR  A  TREAT." 

After  Vickrey  had  enough,  he  wrote  Byrne:  "I  don't  care  to 
continue  in  this  dialogue. ...  I  too  have  a  business  to  run." 
To  which  Byrne  replied:  "THEN  STOP  WRITING  ME." 

True  to  form,  Byrne  says  he  has  nothing  to  apologize  for. 
Vickrey  and  his  ilk,  he  says,  "deserve  it." 

—Elizabeth  MacDonald 


ENVIRONMENT 

Hug  a  Dead  Tree  Today 

What  do  you  get  when  you  mix  a  forest  fire, 
environmentalists  and  loggers?  Bushels  of 
legal  fees  By  Christopher  Steiner 

■  N  2002  A  FIRE  IN  OREGON'S  SIX  RIVERS  AND  SISKIYOU  NATIONAI 
I  forests  scorched  500,000  acres  of  Douglas  fir  and  ponderos; 
I  pine.  Hoping  to  recoup  some  of  the  timber  and  toss  much 
I  needed  work  to  sawmills,  the  Forest  Service  proposed  to  sel 

370  million  board  feet  of  lumber  from  dead  trees  and  replan 

30,000  acres. 

You  might  have  thought  someone  had  suggested  making  ; 
rug  out  of  Smokey  Bear.  The  plan,  two  years  in  the  making,  ha: 
gotten  so  bogged  down  in  legal  disputes  among  environmental 
ists,  loggers  and  even  the  state  of  Oregon  that  millions  of  dollars 
worth  of  lumber  might  go  to  waste  rotting  in  the  forest  while  thi 
courts  sort  it  out. 

What  do  you  do  with  a  burnt-out  forest?  A  group  of  environ 
mentalist  plaintiffs  contend  it  should  simply  be  allowed  t< 

regenerate  itself 
"Do  you  want  ; 
tree  farm,  or  | 
natural  and  diversi 
ecosystem?"  say: 
Todd  True,  a  law 
yer  for  Earth 
justice,  the  lav 
firm  that  sued  oi 
behalf  of  the  envi 
ronmental  groups 

Plenty  of  good  lumber:  Oregon  forest  fire.  2002.     Tne  state  °f  °re 

gon  is  concernec 

about  harvesting  in  so-called  roadless  areas,  so  it  filed  an  adminis 
trative  appeal. 

Loggers,  represented  by  the  American  Forest  Resource  Coun 
cil,  also  sued  the  Forest  Service — because  the  plan  didn't  proposi 
harvesting  or  replanting  nearly  enough  trees.  Logging  advocate 
point  to  past  operations  as  proof  that  a  harvest  and  reseedinj 
effort  is  best.  Timber  giant  Weyerhaeuser  recovered  800  millior 
board  feet  of  timber  from  woods  blasted  by  Mount  St.  Helens  ii 
1980,  replanting  as  it  went.  Those  forests  now  stand  50  feet  tall 
their  health,  timber  folk  say,  is  due  to  a  swift  salvage  operatioi 
under  a  still-smoldering  volcano. 

A  court-ordered  mediation  session  in  September  among  al 
sides  produced  nothing.  A  federal  court  will  weigh  the  com 
plaints,  but  the  losing  party  will  surely  appeal. 

Meanwhile,  the  logs,  quite  valuable  two  years  ago,  continu< 
to  rot.  If  another  winter  passes,  more  than  half  the  origina 
value  of  the  logs — pegged  at  10  cents  a  board  foot — will  hav< 
been  lost.  That  money  would  fund  Forest  Service  replanting 
and  recovery  efforts  in  the  most  fire-devastated  areas  of  south 
western  Oregon.  f 
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NOTHING. 

•  .  Sustainable 
growth  through 

customer  retention 
and  acquisition 
is  your  key  to 

long-term  success. 


EVERYTHING. 

Acxiom  makes  growth  possible  with  our 
innovative  approach  fp  customer  and  prospect 
/  data  management  solutions.  It's  why  9  of  I 
the  top  10  credit  card  issuers,  5  of  the  top 
6  telecom  companies  and  8  of  the  top  9 
automotive  manufacturers  rely  oh  us. 
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INTERNET 


Paid  search  is  the 
hottest  thing  on  the  Web, 
yet  online  ads  still 
struggle  to  be  relevant. 
By  Chana  R.  Schoenberger 


THE  ONLY  RATIONAL  EXCUSE 
Google  investors  have  for  own- 
ing a  stock  priced  at  220  times 
earnings  is  its  outrageous  growth: 
Google  owns  40%  of  the  market 
for  advertising  revenue  generated  hy  search 
keywords.  That  market  went  from  $  1 . 1  bil- 
lion in  2002  to  $2.6  billion  this  year,  ac- 
cording to  Jupiter  Research. 

But  it's  dawning  on  even  the  skeptics 
that  the  growth  may  not  slow  down  soon. 
While  the  main  search  pages  of  Google, 
Yahoo,  MSN  and  others  generate  one- 
third  of  all  Internet  ad  dollars,  they  repre- 
sent just  5%  of  all  Web  traffic.  The 
remaining  95%  of  Web  pages — news, 
e-commerce,  chat,  gaming,  porn,  blogs — 
are  still  an  underexploited  territory  for 
paid  links,  mostly  a  parade  of  irritating 
pop-ups  and  irrelevant  banner  ads. 

Web  publishers  have  long  boasted  of 


their  ability  to  pitch  an  ad  targeted  pre- 
cisely to  the  person  looking  at  it.  But  that 
doesn't  always  work  so  well.  An  apoc- 
ryphal story  has  a  banner  ad  for  luggage 
sellers  served  up  next  to  a  news  article 
about  a  dead  body  found  in  a  suitcase. 

For  the  last  year  and  a  half  Google, 
Yahoo  and  a  handful  of  other  ad-place- 
ment networks  have  been  racing  to  create 
software  smart  enough  to  figure  out 
what's  relevant  on  any  given  page — or 
e-mail  or  chat  board — and  insert  the 
appropriate  ad.  Publishers  would  license 
the  software,  and  advertisers  would  pay 
25  cents  or  more  each  time  a  link  pops 
out  of  the  software's  virtual  sorting  hop- 
per and  someone  clicks  on  it.  These  so- 
called  contextual  ad  links  currently  com- 
mand only  $300  million  in  ad  spending, 
but  are  expected  to  generate  $1.4  billion 
by  2006  as  the  technology  gets  more 
accurate  and  more  sites  use  them. 

Google  started  placing  contextual  ads 
on  the  sites  of  members  of  its  AdSense  s 
network  in  March  2003.  The  AdSense  s 
network — comprising  contextual  and  | 
normal  ads — generating  $1.3  billion  in  1 
the  past  12  months,  or  half  of  the  com-  5 
pany's  revenue,  has  the  early  lead  with  g 
thousands  of  publishers  on  board.  It  s 
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What's  it  all  mean,  Mike? 
Quigo's  Yavonditte. 


scans  the  pages  of  the  New  York  Times, 
Ivillage  and  Primedia's  About.com,  as 
well  as  Google's  own  free  Gmail  system. 
Yahoo  ranks  a  close  second.  Its  Content- 
Match  system  adds  the  twist  of  using  100 
human  editors  who  help  advertisers  find 
the  most  effective  keywords  and  then  vet 
their  ads  for  relevance.  ESPN,  CNN  and  the 
Wall  Street  Journal  are  customers. 

But  the  market  is  still  virgin  enough 
for  a  small  firm  with  bright  algorithm 
writers  to  unseat  even  the  mighty  Google. 
Upstarts  such  as  Quigo  Technologies, 
Kanoodle,  ContextWeb  and  Industry- 
Brains  are  also  gathering  customers.  "In 
two  years,"  predicts  Quigo  Chief  Execu- 
tive Michael  Yavonditte,  "every  big 
[online]  publisher  will  have  a  mechanism 
to  allow  advertisers  to  bid  on  their  site." 

Quigo  got  its  start  in  2000  when  two 
Israeli  techies,  Yaron  Galai  and  Oded  Itzhak, 
produced  a  search  engine  from  their  Tel 
Aviv  homes.  Fifty  Israeli  and  American 
investors  and  venture  capital  firms  turned 
them  away.  Desperate,  they  turned  to 
Galai's  father  and  some  friends,  who 
invested  $250,000.  As  their  first  product, 
the  pair  developed  software  to  help  adver- 
tisers get  better  search  rankings.  Twice  they 
ran  out  of  money  and  would  beg  employ- 
ees to  take  promissory  notes.  Each  time  Is- 
raeli angels  injected  cash,  $3  million  in  total. 

Two  years  ago  Quigo  recruited  the  35- 
year-old  Yavonditte,  a  hustling  e-commerce 
veteran  who's  had  stints  at  InterActiveCorp 
and  AltaVista.  In  June  Quigo  launched  its 
AdSonar  Exchange  to  place  contextual  ads 
and  raised  $5  million  from  Highland  Cap- 
ital Partners.  They  finalized  the  deal  over 
the  phone  while  Galai,  a  seven-year  veteran 
of  the  Israeli  Navy,  was  doing  a  reserve  stint 
commanding  a  naval  base  in  the  volatile 
Gaza  Strip.  As  practice  fire  crackled  across 
the  phone  line,  the  venture  capitalists 
insisted  they  would  only  sign  the  papers  if 
Galai  and  Itzhak  moved  to  a  safer  location, 
in  the  U.S.  The  company  is  now  relocating 
1 5  employees  to  New  York  City. 

Yavonditte  says  he  already  has  1 50  Web 
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publishers  and  "hundreds"  of  advertisers 
on  AdSonar.  Sites  such  as  those  for  USA 
Today,  the  New  York  Post  and  the  Discov- 
ery Channel  use  the  system  to  place  con- 
textual ads  from  travel  sites  Avis,  Orbitz 
and  TripAdvisor  and  athletic-gear  shop 
Paragon  Sports.  Yavonditte  just  signed  up 
a  tour  company  specializing  in  trips  to 
Belize.  Its  link  pops  up  on  National  Geo- 
graphies iExplore.com  site  whenever 
Belize  is  mentioned  in  an  article.  Quigo 
and  iExplore  share  the  50  cents  charged 
each  time  a  surfer  clicks  on  the  link.  Yavon- 
ditte claims  revenue  of  at  least  $10  million 
and  says  he'll  be  profitable  next  year. 
Yavonditte  won't  give  out  a  whole  lot 


of  detail,  but  he  says  Quigo's  ad-matching 
technology  is  at  least  as  good  as  Google's. 
Both  are  more  or  less  the  same  In  that 
they  use  semantics-sawy  software  agents 
to  comb  a  Web  site  and  figure  out  exactly 
what  each  page  is  about.  The  software 
looks  for  how  words  are  used,  variables 
such  as  their  frequency,  proximity  and 
relationship  to  one  another.  Most  of  the 
work  is  done  before  the  page  loads. 

But  whereas  Google  lumps  everyone  to- 
gether and  relies  on  its  algorithm  to 
decide  what's  what,  Quigo  sorts 
advertisers  and  publishers  into 
five  topical  buckets:  weddings, 
health,  travel, 


sports  and  education.  CNET's  News.com,  i 
( loogle  AdSense  customer,  recently  ran  ar 
article  about  Gucci  accessories  for  iPods 
AdSense  saw  the  word  Gucci  and  put  up 
ads  for  e-tailers  that  sell  luxury  shoes  anc 
handbags — not  all  that  relevant.  Yavon- 
ditte says  that  Quigo's  servers  would  hav< 
recognized  News.com  as  a  tech  news  site 
eligible  only  for  tech-related  ads,  anc 
served  ads  for  iPod  gear. 

Google  won't  comment  on  its  good  01 
bad  matches,  sayinj 
instead  that  wha 
matters  in  th< 


Start  Your  Engines 

Google  and  Yahoo  are  each  worth  $50  billion.  Big  coat- 
tails.  Rushing  to  cash  in  are  a  passel  of  new  search  ser- 
vices, some  backed  by  big  money.  While  the  new  search 
sites — and  the  search  software  purveyors  like  Pluck, 
Blinkx,  Groxis  and  Fractal  Edge — offer  both  thrills  and 
yawns,  they  all  prompt  the  question:  Do  we  really  need  so 
many  options?  And  why  such  silly  names?  Here's  how  five 
of  the  new  ones  stack  up.  — David  Whelan 


SEARCH  ENGINE 

THE  STORY 

HOW  IT  WORKS 

WHAT  THEY  SAY 

A9.COM 

From  Amazon.  Uses  same  staff 
and  technology  that  scanned 
hundreds  of  thousands  of  books 
onto  its  main  e-commerce  site. 

Very  customizable.  Links,  images,  Web 
pages,  book  excerpts  all  in  one  place. 
Lets  you  keep  track  of  what  sites  you 
visited.  But  it  uses  Google  for  basic 
searches,  so  why  not  use  Google? 

"Search  is  not  a  solved  problem." 

— A9  boss  Udi  Manber 

CLUSTY.COM 

Created  at  Carnegie  Mellon.  A 
metasearch  site  that  combines  its 
own  results  with  those  of  others 
such  as  Lycos. 

Clusters  results  into  logical  categories 
on  the  left  side  of  the  screen.  Helps 
narrow  broad  searches  very  quickly. 
Only  downside:  does  not  return  as  many 
results  as  the  big  engines. 

"You  can  scan  the  landscape  and  then 
drill,  instead  of  drilling  right  away.  You 
do  a  reconnaissance  mission." 

—Clusty  founder  Raul  Valdes-Perez 

1CER0CKET.COM 

Created  by  Texas  Christian 
University  student  Blake  Rhodes, 
who  got  Forbes  400  member 
Mark  Cuban  to  buy  part  of 

the  site. 

For  people  who  prefer  what's  fresh 
online  to  what's  most  relevant.  Scans 
blogs  and  RSS  feeds  (a  format  for  blogs 
and  news  sites)  and  has  a  great  index  of 
phonecam  pictures.  Otherwise  pointless. 

"We're  not  trying  to  out-Google  Google 
or  out-Yahoo  Yahoo."      —Mark  Cuban 

fNF0.COM 

Founded  in  England,  now  based 
in  Chicago,  with  $8  million  in 
angel  money  behind  it. 

A  one-stop  shop  with  lots  of  content  and 
services.  Geared  a  bit  toward  shoppers. 
Also  a  metasearcher,  pulling  in  from 
Dogpile,  Topix.net  and  Shopping.com. 
RS.  Yahoo  has  a  better  selection. 

'  No  search  technology  business  is 
going  to  be  the  best  on  anything.  Our 
ethos  is  co-opetition." 

—lnfo.com  founder  Stephen  Scarr 

SNAP.COM 

Idealab  rebadged  its  XI  desktop 
search  as  a  service  for  those  who 
distrust  the  commercialization  of 
Google  and  Yahoo. 

You  can  avoid  bogus  sites  because  you 
see  where  a  sample  of  a  million  people 
actually  surfed.  Also  shows  how  much 
advertisers  are  paying  for  sponsored 
links.  Runs  a  bit  slow. 

"There's  nothing  up  our  sleeves.  We 
open  the  whole  kimono,  versus 
traditional  search  engines." 

—Snap  Chief  Thomas  McGovern 
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Demand-Driven  Manufacturing  from  PeopleSoft. 
Finally,  all  the  pieces  come  together. 


PeopleSoft  is  the  only  company  to  provide  a  complete  solution  for  Demand-Driven  Manufacturing. 

Now  you  can  sense  changing  customer  demand,  then  adapt  planning  and  production  while  pulling 
from  suppliers— all  in  real  time.  With  PeopleSoft's  lean  manufacturing  solutions  featuring  Demand  Flow® 
technology,  you'll  stop  pushing  excess  inventory  and  start  pulling  in  more  profits.To  find  out  more,  visit 
www.peoplesoft.com/goto/demanddriven  or  call  1  888  773  8277. 

PeopleSoft  I  Manufacturing 

The  world's  most  flexible,  adaptable  software. 


Copyright  ©  2004  PeopleSoft.  Inc.  All  rights  reserved: 


Demand  Flow  is  a  registered  trademark  of  JCIT  International. 
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end  is  reach.  "If  you're  a  publisher,  you 
want  to  make  sure  the  number  of  ads  in 
the  network  is  significant,"  says  Susan  Woj- 
cicki,  director  of  product  management  at 
Google. 

While  far  smaller  than  Google,  Quigo 
believes  its  better  ad-content  matching 
justifies  its  ability  to  charge  a  higher  min- 
imum fee  for  advertisers.  Ads  based  on 
context  are  auctioned  off  continually,  the 
same  way  search-keyword  ads  are  sold. 
Google  sets  a  minimum  bid  per  keyword 
of  5  cents.  Quigo  charges  at  least  25  cents, 
or  higher  if  the  publisher  chooses.  Within 
the  health  category,  the  term  "low-carb 
diet"  recendy  went  for  $1,  as  did  the  term 
"vitamins  and  minerals." 

Yavonditte  claims  Quigo  ads  are 
clicked  on  0.7%  of  the  time,  compared 
with  0.2%  for  the  average  contextual  ad. 
On  a  million  placements  the  difference  is 
5,000  potential  customers.  Supplement 
store  Urban-Nutrition.com  has  been  ad- 
vertising through  Quigo's  AdSonar  service 
since  July.  Its  links  now  show  up  next  to 
articles  on  dozens  of  health  and  fitness 
sites.  Sales  per  click  are  going  up  and  the 
ads  are  making  money.  Urban-Nutri- 
tion.com's  search  engine  manager,  Natalie 
Vavricka,  buys  both  contextual  and  search 
ads  but  likes  contextual  better  because  her 
brand  can  get  lost  on  a  link-cluttered  main 
page  served  up  after  a  search  query. 

Other  players  disagree  entirely  on 
the  keyword  approach  both  Google  and 
Quigo  use.  Kanoodle  and  Industry- 
Brains  let  advertisers  decide  which 
broad  categories  their  ads  should  run  in, 
such  as  education  or  fashion  sites,  and 
lets  the  keyword  relevance  be  damned. 
Mark  Josephson,  senior  vice  president 
of  marketing  and  business  development 
at  Kanoodle,  thinks  ad-matching  tech- 
nology has  yet  to  catch  up  with  the 
hype,  citing  examples  of  ads  for  dating 
services  next  to  tabloid-trashy  articles 
about  the  rocker  Courtney  Love.  "Using 
keywords  to  determine  targeting  on 
content  pages  is  really  fallible,"  he  says. 

Quigo's  method  has  its  fans,  how- 
ever. Along  with  Highland  Capital,  Dis- 
ney's Steamboat  Ventures  arm  just 
invested  an  additional  $6  million  in  the 
company.  Someone's  making  a  bet  on 
relevance.  F 


SOFTWARE 


At  Your  Service 

Big  firms  talk  about  changing  the  world  with  Web 
services.  A  little  guy  makes  it  real  |  By  Quentin  Hardy 

PATRICK  GRADY  WANTS  HIS  SOFTWARE  TO  BE  YOUR  TRAVEL  AGENT,  MAlTRE  D' 
best  pal  and  mailroom.  He  also  wants  it  to  make  him  rich  and  turn  the  high 
tech  world  on  its  ear.  "I'm  going  to  build  a  reservation  system  for  all  services — 
it  is  a  $50  billion  opportunity,"  he  says  from  a  bland  office  in  San  Mateo,  Calif. 

He  sounds  a  bit  hyperbolic,  but  there's  math  behind  this.  U.S.  companies  spenc 
$1.5  trillion  a  year  on  services  like  travel,  entertainment  and  package  delivery.  Sine* 
$600  million  of  that  is  spent  outside  of  purchasing  departments,  without  heed  tc 


The  iiber-middleman: 
Patrick  Grady  of  Talaris. 
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TOSHIBA 

Don't  copy.  Lead. 


Printers.  Everyone  has  them.  But  did  you  know  they  could  be  secretly  stealing  from  your  bottom  line? 
Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and  gives  you  the 
tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealinp.com 
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Bv  the  Numbers 


Hey,  Big  Spender 

Companies  waste  tens  of  billions  of  dollars  by  not  controlling  maverick  use  of 
purchasing  dollars  and  expense  accounts. 

$1.5  trillion  Total  U.S.  corporate  spending  on  business  services, 
including  package  delivery,  conferencing,  travel  and  entertainment. 

12.5%  Travel  expenses,  as  a  percent  of  a  company's  overall  revenue. 

1.3%  Dining  expenses,  as  a  percent  of  a  company's  overall  revenue. 

$6  billion  Amount  spent  per  year  on  car  and  limo  services. 

5%-10°/o  Amount  to  be  saved  by  enforcing  spending  rules. 

$9.7  billion  Size  of  outsourced  procurement  market  in  2005. 


— 


Source:  Aberdeen  Group. 

preferred  vendors  or  negotiated  dis- 
counts, up  to  $60  billion  is  wasted. 

Grady's  company,  Talaris,  aims  to 
strip  out  the  waste  and  inconvenience  of 
corporate  spending  using  software  agents 
capable  of  traversing  the  Internet  to 
negotiate  deals  that  take  into  account 
both  an  employee's  personal  tastes  and 
the  company's  purchasing  rules. 

For  a  harried  executive,  or  an  even 
more  harried  administrative  assistant, 
Talaris'  software  would  replace  the  rep- 
etition of  making  trips  to  Web  sites  like 
FedEx,  Hotels,  Orbitz,  Travelocity  and 
OpenTable.  You  simply  enter  the  time 
and  place  of  the  trip,  maybe  adding 
extras  like  whether  you  need  a  hotel,  a 
rental  car  or  a  dinner  reservation.  Talaris 
trolls  the  same  databases  all  those  other 
Web  sites  use,  tapping  into  400  airlines, 
40  car  rental  agencies,  80,000  hotels  and 
50,000  restaurants.  (It  applies  the  same 
system   to   sending   packages  and 


booking  conference  rooms.) 

In  seconds,  its  Internet-browser-based 
agent  negotiates  deals  that  match  your 
calendar  (no  morning  flights,  the  soft- 
ware sees  an  early  meeting  that  day  in 
your  Outlook  calendar)  and  your  likes 
(outdoor  pool,  band- 
width, that  cool  restau- 
rant you  booked  before). 
Users  get  flexibility,  while 
Talaris  subtly  enforces 
company  rules  on  carri- 
ers and  spending  limits. 
It  is  all  simple  enough 


that  it  can  be  done  on  a 
two-way  pager. 

The  37-year-old  Grady  has  spent 
$3  million  of  his  own  money  and  $39  mil- 
lion in  venture  capital  and  five  years 
painstakingly  stitching  together  a  piece  of 
software  that  makes  the  complex  look 
simple.  He  expects  a  payback  commensu- 
rate with  his  efforts.  Worst  case,  he  pre- 


dicts, "I'll  have  just  $1  billion  in  revenue.' 

Brave  talk  for  a  company  that  has 
gone  through  six  engineering  chiefs  and 
is  now  only  six  months  into  selling  its  firsl 
product.  Electronic  agents  have  beer 
tried  before,  by  much  bigger  companies 
with  very  little  success.  In  the  mid-1990s 
General  Magic  tried,  burning  through 
$180  million  from  investors  like  Motorola 
and  Sony  before  it  went  out  of  business 
In  the  late  1990s  Hewlett-Packard  spenl 
an  estimated  $100  million  on  e-Speak,  i 
project  that  no  one  speaks  about  any- 
more. And  Microsoft  abandoned  its  Hail- 
storm concept  in  2002,  a  year  after  it; 
launch. 

Yet  here  is  little  Talaris  with  a  compa- 
nywide  deal  with  Motorola,  as  well  a: 
three-  to  five-year  contracts  with  Warnei 
Music,  Cingular  Wireless  and  Whirlpool 
Corp.,  earning  Talaris  between  $1  millior 
and  $10  million  apiece.  Says  Grady,  "1 
love  the  fact  that  HP  couldn't  do  this 
that  Microsoft  hasn't.  I  want  to  dc 
something  no  one  has  ever  done." 

Telecom  equipment  maker  JD5 
Uniphase  figures  it  will  save  $1  millior 
with  this  software,  repaying  the  cost  ir 
two  years.  Grady's  data  center  is  wired  tc 
handle  1,000  such  deals,  each  doing  l 
million  travel,  package  or  conferena 
transactions  a  year.  American  Express  anc 
HP  plan  to  also  resell  Talaris  and  commis- 
sion software  additions  to  it  that  will  bet- 
ter hook  it  into  AmEx  merchants  or  cor- 
porate financial  systems. 

Both  companies  see  it  as  a  potentia 
centerpiece  in  their  own  efforts  to  sell  so- 

"I  always  made  the 
most  money  on  people 
who  were  unqualified 

hut4}assionateJL 


called  Web  services,  a  rapidly  advancing 
trend  in  the  tech  landscape.  Web  services 
use  standard  Internet  technologies  tc 
carry  out  multiple  transactions  on  youi 
behalf  without  your  having  to  intervene. 
Big  guys  like  IBM,  Oracle,  SAP  and  Sun 
Microsystems  spent  the  tech  downturn 
upgrading  their  computer  systems  to 
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twork  together  and  handle  these  chores, 
i  partly  as  a  way  to  make  money  in  the 
1  slump.  Microsoft  now  puts  its  energy  into 
|  building  its  ".Net"  framework,  a  system  of 
|  software-development  rules  and  tools  for 
I  building  Web  service  content. 

The  giants  made  it  possible,  but 
they've  left  the  services  part  of  Web  ser- 
vices to  the  startups.  Amazon  and 
Google  offer  simple  versions  of  Web  ser- 
vices, tying  into  disparate  databases  to 
streamline  shopping  and  bulk-informa- 
tion sorting.  Salesforce.com,  which 
delivers  customer-management  applica- 
tions over  the  Web,  is  now  giving  non- 
techies  the  ability  to  personalize  the  way 
the  software  works. 

This  is  Patrick  Grady's  second  try  at 
changing  the  business  world.  When  he 
was  19  years  old,  Grady  worshipped 
[Michael  Milken  and  his  junk-debt  revo- 
lution and  dropped  out  of  New  York's 
Pace  University  with  dreams  of  shaking 
up  the  venture  capital  business.  The  idea 
was  to  replace  the  limited  partnership 
structures  at  venture  firms  with  a  much 
broader  base  of  ordinary  investors.  Grady 
;pent  a  decade  meeting  venture  capital- 
ists, learning  how  to  do  small  deals  and 
petitioning  the  Securities  8c  Exchange 
Commission  to  change  its  partnership 
[rules.  Now  he  says  the  experience  was  like 
Danging  his  head  against  a  wall.  But 
Grady  proved  a  fast  talker  able  to  do  a  few 
private  high-tech  deals  to  stay  afloat  and 
make  powerful  allies  when  he  came  to 
!  ook  for  his  next  move. 

Burt  J.  McMurtry,  a  retired  Silicon  Val- 
j  ey  venture  capitalist  whose  fund  backed 
Microsoft  in  1981  and  Sun  in  1982,  was 
won  over.  "I  first  thought  he  was  a  slick 
;alesman,"  McMurtry  says.  "Then  I  real- 
zed  he  had  actually  learned  [software] 
echnology  and  strategy  pretty  well."  Mc- 
vlurtry  is  an  early  Talaris  investor  who 
hinks  the  unknown  company  will  go  far. 
'I  always  made  the  most  money  on  people 
vho  were  unqualified  but  passionate." 

Grady  started  looking  at  Web  services 
n  1999.  He  had  brought  Richard  Timmins, 
/ice  president  of  sales  finance  at  Cisco  Sys- 
rems,  in  on  a  successful  hardware  invest- 
nent,  and  in  return  Timmins  let  Grady 
■pend  two  unpaid  months  studying  the 
)roblems  Cisco  had  making  its  disparate 


internal  Web  applications  work  together. 
Cisco  employees  would  enter  information 
about  a  business  trip  into  one  application, 
close  it  and  then  have  to  open  a  different 
application  to  book  it  as  an  expense. 

Grady  figured  he  would  have  a  decent 
business  if  he  could  unify  these  services 
with  some  clever  use  of  XML,  the  Internet 
software  language  that  standardizes  the  ex- 
change of  information  among  different 
computer  systems.  He  first  called  the  com- 
pany Gazoo,  after  a  lesser  Flintstones  char- 
acter. "It  was  the  most  dot-com-bubble 
name  I  could  think  of,  and  I  didn't  want 
people  to  know  what  we  were  going  to 
do,"  he  says.  Grady  started  with  $2  mil- 
lion in  initial  capital  and  situated  his  head- 
quarters in  San  Francisco's  seedy  Tender- 
loin neighborhood.  Some  Talaris  code  was 
written  in  a  leaky  garage  where  trash  bags 
covered  computers  on  rainy  days. 

Over  time  he  got  more  backing  from 
Foundation  Capital  and  Charter  Ven- 
tures. He  hired  pros  in  online  travel,  air- 
lines, package  shipping  and  other  service 
specialties  who  were  able  to  figure  out  a 
common  software  design  for  these  ser- 
vices. They  determined  that  any  service, 
whether  it's  booking  a  trip  or  sending  a 
package,  shares  85  common  characteris- 
tics, including  availability,  price,  reserva- 
tion style  and  the  ability  to  change  or  can- 
cel a  deal.  These  can  be  abstracted  in 
software  and  then  applied  to  the  particu- 
lars of  any  industry. 

Users  don't  see  how  complicated  the 
initial  setup  is  at  a  customer  site;  setting  one 
company's  travel  rules  can  cover  50  pages  of 
things  like  identifying  preferred  carriers. 
But  the  list  needs  to  be  gone  through  only 
once,  and  those  same  rules  can  be  reused 
for  future  service  offerings,  like  automat- 
ing procurement  of  temporary  workers. 

Cingular  Wireless  currently  uses 
Talaris  to  pare  a  $20  million-to-$30  mil- 
lion chunk  of  annual  company  spending, 
says  George  Foley,  executive  director  for 
general  products  and  services.  If  it  were  to 
also  tackle  temporary  labor,  that  would  be 
another  $150  million  to  $200  million.  HP 
says  it  is  already  looking  at  tweaking  the 
product  to  include  temporary  labor. 

"No  one  was  willing  to  try  something 
this  bold,"  says  Grady.  Watch  them  come 
if  his  startup  makes  money.  F 
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f,  during  the  recording  of  the  third  act  of  Wagner's  "Tannhauser," 


the  fly  that  has  been  inconspicuously  perched  on  the  studio  wall 
becomes  irresistibly  drawn  to  the  sweet  aroma  of  refined  sugar, 
and  descends  upon  the  caramel  macchiato  located  at  the  feet 


of  the  second- chair  French  horn  player,  resulting  in 


a  .5  decibel  anomaly  in  the  master  recording, 


you'll  hear  it. 


Digital  Tools 


WebTV 


IT  LOOKS  LIKE  A  TWO.  IT  CONNECTS  TO  YOUR  TV  LIKE  A  TIVO 
It  stores  up  to  200  hours  of  shows  on  a  hard  drive  and  plays 
them  back  like  a  TiVo.  But  the  new  set-top  box  called  the 
Akimbo  Player  is,  like  the  Monty  Python  movie,  Something 
Completely  Different:  Instead  of  receiving  programs  from 
traditional  TV,  cable  and  satellite  channels,  it  gets  them  directly 
over  the  Internet  from  its  own  service. 

The  idea  of  using  the  Net  to  bypass  traditional  content 
providers  (see  story,  p.  162)  has  been  around  for  what  seems  like 
forever:  Its  greatest  success  has  been  Internet  porn.  But  Akimbo 
and  other  companies  intend  to  deliver  that  content — including 
porn — via  a  dedicated  box  connected  to  a  TV  instead  of  a  com- 
puter connected  to  a  monitor.  The  theoretical  advantage  is  the 
simplicity  of  a  consumer  electronics  device.  But  viewers  may  not 
appreciate  being  limited  to  a  preselected  library  of  content  far 
narrower  than  what  they  can  get  either  on  the  Web  or  cable — 
and  besides,  they're  increasingly  hooking  PCs  to  TVs. 

From  a  technical  standpoint  Akimbo  works  better  than  you 
might  expect.  Broadband  access  and  new  compression  algo- 
rithms combine  to  let  you  get  the  bits  into  the  box  with  tolera- 
ble speed;  over  my  fast  broadband  cable  service,  I  downloaded  a 
one-hour  program  in  about  30  minutes.  Optional  Wi-Fi  home 
networking  lets  you  put  the  unit  underneath  your  TV  instead  of 
your  modem.  Amazon.com  sells  the  Akimbo  box  for  $230;  ser- 
vice costs  $10  a  month  or  $200  for  life.  And  so  far  the  system  is 
mercifully  ad-free. 

Buy  before  year's  end  and  Akimbo  will  waive  the  monthly 
fee  for  three  months.  With  good  reason:  Some  of  its  initial  offer- 
ings are  pared-down  versions  of  what  you  can  already  get  else- 
where for  free,  though  more  content  is  promised  as  the  service 
ramps  up.  On  the  Web,  iFilm.com  offers  hundreds  of  videos;  on 
Akimbo,  the  iFilm  channel  offers  33  shorts,  9  music  videos,  and 
5  videogame  previews.  On  the  Web,  undergroundfilm.com  has 
545  offerings;  on  Akimbo,  you  can  watch  just  13  of  them. 

Your  monthly  fee  entities  you  only  to  items  covered  under 
Akimbo's  "Free  for  All"  rubric.  Step  beyond  that  boundary  and 
Akimbo  becomes  a  video  vending  machine.  GreenCine.com 
offers  280  movies-on-demand  on  the  Web  for  $3  each.  Akimbo 
gives  you  only  19  of  them  free,  including  The  Big  Trees  (1952), 
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Akimbo  Player: 
A  TiVo  for  shows 
from  the  Net. 


with  Kirk  Douglas  as  a  lumber- 
jack, and  makes  available  just  14  addi- 
tional masterpieces  such  as  Attack  of  the 
Giant  Leeches  and  The  Brain  That  Wouldn't  Die 
for  $3  each. 

But  Akimbo  also  brings  you  gems  that  aren't  available  on 
the  Web.  How  much  extra  would  you  pay  for  nine-minute  Kir 
of  the  Kitchen  segments  on  chefs  like  Daniel  Boulud  and  Ale 
Passard?  The  apdy  named  Luxury  Channel  will  ding  you  $3  eat 
And  it's  hard  to  believe  frugal  travelers  will  willingly  part  wi 
another  $3  each  for  fawning  20-minute  documentaries  abc 


The  new  N°320S  Preamplifier. 
Descendant  of  the  legendary 
N°32  Reference  Preamplifier. 

Featuring:  single-chassis  design. 

Two  discrete  volume  attenuators. 

Remarkable  channel  separation. 
Exceptional  sonic  imaging. 


¥  0 

1 1  •  •  •  *  • ,  i  * 


Only  at  select  retailers, 
markle  Vinson .  com/32  OS 
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Dallas,  Ireland,  Los  Angeles,  Texas  and  Turkey.  Two-minute  golf 
lessons  cost  50  cents  each,  or  $3  per  month  for  unlimited 
access.  Watch  each  of  the  twenty  46-minute  episodes  of  the 
Chinese  serial  listed  as  bujueliushuinianchang  and  you'll  be 
out  over  $9.  Some  content  eventually  disappears  from  the 
box  even  after  you've  paid  for  it. 

Akimbo's  Web  site  lists  lots  of  channels,  but 
many  of  them  aren't  available  yet.  And  it's  hard  to 
imagine  who's  going  to  be  excited  by  pay  porn 
sites  like  Danni's  Hard  Drive  that  have 
long  become  fixtures  on  the  Web,  or  fea- 
tures from  CNN  and  the  Cartoon  Net- 
work that  have  already  appeared  on 
cable.  There  may  be  some  niche  mar- 
kets that  this  box  will  serve  success- 
fully— the  Web  site  promises  future 
channels  with  material  in  Turkish  and 
Hindi — but  the  skimpy  existing  Spanish 
channel  does  not  bode  well.  And  when 
Akimbo  debuts  its  version  of 
CinemaNow  (see  box,  p.  76), 
it  won't  offer  access  to 
major  studios'  pay-per- 
view  movies. 
The  hardware  was  rolled 
out  the  door  a  bit  too  soon. 
You  can  program  the  unit  from 
the  remote  control  or  a  personal- 
ized Akimbo  Web  site,  but  you  can't 
watch  an  item  as  you  download  it;  you 
have  to  watch  something  else  until  the 
whole  thing  arrives.  Though  some  content 
looks  okay,  much  of  it  seems  soft  and  fuzzy, 
thanks  either  to  poor  original  material  or  a 
lack  of  care  in  the  compression  process.  When 
you  stop  fast-forwarding,  the  video  briefly  jumps 
back  to  where  you  started,  and  there's  only  one  fast- 
forward  speed,  which,  with  most  of  the  available 
content,  is  far,  far  too  slow.  And  the  device  isn't 
future-proof:  It  has  no  output  that  can  deliver 
high-definition  video. 

Akimbo  may  be  the  first  to  deliver  this  kind  of 
box,  but  it  isn't  alone  in  embracing  the  concept.  An 
Atlanta  outfit  called  Dave  Networks  is  currently  lin- 
ing up  content  for  Internet  delivery  to  its  free  Dave 
Media  Center  computer  software  (due  in  December) 
and  $200  XPort  set-top  box  (due  early  next  year),  which 
can  interact  with  each  other  across  a  home  network.  Nei- 
ther will  carry  a  monthly  charge,  but  both  may  deliver  lots  of 
ads  along  with  the  free  and  fee-based  content. 

Broadband  Networks  of  Los  Gatos,  Calif,  is  touting  a  simi- 
larly priced  box  called  TimeshifTV  Player.  Its  first  incarnation  in 
2005  is  meant  to  deliver  five  to  ten  channels  in  each  of  several 
foreign  languages  a  day  or  so  after  they  appear  in  their  original 
countries  for  about  $20  per  month  per  language. 
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Your  third  four-hour  flight  of  the  week 
leaves  this  evening  and  you  suddenly 
have  a  craving  to  watch  Soul  Plane 
on  your  laptop  at  30,000  feet.  But  you  don't 
have  time  for  a  trip  to  Blockbuster. 

Web-based  movies-on-demand  to  the 
rescue!  Several  services  let  you  download 
Hollywood  features  to  PCs  via  broadband 
Net  connections— and  even  begin  watch- 
ing in  a  minute  or  so.  It  typically  costs  from 
one  buck  to  five,  depending  on  the  title. 

If  you're  hunting  for  more  recent  re- 
leases, weeks  after  they  appear  on  DVD 
and  tape,  you  can  choose  between 
Movielink  and  CinemaNow.  I  downloaded 
The  Last  Samurai  from  both;  the  two  Win- 
dows Media  files  seemed  identical  right 
down  to  their  815-megabyte  size. 
Movielink  charged  four  cents  less.  But  the 
other  day  it  was  asking  $5  for  13  Going  on 


r  lltKCl  real 


outtakes  and  filmmakers'  commentaries, 
no  matter  which  version  you  try. 

Depending  on  the  film,  both  services 
let  you  watch  for  24  or  48  hours,  as  often 
as  you  can  bear  it,  from  the  moment  you 
press  play.  But  there's  another  window  to 
watch:  Even  if  you  don't  get  around  to 
viewing  the  film,  the  file  will  disappear  or 
become  unwatchable.  You  can't  move 


uses  Real  Player  software  and  costs  $13 
a  month.  It  gets  Hollywood  movies  a  bit 
later  than  the  pay-per-view  services  but 
offers  a  rotating  library  of  about  150  titles, 
with  40  new  ones  each  week— including 
recent  hits  like  Finding  Nemo  and  inter- 
esting older  features  like  Ed  Wood.  The 
service  lets  you  download  films  to  as 
many  as  three  machines  and  watch  them 
as  often  as  you  like  with  no  restrictions 
until  the  files  expire  and  disappear,  typi- 
cally a  month  after  they  first  appear  on 
the  service.  But  I  found  the  video  some- 
what smeary  and  jerky,  and  many  films 
had  been  reformatted  from  their  original 
theatrical  aspect  ratio  to  a  TV-style  4:3. 

Since  all  this  involves  Windows  PCs— 
none  of  these  services  work  with  Macin- 
toshes—you'll probably  have  to  overcome 
some  initial  glitches.  Real  Networks  took 


On  Demand  at  Your  PC 

AVAILABLE 

VIEWING 

PCS  PER 

TITLES 

SUBSCRIPTIONS 

PAY-PER-VIEW 

WINDOW 

DOWNLOAD 

MOVIELINK 

over  800 

none 

$l-$5 

24-48  hours 

1 

CINEMANOW 

2,000 

$10-$30/month 

$l-$5 

24-48  hours 

1  (PPV)/unlimited  (sub; 

STARZ!  TICKET 

250/month 

$13/month 

none 

4-6  weeks 

3 

30,  when  CinemaNow  had  it  for  a  dollar 
less.  And  offerings  on  the  two  services  do 
differ.  Moral:  Shop  around. 

With  these  services  you  get  fewer  bits 
for  your  buck  than  with  DVDs.  Encoded  at 
a  typical  700  kilobits  per  second,  the  Tom 
Cruise  download  was  no  match  for  the  6 
megabits  per  second  or  so  on  the  DVD. 
Luckily  Movielink  also  offered  an 
"Enhanced  Quality"  edition  encoded  at 
1.3  megabits  per  second  for  the  same 
price.  Though  it  took  a  minute  longer  to 
start  playing,  and  90  minutes  to  down- 
load all  1509  megabytes  (as  opposed  to 
47  minutes  for  the  standard  edition),  the 
video  had  detail  and  color  approaching 
DVD  quality  instead  of  the  slightly  smeary 
look  of  the  smaller  file.  But  you  don't  get 
any  of  the  DVD's  special  features,  such  as 


titles  successfully;  if  you  want  to  watch  a 
film  on  your  laptop,  downloading  it  on 
your  desktop  machine  won't  work. 

Movielink  has  a  simple  model:  Pay- 
per-view  is  its  only  option.  CinemaNow 
offers  a  subscription  service  as  well  as 
about  100  rather  obscure  titles  in  a 
"download-to-own"  model  for  $10  to 
$15— though  those,  like  the  pay-per- 
views,  are  tied  to  a  single  machine. 
CinemaNow's  basic  subscription  service, 
Premium  Pass,  costs  $10  a  month  or  $50 
a  year  for  unlimited  viewings  of  more  than 
600  titles  with  a  djstinct  direct-to-video 
feel.  Its  Premium  Pass  Plus,  at  $30  a 
month  or  $100  a  year,  adds  mostly  porn. 
Neither  pass  includes  major-studio  titles. 

To  get  those  by  subscription,  the  op- 
tion is  Starz!  Ticket  on  Real  Movies,  which 


several  days  to  eliminate  a  parental  con- 
trol mode  that  kept  me  from  watching 
anything  rated  above  PG.  Movielink's 
video  controls  wouldn't  vanish  in  full- 
screen mode  until  I  downloaded  a  fresher 
edition  of  the  player  than  the  one  I  got 
when  signing  up  minutes  before. 

In  terms  of  revenue  the  business  is 
more  like  a  local  multiplex  than  an  HBO. 
After  two  years  of  operation  Movielink 
says  it  processes  about  2,500  transac- 
tions a  day.  But  as  broadband  uptake  and 
download  quality  increase  and  people 
begin  connecting  computers  to  big  TV 
screens,  this  could  be  the  start  of  some- 
thing important— if  it  can  hang  on  while 
competing  with  the  many  existing  deliv- 
ery methods  from  pay-per-view  cable  and 
satellite  systems  to  Netflix.  —S.M. 


The  sticking  point  for  this  kind  of  device  remains  not  the 
technology  but  the  content.  In  the  long  run  Net-delivered  video 
could  become  as  commonplace  as  Net-delivered  music,  but  it 
may  happen  on  TV-connected  computers  that 
can  access  the  entire  Web  and  not  just  part  of  it. 


In  the  short  run  Net  delivery  faces  tough  competition  from 
panoply  of  better-funded,  higher-quality  existing  media  as  ol 
as  the  movies  and  as  new  as  DVDs.  I 
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SCRAPBOOKING 

Thanks 
For  the 
Memories 

Scrapbooking  is  the  most  popular 
fad  in  America.  Will  it  soon  go  the  way  of 
macrame  and  Hula  Hoops? 
By  Emily  Lambert 


jHHi!li:i    ARE  SO  MANY  PEOPL] 
who  need   our  help,"  says 
Rhonda  L.  Anderson,  to  the 
cheers  of  some  4,000  women. 
H     These  are  the  assembled  faithful, 
tlespeople  from  across  America  for  an 
jutfit  called  Creative  Memories,  who  gath- 
|red  for  three  days  in  August  at  the  Min- 
eapolis  Convention  Center.  Anderson, 
le  47-year-old  cofounder  of  the  company, 
a  former  missionary  to  Indonesia. 

The  help  she's  alluding  to  isn't  spiri- 
ial;  it's  commercial — with  an  emotional 
pge.  These  women  are  celebrating  the 
Ugely  successful  fad  of  "scrapbooking,"  a 
obby  that  involves  putting  family  photos 
lto  albums,  along  with  written  reminis- 


cences and  artifacts — die-cut  shapes,  stick- 
ers, clip  art,  cloth  swatches,  doilies,  but- 
tons, ticket  stubs,  fallen  leaves,  report 
cards,  memorabilia,  kids'  drawings,  what- 
ever. No  event  is  too  trivial  to  escape  being 
fixed  by  croppers,  as  scrapbooking  enthu- 
siasts are  known:  weddings,  christenings 
and  bar  mitzvahs,  of  course,  but  also  first 
days  of  preschool  and  teddy-bear  parties. 


Healing  wounds,  saving  the  world:  Fellow 
croppers  Cheryl  Lightle  and  Rhonda  Anderson 
cofounded  what  is  now  a  $425  million  business. 

Onto  the  stage  steps  Irma  Mospan, 
Creative  Memories'  leading  seller  for  two 
years  running,  with  sales  last  year  of 
$115,000.  Coming  to  the  States  from 
Germany  at  age  18  in  1996,  Mospan  knew 
no  one,  got  married,  had  kids — -and  lapsed 
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into  depression  and  anorexia.  But  after  she 
was  invited  to  a  cropping  class  by  a 
woman  from  her  church,  she  borrowed 
$200  to  buy  Creative  Memories  supplies 
and  started  selling.  That,  she  claims,  "really 
did  change  my  life"  and  helped  lift  her  out 
of  her  funk.  Anderson  and  cofounder 
Cheryl  Lightle  pay  tribute  to  a  saleswoman 
who  photocopied  22,000  pictures  for  130 
families  who  lost  most  of  their  possessions 
in  a  recent  San  Diego  fire  and  to  an  alco- 
holic who  decided  to  give  up  drinking 
after  poring  over  a  scrapbook  filled  with 
happy  pictures  of  his  family.  "We've 
created  a  phenomenon,"  says  Lighde,  57. 

Their  company  should  pull  in 
$425  million  in  retail  sales  this  year,  lead- 
ing a  sector  that  two  magazines,  Creating 
Keepsakes  and  Craftrends,  estimate  is  a 
$2.6  billion-a-year  business.  The  fever  has 
spread — a  quilting  bee  gone  mad.  Wal- 
Mart,  Target,  Linens  'n  Things  and 
Michael's  all  sell  supplies.  So  do  thou- 
sands of  smaller  retailers.  Hewlett- 
Packard  and  Epson  are  pitching  software, 
printers  and  project  ideas  to 
croppers.  Creating  Keepsakes 
sponsors  cruises  and  three-day 
seminars  for  up  to  750  people. 
A  recent  event  in  Tennessee 
sold  out  in  32  minutes.  Mickey 
Corcoran,  a  TV  producer  in 
Burbank,  Calif.,  is  shopping 
around  Scrapbook  Lounge,  a 
show  he  thinks  will  appeal  to 
an  untapped  younger  crowd. 

For  all  that,  scrapbooking 
has  probably  peaked.  Sales  are 
slowing  dramatically.  One  big 
backer  of  the  business  has  sold 


turnaround  plan  that  hinged  o 

Tupperware-style  home  demon 

strations,  built  around  a  compan 

they  named  Creative  Memories. 

The  business  grew  slowly  unt 

1 990.  That's  when  nationwide  cor 

servative  radio  program  Focus  o 

the  Family  broadcast  a  15-minul 

interview  with  Anderson,  wh 

compared  scrapbooks  with  fami] 

Bibles  and  preached  how  they  coul 

heal  wounds,  increase  children 

self-esteem  and  generally  save  th 

world.  Within  days  the  compan 

*  received  7,000  calls  and  letter 

out.  Several  stores  have  shut  their  doors     Months  later  Creative  Memories  ha 

and  many  small  proprietors  are  trying  to     quadrupled  its  sales  force  to  800. 

bail  out.  In  the  multilevel  fashion  of  Amwa 

How  quickly  a  fad  can  sputter.  Creative     Mary  Kay  and  many  another  compan 

Memories  of  St.  Cloud,  Minn,  pioneered     Creative  persuades  vendors  to  begin  b 

the  industry.  In  1987  Anderson,  then  a     buying  a  $195  startup  kit,  after  which  the 

homemaker  in  Billings,  Mont.,  began     must  buy  $350  worth  of  materials  ever 

teaching  women  how  to  make  nice-looking     three  months.  These  goods  they  can  mar 

scrapbooks  with  photographs,  some  writ-     up  and  resell  for  $500.  Some  of  the  $35 

ing  and  a  few  stickers.  Buy  albums  made  by    goes  to  pay  3%  to  1 2%  commissions  t 

Holes  Webway  (now  Webway),  she  told     those  higher  in  the  sales  pyramid  wh 

them,  the  kind  her  mother  had  used.  direcdy  and  indirecdy  recruit  new  staff.  Th 

But  Webway  had  gone  into  bank-     organization  is  eight  levels  deep.  But  on] 

ruptcy  and  been  sold.  Anderson  didn't     5%  of  the  90,000  peddlers  work  full-tirn 

know  that  yet;  she'd  only  received  a  post-     Supposedly  some  of  them  make  $300,001 

card  that  her  favorite  albums  had  been     Most  work  fewer  than  ten  hours  a  week  an 

discontinued.  So  she  made  what  is  known     make  a  few  thousand  bucks  a  year,  if  that 

throughout  Creative  Memories  as  "the         Creative  Memories'  quick  success  ai 

call" — to  Cheryl  Lightle,  a  vice  president     tracted  competition,  some  from  its  ow 

at  the  new  owner  of  Webway,  Antioch  Co.     disgruntled  salespeople  who  wanted  t 

of  Yellow  Springs,  Ohio.  emphasize  decorations  an 

Anderson  discussed  her  scrap-   A  I"'  "S  b^e  tchotchkes.  The  displaced,  i 

mad:  scrapbooks  built 

booking    classes;     Lightle   around  a  saleswoman's  well  as  other  rivals,  opene 

wanted  to  sell  more  albums,   daughter  (above)  and  stores,  complete  with  clas: 

Together  they  worked  out  a   another's  grandparents,  rooms.  Archiver's,  founded  b 
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"Committed, 
loyal  and 

HARD 

WORKING/' 

Sir  Francis 
Mackay 
couldn't  be 

TALKING 

about  the 
French. 
Could  he? 


Sir  Francis  Mackay 
of  Compass  Group 
came  to  France 
and  discovered  one 
of  Europe's  best 
kept  secrets:  the 
French  actually  like 
to  work. 


ithree  guys  in  the  photofinishing  business, 
jlaunched  twenty-six  7,000-square-foot 
•units,  each  carrying  1 5,000  different  prod- 
lucts;  Recollections,  a  unit  of  Michael's, 
ladded  classes,  work  spaces  and  kitchens 
Inhere  moms  could  make  their  kids  lunches 
land  snacks.  Smaller  stores  turned  highly 
(specialized — like  Scrapbook  Source  in 
•Chicago,  which  holds  monthly  crops  for 
people  mourning  the  loss  of  a  relative  and 
ivomen  who  are  trying  to  get  pregnant. 

All  those  decorative  grommets  and 
oapers  and  "friendship"-inscribed  metal 
r.ags  improved  the  lives  of  some  existing 
companies.  Mrs.  Grossman's  Paper  of 
3etaiuma,  Calif.,  for  example,  nearly 
expired  after  the  sticker  craze  died.  The 
:ompany  came  back  to  life  as  a  Creative 
vlemories  supplier;  when  CM  moved 
>tickermaking  in-house  four  years  ago, 
vlrs.  G  started  selling  albums  (and  wine 
labels,  which  now  account  for  25%  of 
sales).  Ten -year-old  Making  Memories  this 
'ear  sold  for  an  undisclosed  sum  to  Peter- 
;on  Partners,  a  Salt  Lake  City  investment 
;roup  that  was  an  early  investor  in  JetBlue. 

Yet,  after  four  consecutive  years  of 
loubling,  industrywide  sales  will  cool  to  a 
nere  25%  rise  in  2004,  says  Dennis  Con- 
orto,  chairman  of  A-Z  Media  Group  of 
Zarlsbad,  Calif.  He  reckons  that  1,000  of 
he  current  4,000  to  4,500  small  retailers 
i:ould  close  within  18  months.  Traci  Allen, 
proprietor  of  Scrap  N  Scrap  in  Gun  Barrel 
City,  Tex.,  has  been  trying  to  sell  her  shop 
ibr  a  couple  of  months.  "To  make  a  profit 
n  the  business,  you  have  to  have  classes 
ind  crops  all  the  time  to  pay  your  over- 
lead,"  she  says.  "And  all  the  profit  you 
nake  has  to  go  back  into  more  product." 

To  halt  the  slide,  Conforto  has  created 
group  to  help  little  guys  learn  to  manage 
aeir  businesses  more  efficiently.  He  is  also 
working  with  manufacturers,  encouraging 
aem  to  accept  smaller  orders  from  such 
etailers — 5  pieces  of  decorative  paper  at  a 
me,  say,  instead  of  100.  Conforto  insists 
lat  scrapbooking  is  simply  maturing,  not 
eaking,  arguing  that  fast  growth  followed 
y  a  drop-off  is  a  typical  curve  for  hobbies 
i  their  infancy. 

But  after  years  of  double-digit  growth, 
ales  at  Creative  Memories  will  inch  up 
inly  6%  this  year.  Anderson's  explanation 
;  that  scrapbooking  has  strayed  too  far 


from  its  roots  and  fallen  victim  to  decora- 
tive excesses.  Potential  customers  are  being 
turned  off.  "People  never  say,  'Wow,  the 
ducky  sticker  really  coordinates  with  the 
paper,' "  she  reasons.  "They  always  want  to 
know  the  journaling,  the  story."  Even  if 
scrapbooking  is  peaking,  she  says,  CM's 
version  of  album  making  is  secure.  Never- 
theless, Creative  Memories  sells  400  differ- 
ent refill  pages,  page  protectors,  tools, 
"enhancements,"  organizers  and  product 
collections. 

The  company  has  undergone  a  shift  in 
ownership.  Last  December  the  Morgan 
family,  founders  of  parent  Antioch,  and 
outside  shareholders  sold  their  controlling 
stake  for  $200  million  to  Creative  Memo- 
ries, all  of  whose  stock  is  now  held  by  an 
employee  stock  ownership  plan.  (Both 

After  four  straight 
years  of  doubling, 
sales  will  cool  to  a 
mere  25%  rise 

 this  year. 

Lightle  and  Anderson  received  approxi- 
mately $1  million  each  in  the  transaction.) 
Chairman  Lee  Morgan  says,  "We  were  not 
happy"  with  the  slowdown  in  sales.  "We 
were  used  to  spectacular  growth."  But  he 
insists  the  decision  to  sell  was  based  mainly 
on  tax  considerations.  The  IRS,  he  says,  was 
forcing  him  to  award  dividends  within  the 
old  employee  stock  ownership  plan  in 
proportion  to  an  individual's  ownership  in 
the  company,  thus  excessively  rewarding 
longtime  employees  at  the  expense  of 
newer  ones.  So  Morgan  decided  to  retire 
outside  ownership  in  favor  of  a  total  ESOP 
structure  for  the  company. 

Meantime,  new  Creative  Memories 
President  Asha  Morgan  Moran,  grand- 
daughter of  Antioch's  founder,  says  there's 
still  plenty  of  room  to  expand  in  the  U.S., 
mostly  in  the  South  and  East.  But  her 
biggest  push  will  be  to  drive  growth  over- 
seas, which  now  accounts  for  only  14%  of 
revenue.  Exactly  the  course  taken  years  ago 
by  Wham-O,  makers  of  the  Hula  Hoop.  F 
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(see  next  page), 


Entrepreneurs 

EXPANDING  ABROAD 


Fiat-Footed 


Mario  Polegato's  shoe  is  a  hot  seller  in  Europe.  Why  can't  he  get  it  right  in  America? 
By  Suzanne  Hoppough 


LOIS  DAVIS  IS  ONE  OF  MANY  REA- 
sons  that  Mario  Moretti  Polegato 
has  stumbled  in  America.  The 
founder  of  Geox  SpA,  maker  of 
"breathable"  shoes  and  apparel,  has 


built  up  a  very  tidy  business  in  68  coun- 
tries, netting  $34  million  on  revenue  of 
$305  million  last  year.  Geox  has  210 
stores  in  Europe,  where  its  shoes  have 
been  grabbed  up  by  millions  of  shop- 


Polegato: 
We  cant  complain  about  that. 


pers,  the  Italian  army,  even  the  Pope. 

And  in  the  States?  Davis,  a  stay-at 
home  mom,  likes  the  sneakers  she  bough 
her  kids.  So  much  so  that  she  has  fre 
quently  haunted  the  Madison  Avenu 
Geox  store — the  only  on 
in  New  York  City — ii 
search  of  other  pairs  in 
different  style.  Yet  each  tim 
she's  visited  the  store 
there's  been  little  to  choos 
from.  The  women's  shoes 
she  says,  aren't  very  fash 
ionable.  But  because  sh 
likes  the  comfort  of  Geo> 
she  settled  for  a  pair  tha 
were  a  full  size  too  big.  Ni 
telling  when  the  right  shoe 
will  come  in.  Polegato' 
response:  "Sales  are  evei 
higher  than  what  w 
expected,"  he  says.  "That' 
why  we  have  some  inven 
tory  problems.  We  canno 
complain  about  that." 

Maybe.  Sales  at  th 
Madison  Avenue  store,  opei 
since  March,  have  beei 
$  1 50,000  or  so  a  month,  am 
there  are  ambitious  plans  § 
open  stores  in  every  big  \J.i 
city.  But  Polegato,  52,  has  al 
ready  stubbed  his  toe  hen 
Geox  recently  closed  a  "con 
cept"  store  in  Philadelphi 
for  lack  of  business.  Th 
same  problem  persuadei 
Dillard's  to  discontinue  th 
brand  this  summer. 

Polegato  wasn't  bred  ti 
shoe  leather.  For  15  years,  a 
the  eldest  son,  he  ran  a  famil 
winery  out  of  a  Palladian  vill 
in  Treviso,  nurturing  the  Vill 
Sandi  label  into  a  200,000 
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Sir  Francis  Mackay, 
Chairman  of  Compass 
Group,  doesn't  mince  his 
words  when  talking 
about  French  work  habits. 

Who/what  is  Compass  Group? 

Compass  Group  is  the  world's  largest  provider  of  food  and 
related  services  to  places  as  diverse  as  the  Pentagon  and 
kindergarten  schools.  We  have  over  400,000  employees  in 
over  98  countries.  In  France  we  feed  a  million  people 
everyday. 

France  is  very  traditional.  Why  has  your 
company  done  so  well  in  France? 

Because  the  French  have  been  incredibly  open  to  outsourcing. 
The  French  believe  in  specialization.  They  like  to  do  what 
they  do  best.  Take  the  military.  They  recognize  that  the 
provision  of  support  services  to  their  troops  can  actually  be 
successfully  outsourced.  It  makes  good  business  sense. 

What  have  you  learned  from  the  French? 

Focus  on  the  product,  get  it  right,  put  more  commitment 
behind  a  smaller  range.  The  French  are  masters  at  managing 
the  supply  chain.  We  learned  to  identify  the  very  best 
quality  products  and  then  focus  on  a  few.  If  you're  only 
buying  two  types  of  ham,  your  ability  to  buy  better  quality 
at  lower  prices  increases. 

Long  lunches,  long  vacations,  shorter 
working  weeks.  Is  that  true? 

Excuse  my  French,  but  that's  baloney.  Look  at  the  statistics. 
The  French  are  the  most  productive  people  in  Europe. 
They're  committed  and  competitive.  France  is  probably  the 
most  "can  do"  country  in  Europe. 


Compass  Group 
in  France 


•  Established  in  France  since  1995 
with  20,000  employees  and  3,000 
restaurants 


What  do 
you  think  of 
the  French 
worker?  Be 
honest. 


•  Serving  1,000,000  people  a  day 
in  France 

•  French  operations  generate  8% 
of  Compass'  worldwide  turnover 


We've  got  about 
20,000  people 
working  for  us 
in  France  and 
it's  an  incredibly 
committed  and 
loyal  workforce. 
Tenure  is  much 
longer.  You  find 
people  moving  from  one  company  to  another  less  fre- 
quently. In  France,  you  can  invest  in  people,  train  them 
and  you  retain  them. 

Is  there  one  thing  the  French  do  better 
than  anybody  else? 

Yes.  The  French  have  the  ability  to  make  joint  ventures 


"The  French  are 
the  most  productive 
people  in  Europe. 
They're  committed 
and  competitive. 
France  is  probably 
the  most  "can  do" 
country  in  Europe." 


work  better  than  anyone  else.  Some  countries  (I  don't  want  to 
mention  names)  want  to  see  benefits  in  the  first  two  years, 
or  they  want  to  move  on.  The  French  take  a  long  term  view. 
It's  a  national  characteristic  that  makes  great  business  sense. 

Has  the  language  been  a  barrier? 

Absolutely  not.  The  number  of  people  that  now  speak  a 
second  language  is  increasing  geometrically.  It's  ironic,  but 
one  of  the  most  difficult  things  about  learning  French  is 
that  most  French  people  now  speak  English  extremely  well. 

What  does  the  future  look  like? 

There's  absolutely  no  reason  why  in  the  next  five  years  our 
business  couldn't  be  two  times  or  three  times  the  size. 


For  more  information  on  investing  in  France, 
visitwww.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes. 


J 


I  TOUGH BOOK | 

Computers  for  the  Outside  World 


Introducing  the  ultimate  desktop 
replacement — Panasonic's 
Toughbook8  51. 

Affordability  meets  rugged  durability. 
At  just  $2,025,  it's  more  than  a 
deal — it's  a  steal. 

Industry-leading  reliability  offers 
maximum  uptime  in  and  around 
the  office 

Magnesium  alloy  case 

•  Shock-mounted  hard  drive 

Large  1 5"  display  for  group 
presentations 

Optional  SmartCard  reader  for 
added  security 

Intel®  Centrino"  Mobile  Technology 
Lower  total  cost  of  ownership 

So  durable  and  affordable,  you'll  think 
you're  pulling  a  fast  one  on  us. 

1-800-662-3537 
panasonic.com/toughbook 


bottle-a-year,  $l  .8  million  business.  Then,  a 
decade  ago,  he  came  up  with  a  novel  idea 
for  a  shoe.  With  help  from  technicians  at 
the  University  of  Padua,  some  NASA  space- 
suit  material,  a  small  ski-boot  company  and 
family  cash,  Polegato  took  six  months  to 
produce  a  prototype.  The  key  was  develop- 
ing an  inner  microporous  membrane  and  a 
series  of  microholes  in  the  outer  rubber  sole 
positioned  to  meet  the  highest  concentra- 
tion of  sweat  glands  under  the 
foot  (and,  in  the  later  case  of 
jackets,  around  the  shoul- 
der). The  holes  are  small 
enough  to  block  water 
droplets  but  large 
enough  to  allow 
water  vapor  to 
escape.  So  the  foot 
stays  dry.  Pole- 
gato's  idea  was  to 
sell  or  License  the 
technology  to  a 
Nike  or  an 
Adidas.  No 
one  bit. 

So  in  1995 
Polegato  started 
making  his  own 
shoes  with  five 
employees  and  a 
handful  of  European 
retailers.  He  chose  the  name 
Geox  to  evoke  both  earthi- 
ness  (as  in  "geo")  and  high 
tech  ("x").  The  shoes  sold 
briskly.  Five  years  later  Geox 
had  opened  its  first  store 
and  shifted  production  to 
Romania,  selling  3.8  million 
pairs  of  shoes  in  50  coun- 
tries— but  not  the  U.S. 

Polegato  chose  a  two- 
pronged  approach  to  the 
States,  trying  partnerships 
with  large  retailers  and  going  it  alone.  Dip- 
ping its  toe  into  a  few  Nordstroms  begin- 
ning in  late  2002,  Geox  introduced  its  entire 
collection  of  men's,  women's  and  children's 
shoes  in  90  stores  last  year.  Geox  "fits  the 
coolness  of  kids  and  the  needs  of  moms," 
says  Jack  H.  Minuk,  head  of  women's  shoes 
for  Nordstrom.  Not  long  before  the  depart- 
ment store  deal,  Polegato  opened  an  outlet 
in  a  mall  in  affluent  King  of  Prussia,  Pa. 


There,  amid  the  red  leather  sofas  and  re 
carpeting,  giant  plasma  TVs  blared  a  cor 
tinuous  paean  to  Geox  technology.  Polegal 
insists  the  store  existed  only  as  a  market  r< 
search  experiment  and  as  a  base  for  scoutir 
where  to  put  new  stores.  Whatever  the  cas 
the  store  closed  in  August  2003.  Polegat 
blames  the  failure  on  what  \ 
calls  a  low-traffic  locatioi 
Petra  Rowland,  marke 
ing  manager  at  tr 
mall,  ripostes  that  tr 
problem  was  a  lack  < 
inventory.  "To  st£ 
in  our  mall,"  sr 
says,  "you  have  t 
{  have  merchar 
\  dise." 

In  New  Yoi 
City  Polegat 
is  now  payin 
$348,000  a  ye< 
in  rent  for  a  43! 
square-foot  stor 
By  some  account 
he  still  hasn't  figure 
out  the  inventoi 
problem.  Europear 
order  merchandise  two  or  three  times  a  yea 
Different  story  in  the  U.S.  "I  try  to  ord< 
once  a  week,  but  there's  not  a  lot  < 
inventory  in  stock,"  says  Danny  D.  Wasse: 
man,  owner  of  Tip  To 
Shoes  across  town,  tf 
leading  independent  selli 
of  Geox  shoes  in  the  city 
This  fall  Geox  spei 
$260,000  to  open  ma 
outlets  in  Garden  Cit 
N.Y.  (1,070  square  fee 
and  Paramus,  N.J.  (1,35 
square  feet).  By  year-en 
2005  Polegato  wants 
store  in  every  "relevar 
U.S.  city,"  he  says- 
including  Los  Angeles,  Chicago  an 
Miami.  That's  on  top  of  the  90  opening 
this  year  in  Europe,  Australia  and  Asia. 

But  where  are  the  shoes?  "W 
are  improving  our  production  an 
logistics  systems  in  order  to  overcom 
this  issue,"  insists  Polegato.  "For  no 
season  we  are  confident  that  everythin 
will  be  under  control."  Feet,  don't  fa 
him  now.  I 


"We  are 
improving. 
Next  season 
everything 
will  be  under 
control." 


Panasonic  ideas  for  life 
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Our  employee  giving  campaign 
supports  many  important  groups, 
including  the  American  Cancer  Society 


OUR  ENERGY  GOES  INTO  MILLIONS  OF  HOMES. 
AND  COUNTLESS  GOOD  CAUSES. 


We  do  more  than  deliver  the  power 
that  makes  communities  tick.  We  work 
with  state  governments,  economic 
development  agencies  and  many  others 
to  attract  companies,  create  jobs  and 
expand  industry.  The  relentless  pursuit 
of  excellence.  It's  what  we're  all  about. 
progress-energy.com 


j£  Progress  Energy 

People.  Performance.  Excellence. 


The  Progress  Energy  Leadership  Institute  provides 
leadership  development  opportunities  for 
principals  and  superintendents. 


S  2004  Progress  Energy  Carolinas,  Int.  and  Progiess  Energy  Florida-,  Inc 


The  Classic 

Approach  j 

Robert  Morgenthau  looks  to  an  old  metric 
in  screening  stocks:  return  on  equity.  It  beats 
momentum  investing,  he  says  wH!t!iIp 

ma/BSm  m 


MONEY  MANAGER  ROBERT  P. 
Morgenthau,  scion  of  an  old 
New  York  family,  has  an  ap- 
preciation for  things  of  the 
past.  And  one  of  them  is  key 
to  how  he  assesses  stocks:  return  on  equity, 
a  concept  swathed  in  faded  elegance. 

Its  many  detractors  say  this  classic 
metric,  which  divides  net  income  by 
shareholders'  equity,  had  more  relevance 
when  U.S.  companies  were  all  about  hard 
assets  like  factories  and  stock-in-trade. 
Today,  they  say,  accounting  distortions 
make  the  ratio  useless.  The  number  can 
be  artificially  inflated  by  writedowns  or 
share  buybacks  that  reduce  the  denomi- 


nator. The  ratio  shifts  downward  in  a 
takeover,  when  intangibles  like  brand 
names  and  patents  get  thrown  onto  the 
acquirer's  balance  sheet  as  "goodwill"  and 
thereby  expand  the  acquirer's  equity. 

But  to  Morgenthau,  47,  old-fashioned 
ROE  is  a  better  investment  tool  than  betas, 
style  boxes  or  any  of  the  mumbo  jumbo 
that  fellow  managers  throw  around.  It  is 
the  first  metric  his  firm,  NorthRoad  Cap- 
ital Management,  uses  when  picking 
large-company  stocks  (minimum  market 
capitalization  $10  billion)  for  its  $1.2  bil- 
lion of  individual  and  institutional 
money.  NorthRoad  screens  for  compa- 
nies with  an  average  annual  ROE  of  10% 


for  the  last  five  years  and  a  high  degree  < 
consistency  in  the  number. 

Recognizing  the  limits  of  ROE,  Moi 
genthau  inspects  the  metric's  cor 
stituent  parts  to  ensure  he  isn't  getting 
fake  reading.  A  case  in  point  is  Glaxc 
Smithkline,  the  British  drug  giant  that 
the  culmination  of  a  series  of  merge] 
ending  in  2000.  By  U.K.  accounting  star 
dards  Glaxo  now  sports  a  princely  42c, 
ROE.  Skeptical,  he  adjusts  Glaxo's  n< 
worth  upward,  reflecting  assumptior 
about  the  value  of  its  current  produ< 
line,  and  comes  up  with  25%.  Th< 
meets  his  criteria,  and  NorthRoad  owr 
the  stock  (see  related  story,  p.  121). 
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Glaxo  shares  have  fallen  8%  this  year 
over  fears  about  patent  expiration,  litiga- 
tion over  antidepressant  Paxil  and  price 
regulations.  Yet  Morgenthau  thinks  it's  a 
great  time  to  buy.  "No  matter  what  hap- 
pens with  regulations,  you  can't  make 
pharmaceuticals  a  below-average  busi- 
ness," he  says,  "and  less  than  16  times 
earnings  is  just  way  too  cheap." 

A  gloomier  example  of  a  misleading 
ROE  is  General  Motors,  whose  number 
from  1999  to  2003  was  an  average 
17.8% — pretty  respectable.  But  a  closer 
examination  revealed  that  the  numerator 
bf  the  equation,  net  income,  was  puffed 
Lip  by  sales  of  assets  (like  Hughes  Elec- 
tronics), one-time  events  that  don't 
i-eflect  long-term  business  prowess.  The 
auto  industry  also  paradoxically  com- 
)ines  a  chronic  overcapacity  with  a  thirst 
for  new  capital  to  tool  up  for  new  models, 
[n  short,  the  ROE  was  not  representative 
)f  GM's  ability  to  get  a  future  return  on  its 
equity  capital.  NorthRoad  passed. 

Another  caution:  ROE  mixes  balance 
;heet  and  income  statement  items,  so 
:wo  radically  different  companies  can 
lave  the  same  number.  That's  why  a 
t:ompany  with  low  profit  margins  can 
Easily  goose  ROE  by  loading  up  on  debt 
Dr  buying  back  stock.  Conversely,  a  com- 
pany with  no  leverage  can  look 
mediocre  on  an  ROE  basis  even  if  it  has 
"at  margins  and  a  ton  of  cash.  Hence  the 
wacky  result  that  discount  retailer  Target 
ias  a  higher  ROE  (18%)  than  cash-rich 
Microsoft  (12%). 

Once  Morgenthau  has  screened  out 
he  ROE  clunkers,  he  turns  to  a  good 
cross-check:  a  look  at  the  gross  profit 
nargin  (sales  minus  cost  of  goods  sold, 
livided  by  sales)  and  EBIT  margin  (earn- 
ngs  before  interest  and  taxes,  as  a  per- 
:ent  of  sales).  When  Diageo  (ROE:  44%), 
he  maker  of  Guinness  and  Johnnie 
ivalker,  sold  Burger  King  in  2002,  Wall 
Ibtreet  was  disappointed  that  the  restau- 
rant chain  fetched  only  $1.5  billion. 
j'The  important  point  wasn't  the  price," 
Morgenthau  explains.  "The  important 
,  hing  was  that  they  were  getting  out  of 
I  he  flow-margin]  burger  business." 


NorthRoad  still  owns  Diageo. 

This  ROE-centered  strategy  has  done 
fairly  well  for  Morgenthau.  At  Lazard 
Asset  Management,  where  he  worked 
before  forming  NorthRoad  in  2002,  Mor- 
genthau oversaw  an  international  stock 
portfolio  that  delivered  an  annual  7.8% 
after  fees  compared  with  a  1.2%  return 
for  the  Morgan  Stanley  Capital  Interna- 
tional EAFE  Index  over  six  years,  he  says. 
NorthRoad  is  off  to  a  slow  start,  with  a 
10%  composite  annual  return  on  its 
accounts,  to  1 1.4%  for  the  EAFE  and  12% 
for  the  S&P  500. 

Morgenthau's  father  is  the  famous 
crime-buster  Robert  M.  Morgenthau,  85, 
Manhattan  district  attorney  for  the  past 
30  years.  Robert  R's  financial  instincts  are 
a  throwback  to  earlier  generations.  Great- 
grandfather Henry  Morgenthau  made  a 
fortune  as  a  real  estate  investor  and  served 
Woodrow  Wilson  as  a  diplomat.  Grand- 
father Henry  Jr.  was  Franklin  Roosevelt's 
Treasury  secretary  and  helped  create  the 
New  Deal  and  finance  World  War  II. 

Young  Bob  early  on  had  a  yen  for 
investing.  In  the  eighth  grade  he  won  the 
class  investing  game  mainly  by  simulated 
buying  of  warrants  in  Flying  Tiger,  a 
company  similar  to  FedEx.  Morgenthau 
explains  that  he  was  following  a  momen- 
tum strategy.  He  read  the  stock  tables  in 
the  paper  every  day  and  "bought"  stuff 

Oldie  but  Goodie 


that  was  going  up. 

This  youthful  enthusiasm  got  some 
tempering  when  he  invested  for  real  in 
the  1980s.  With  an  Amherst  bachelor's 
degree  in  English  in  hand,  he  joined 
Shearson  as  an  over-the-counter  trader. 
That's  when  he  learned  the  perils  of 
momentum  investing,  buying  stock  for 
his  personal  account  in  a  fertilizer  outfit 
that  went  bust.  "When  I  got  married,  it 
was  worth  a  lot  of  money,"  he  says.  "By 
the  time  I  got  back  from  my  honeymoon, 
it  was  worthless." 

Once  burned,  he  began  appreciating 
more  methodical  approaches  to  the  market 
and  saw  the  value  of  ROE.  "Momentum,  by 
definition,  can  only  go  on  so  long,"  he  says. 

His  mentor  at  Shearson,  Hersh 
Cohen,  was  a  big  influence  on  his  think- 
ing. The  two  formed  a  partnership  in  a 
Wall  Street  fantasy  football  league  (they're 
still  at  it  15  years  later)  but  have  never 
won  the  championship  because  they  play 
too  conservatively.  "You  have  to  be  big 
risk-takers  to  win  it,"  says  Cohen,  now 
the  comanager  of  Smith  Barney  Appreci- 
ation, a  mutual  fund  emphasizing  ROE. 

By  Morgenthau's  reckoning,  the  util- 
ity of  ROE  is  that  it  measures  the  skill  of  a 
business  in  deploying  capital.  "A  dollar  of 
capital  doesn't  know  what  business  it's 
being  invested  in,  and  it  doesn't  care,"  he 
says.  "We  don't  want  to  own  a  stock  just 


Buy  stocks  with  a  good  record  of  high  returns  on  their  own  capital,  says 
Bob  Morgenthau.  Here  are  ten  that  should  beat  the  market. 


COMPANY 

RECENT 
PRICE 

MARKET 
VALUE 
($BIL) 

RETURN 

ON 
EQUITY 

NET 
PROFIT 
MARGIN 

2005 
ESTIMATED 
P/E 

BARCLAYS 

$41 

66 

17% 

15% 

10 

CADBURY  SCHWEPPES 

34 

17 

13 

6 

13 

DIAGEO 

55 

42 

44 

21 

15 

FANNIE  MAE 

69 

67 

40 

14 

9 

GLAXOSMITHKLINE 

44 

129 

42 

21 

15 

HEINEKEN 

32 

155 

28 

4 

16 

JOHNSON  &  JOHNSON 

59 

176 

29 

17 

18 

NESTLE 

62 

101 

19 

7 

14 

SANOFI-AVENTIS 

37 

103 

37 

26 

14 

TOTAL 

106 

140 

22 

7 

13 

Prices  as  of  Nov.  3.  Sources.  Exshare;  Thomson  First  Call;  Reuters  Fundamentals  and  Worldscope  via  FactSet  Research  Systems. 
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Smart  Money 

Last  year  we  offered  a  way  to  piggyback  on  the 
thinking  of  the  best  stock  pickers  without  paying 
their  fees.  It  worked  |  BY  CHRISTOPHER  HELMAN 


because  it's  a  member  of  a  certain 
industry  or  in  a  certain  index." 

Consistency  is  also  important  in 
Morgenthau's  book.  Groupe  Danone, 
the  French  outfit  that  makes  yogurt  and 
Evian  water,  clears  the  initial  screen 
with  an  average  12%  return  on  equity. 
But  Danone's  performance  is  all  over 
the  place:  ROE  was  16.5%  last  year, 
21.6%  in  2002  and  1.8%  in  2001. 
NorthRoad  instead  bought  Nestle, 
which  has  a  much  better  bottled  water 
business  anyhow  and  an  annual  return 
on  equity  in  a  tight  range  of  18%  to 
22%  over  the  past  five  years. 

Zeroing  in  on  the  "equity"  part  of 
the  equation,  Morgenthau  points  out 
that  Nestle's  book  value  per  share  has 
grown  at  an  1 1%  clip  over  the  past  five 
years  while  Danone's  has  shrunk  by  3% 
a  year.  "Nestle  is  just  better  at  investing 
its  capital,"  he  says. 

Companies  that  have  consistently 
high  return  on  equity  tend  to  be  clus- 
tered in  less  cyclical  industries  such  as 
pharmaceuticals,  consumer  products 
and  financial  services.  NorthRoad's 
three  portfolio  managers,  Ronald  Saba, 
James  Shore  and  Raymond  Vars,  are 
heavily  weighted  here:  Barclays, 
Heineken  and  Sanofi-Aventis  are 
among  their  holdings.  Underweighted, 
largely  because  of  the  volatility  in  their 
ROE  stats:  commodities,  capital  goods 
and  other  sectors  sensitive  to  the  eco- 
nomic cycle.  These  account  for  20%  of 
the  U.S.  market  and  have  done  well 
lately,  leaving  NorthRoad  lagging. 

What  about  diversification?  "From 
the  second  stock  you  buy  onward,  you 
are  increasing  the  diversity  of  your 
portfolio,"  Morgenthau  says.  "If  any- 
thing, most  people  err  on  the  side  of 
being  too  diversified."  That  said,  Mor- 
genthau doesn't  want  to  give  his  clients 
heart  attacks,  so  he  does  impose  one 
rule:  No  industry  can  account  for  more 
than  40%  of  the  portfolio. 

Another  important  number:  10%. 
That's  the  average  turnover  in 
NorthRoad's  portfolios.  Compare  that 
with  100%  for  the  average  U.S.  mutual 
fund.  Consistent  winners  on  the  ROE 
scorecard  tend  to  stay  in  their  places  for 
long  stretches.  F 


WHY  NOT  TAKE  ADVANTAGE 
of  all  the  information 
available  on  how  mutual 
fund  managers  are  invest- 
ing money?  A  year  ago  we 
offered  a  template  to  copycat  the  best 
pros.  The  idea  was  simple:  take  the  port- 
folios of  the  longtime  star  fund  managers 
and  see  which  stocks  they  have  in  com- 
mon. The  thesis  was  that  stocks  liked  by 
an  assortment  of  smart  guys  must  be 
stocks  worth  holding. 

So  we  pulled  ten  of  these  favorite  issues: 
four  large  U.S.  companies,  three  small  ones 
and  three  international.  Since  then  seven 
of  the  stocks  have  gone  up  and  three  have 
gone  down.  And  the  plan  has  worked,  on 
a  modest  scale:  The  mini  portfolio  returned 
10.5%  versus  8%  for  the  S&P  500  through 
early  November.  The  improvement  over 
the  market  may  not  be  statistically  signifi- 
cant, but  it  sure  beats  losing. 

Best  performer  was  Tyco  Interna- 
tional, then  beleaguered,  now  recovering, 
up  56%.  That  was  followed  by  Renal  Care 


Group,  a  fast-growing  chain  of  kidne; 
dialysis  centers,  up  29%.  Biggest  losei 
Omnicare,  provider  of  drugs  and  service 
to  long-term-care  providers,  shed  27°/ 
on  lower  than  expected  earnings  growth 

To  continue  the  experiment,  we  wen 
back  to  Morningstar.com  to  screen  for  I 
new  crop  of  stocks  through  the  sarm 
method.  Using  premium  membershi] 
tools  (available  with  a  $115  annual  sub 
scription),  we  built  a  screen  to  find  fund 
with  long-tenured  managers  who  hav 
beaten  their  peer  groups  in  each  of  fou 
distinct  trailing  periods — ten  years,  fiv 
years,  three  years  and  one  year.  (For  inter 
national  funds  we  went  back  only  five  year 
in  order  to  get  a  wide  enough  selection  o 
funds.)  Out  went  any  fund  that  has  under 
performed  money  market  rates  over  fiv 
years.  Jettisoned,  too,  were  funds  that  trad 
a  lot;  we  want  long-term  orientation  here 

Results:  37  large-cap  funds,  42  small 
midcap  and  22  international  funds. 

Unlike  most  FORBES  fund  surveys,  thi 
exercise  cares  nothing  about  expenses  o 
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The  ultimate  trading  machine. 

Buckle  up. 
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Power  E*TRADE  has  all  the  trading  tools 
you  need  to  be  the  ultimate  trader. 


Fast,  totally  customizable 
trading  platform  with 
streaming  news  and  charts. 


o 


Flat  $9.99  per  qualified 
trade  with  no  share  limits. 


o 


Industry's  only  speed 
guarantee  to  include  all 
exchange-traded  funds. 


Sign  up  today  and  get  up  to  $500  in  commission-free  trades.1 


E*  TRADE  cx 

financial  Join  the  E* volution. 


www.getpoweretrade.com  1-800-731-5226 

details  and  important  additional  information  about  Power  E*TRADE  qualifications  and  this  offer,  please  visit  www.getpoweretrade.com. 

count  holder  will  teceive  a  commission-free  trade,  up  to  a  maximum  of  50  commission-free  trades  (equivalent  to  $500  in  commission-free  trades  at  a  value  of  $9.99 
trade),  for  each  qualified  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account. 

E*TRADE  FINANCIAL  family  of  companies  provides  financial  services  that  include  brokerage,  banking,  and  lending.  Securities  products  and  services  are  offered  by 
RADE  Securities  LLC,  Member  NASD/SIPC.  System  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market 
iditions,  system  performance,  and  other  factors. 

004  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Money&lnvesting^ 

loads,  since  you're  not  buying  the  funds, 
just  stealing  the  ideas.  Still,  we  ended  up 
with  a  host  of  FORBES  favorites,  like  Mairs 
&  Power  Growth,  Vanguard  Explorer  and 
William  Blair  International  Growth. 

Once  Morningstar  spit  out  the  three 
sets  of  funds,  each  was  subjected  to  the 
site's  "stock  intersection"  tool,  to  see 
where  the  portfolios  overlap.  The  large 
caps  were  nearly  a  repeat  of  last  year. 
Pfizer  was  in  24  funds  or  65%,  Microsoft 
appeared  in  22  and  American  Interna- 
tional Group  in  18.  General 
Electric,  with  16,  barely  beat 
out  Tyco  and  Wells  Fargo  for 
the  fourth  spot. 

Be  wary  of  bad  news  re- 
garding two  of  those  stocks.  In 
the  wake  of  Merck's  move  to 
pull  stroke-inducing  Vioxx, 
Pfizer  has  launched  a  study  of 
its  Celebrex  and  other  drugs  in 
the  same  family  to  make  sure 
they're  safe.  Then  there's  New 
York  Attorney  General  Eliot 
Spitzer's  case  against  AIG  and 
other  insurers,  which  has 
chopped  11%  off  AIG  since 
mid-October. 

At  the  risk  of  second- 
guessing  this  strategy,  you  have 
to  wonder  how  long  those  two 
will  retain  favored  status.  Pre- 
sumably, at  the  lower  prices  all 
the  bad  news  is  priced  in.  If 
you're  a  pessimist,  sub  in  Tyco 
and  Wells  Fargo. 

Less  consensus  emerged  for 
smaller  stocks.  Last  year's 
champ,  Renal  Care  Group, 
showed  up  in  seven  funds,  as  did  XTO 
Energy  and  Getty  Images.  Renal  Care  ser- 
vices 30,000  dialysis  patients  in  400  clinics. 
Focusing  on  growth  by  acquisition,  it 
boosted  sales  27%  in  the  first  half,  and  net 
income  rose  25%  to  $59  million.  It  trades 
at  20  times  earnings. 

XTO  Energy  has  made  a  fine  business 
of  buying  up  old  domestic  oil-  and  gas 
fields  from  the  likes  of  ChevronTexaco. 
The  fields  are  too  small  for  the  biggies  to 
keep  working  economically  but  are  a  per- 
fect fit  for  XTO's  slimmer  cost  structure. 
Earnings  growth  has  averaged  16%  in  the 
last  five  years.  Getty  Images  is  the  world's 
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leading  provider  of  stock  and  editorial  ph< 
tography.  Net  income  more  than  doubk 
in  the  first  nine  months  to  $78  million. 

Then  come  the  international  stock 
with  no  repeats  from  last  year.  Stocl 
popular  with  the  star  funds  incluc 
Grupo  Televisa,  Latin  America's  med 
powerhouse,  and  SK  Telecom,  Soul 
Korea's  biggest  cell  phone  company,  wii 
18.6  million  subscribers.  Both  are  held  1 
six  funds.  Grupo  Televisa  owns  four  ne 
works,  numerous  magazines,  three  socc 


The  Pick  of  the  Pros 


These  stocks  are  the  most  widely  held  in  the  best 
funds— those  with  the  leading  records  over  time. 
They  also  are  blessed  with  long-tenured  managers. 
Last  year  the  portfolio  we  picked  this  way  outdid 
the  S&P  500.  The  large  caps  are  almost  the  same 
this  time.  Not  so  the  small  caps  and  foreign. 


TOTAL 
RETURN 

(1YR) 


Pit 


NUMBER  01 
TOP  FUNDS 
THAT  OWN  I 


LARGE  U.S. 

PFIZER 

-4.1% 

24.4 

24 

MICROSOFT 

4.9 

36.2 

22 

AMERICAN  INTL  GROUP 

0.5 

14.7 

18 

GENERAL  ELECTRIC 

23.1 

22.2 

16 

SMALL/MID  U.S. 

RENAL  CARE  GROUP 

33.1 

19.7 

7 

XTO  ENERGY 

82.1 

21.1 

7 

GETTY  IMAGES 

44.4 

33.6 

7 

FOREIGN 

GRUPO  TELEVISA 

50.6 

23.4 

6 

SK  TELECOM 

2.5 

8.5 

6 

TELEFONOSDE  MEXICO 

10.7 

10.6 

5 

Sources:  Reuters  Fundamentals  via 

-actset  Research  Systems;  Momingstar.co 

teams  and  stakes  in  cable,  satellite  TV  an 
radio.  Held  in  five  funds  is  Telefonos  c 
Mexico  (Telmex),  which  is  to  Mexic 
what  AT&T  used  to  be  to  the  U.S.  Telme 
enjoys  nicely  climbing  earnings  and  re 
enaes  as  the  company  consolidates  open 
tions  of  recendy  acquired  Brazilian  phor 
company  Embratel.  All  three  of  the; 
stocks  are  conveniendy  available  as  Amei 
ican  Depositary  Receipts. 

A  bit  of  strategy.  If  you  happened  t 
buy  last  year's  stocks,  a  good  move  no 
would  be  to  make  a  tax-loss  sale  of  th 
laggards  and  use  the  proceeds  to  help  pa 
for  this  year's  crop.  I 


We're  wherever  you  look 

You  probably  don't  know  it,  but  Wiseview  technology  is  all  around  you.  That's  because  our 
Wiseview  LCD  panels  are  a  key  part  of  many  devices  in  your  home  and  office.  The  displays  on 
your  cellphone,  monitor,  PDA  and  TV  all  have  unparalleled  Wiseview  brightness  and  clarity. 
Now  that  you  know  we're  everywhere  you  took,  you'll  like  even  more  what  you  see. 

Wiseview  is  a  trademark  owned  by  Samsung  Electronics  CoLtd.  www  samsungTFTLCO.com 
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STRATEGIES 

No  Surrender 

Dubious  annuity  exchanges  are  growing,  even  as 
regulators  crack  down  on  them  |  By  Carrie  Coolidge 


VARIABLE  ANNUITY  SWAPS— 
wherein  smooth-talking  sales 
reps  get  people  to  exchange 
one  of  these  insurance  policies 
for  another — are  on  the  rise, 
despite  crackdowns  by  officials  alarmed 
at  the  abuses  surrounding  them.  It'll  be 
an  interesting  fight. 

New  York  Attorney  General  Eliot 
Spitzej  is  on  the  warpath  against  annuity 
swaps.  He  already  has  smote  devious 
stock  analysts,  mutual  funds  and  insur- 
ance brokers,  and  now  he's  looking  into 
whether  annuity  salesmen  are  churning 
investors  in  and  out  of  policies  in  order  to 
generate  sales  commissions.  The  NASD 


(formerly,  National  Association  of  Secu- 
rities Dealers),  the  Securities  &  Exchange 
Commission  and  state  regulators  also  are 
coming  down  hard  on  annuity  wrong- 
doers. But  variable  annuity  sales,  an  esti- 
mated half  of  them  swaps,  grew  10%  last 
year  to  $126  billion,  with  another  big 
increase  expected  when  this  year  is  tallied. 

What's  wrong  with  this  flurry  of 
activity  in  tax-deferred  investing?  For 
starters,  variable  annuities  are  good  deals 
for  only  a  sliver  of  the  investing  public. 
While  they  defer  taxes  on  a  mutual  fund 
or  fundlike  portfolio  (by  wrapping  an 
insurance  policy  around  it),  they  do  so  at 
a  cost.  Outside  the  insurance  policy, 


stocks  give  rise  to  capital  gains  and  divi 
dends  usually  taxed  at  the  favorable  rat 
of  15%;  inside,  they  turn  into  ordinar 
income  taxed  at  up  to  35%. 

The  annuity's  ability  to  defer  the  ta 
on  the  portfolio  earnings  would  b 
scarcely  worth  the  20-point  rise  in  ta 
rates,  even  if  the  insurance  policy  adde< 
nothing  in  the  way  of  costs.  And  of  cours 
there  is  no  such  thing  as  an  insuranc 
policy  that  doesn't  have  overhead  cost 
built  into  it. 

Worse  is  the  swap  deal,  where  you'r 
offered  a  chance  to  transfer  assets  from  ai 
existing  annuity  to  a  new  one.  If  you  di 
this,  you  often  can  bag  a  bonus  of  3%  h 
10%  of  your  investment.  Sounds  gooi 
until  you  find  out  that  annual  fees  are,  ii 
all  likelihood,  higher  on  the  new  polic 
than  on  the  old  one  and  that  making  th 
switch  exposes  you  to  surrender  charge 
you  wouldn't  have  had  if  you'd  stayei 
put.  A  typical  surrender  charge  formul 
has  the  investor  paying  a  penalty  fo 
departing  that  starts  out  as  7%  or  so  ii 
the  first  year  and  declines  gradually  to  0°/ 
after  seven  years.  Switching  starts  th 
clock  running  again. 

After  getting  a  raft  of  complaints  fron 
burned  investors,  the  NASD  is  proposin 
new  rules  for  variable  annuity  sales,  gov 
erning  disclosure  and  suitability  require 
ments,  supervisory  approval  and  sale 
force  training.  The  SEC  now  considers 
pattern  of  frequent  annuity  exchanges 
"high  compliance  risk,"  says  agenc 
spokesman  John  Heine. 

Our  first  piece  of  advice:  Don't  buy 
variable  annuity.  Second  piece:  If  you  al 
ready  have  one,  don't  switch  it  for  yet  an 
other  model  without  researching  the  cost; 

Here's  a  cautionary  tale  about  some 
one  who  should  have  practiced  avoid 
ance.  According  to  the  NASD,  a  Houstoi 
broker  named  Kevin  S.  Jones,  who  thei 
worked  for  Raymond  James,  talked  a  self 
employed  rancher  into  trading  in  he 
$300,000  Hartford  variable  annuity 
which  she  had  owned  for  six  years.  Jones 
who  says  he  is  restricted  by  the  NASI 
from  commenting  on  his  case,  recom 
mended  she  switch  to  a  $315,000  Manu 
Life  variable  annuity,  dangling  a  bonus  o 
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ONG -TERM  CARE  INSURANCE  Want  to  keep  zooming  along, 
ljoying  life  to  the  fullest?  It's  easier  when  you're  prepared  for  whatever 
)mes  next.  MetLife  is  committed  to  helping -by  offering  affordable 
ng-term  care  insurance.  And  also  by  leading  the  fight  against 
zheimer's  disease,  through  the  MetLife  Foundation's  long  history 
supporting  research.  So  that  someday,  the  only  thing  any  of  us  will 
orry  about  forgetting...  is  where  we  put  the  keys  to  the  hot  rod. 
ir  more  information,  call  1-800-MetLife  or  visit  metlife.com 

ave  you  met  life  today?' 


M  Money&lnvesting 

$15,000  in  front  of  her.  Jones  received  an 
$8^500  commission  for  making  the  sale. 
But  with  the  original  variahle  annuity,  the 
rancher  had  only  eight  months  to  go 
before  being  able  to  tap  into  her  money 
penalty-free.  The  new  account  called  for  a 
new  surrender  charge  to  ManuLife 
Financial  that  lasted  nine  years. 

The  switch  forced  the  rancher  to  pay  a 
$1,600  surrender  fee  to  Hartford  Finan- 
cial Services  and  offered  no  significant 
improvement  in  the  death  benefit.  (The 
thin  veneer  of  insurance  plastered  over  a 
mutual  fund  to  create  a  deferred  annuity 
usually  works  this  way:  If  you  die,  your 
heirs  get  the  higher  of  the  account  value 
or  the  money  you  put  in.)  Switching 
accomplished  nothing  for  the  rancher 
other  than  to  jack  up  one  annual  fee  by 
$945  yearly  and  another,  for  portfolio 
management,  by  $1,000. 

What  about  the  $15,000  bonus  offered 
by  the  ManuLife  variable  annuity?  In  eight 
years  it  would  be  depleted  entirely  from  fees 
and  the  Hartford  surrender  charges. 

The  NASD  accused 
Jones  of  arranging  an  un- 
suitable switch  of  annuities. 
The  broker  settled  without 
admitting  or  denying  the 
allegations;  he  agreed  to  a 
ten-business-day  suspen- 
sion and  a  $10,900  fine,  including  his  $8,500 
in  commissions.  Also,  he  agreed  to  pay 
$1,600  in  restitution  to  the  customer. 

The  NASD  has  already  come  down 
hard  on  several  broker-dealers.  Earlier 
this  year  it  fined  Prudential  Equity  Group 
and  Prudential  Investment  Management 
Services  $2  million  and  ordered  the  firms 
to  pay  customers  $9.5  million  for  sales  of 
annuities.  From  November  1998  through 
mid-2002  some  Prudential  employees 
skirted  company  procedures  requiring 
them  to  compare  customers'  current 
annuities  with  proposed  new  ones.  The 
Prudential  sales  bunch  also  showed  cus- 
tomers incorrect  annuity  performance 
illustrations  as  a  come-on.  Prudential  dis- 
covered the  violations  and  reported  the 
matter  to  the  NASD.  Pru  neither  admitted 
to  nor  denied  the  charges. 

In  NASD's  biggest-ever  complaint 
about  annuity  switches,  also  this  year, 
brokerage  firm  Waddell  &  Reed  is 


charged  with  recommending  6,700  annu 
ity  exchanges  without  bothering  to  deter 
mine  if  these  were  suitable  for  customer; 
Between  January  2001  and  August  200 
Waddell  ran  a  campaign  to  switch  client; 
annuity  contracts  from  United  Investor 
Life  Insurance  to  very  similar  annuitie 
offered  by  Nationwide  Insurance.  Th 
NASD  claims  these  exchanges  generate* 
$37  million  in  commissions  and  cos 
Waddell's  customers  $10  million  in  sur 
render  fees.  The  NASD  also  alleges  that  a 
least  1,400  of  the  firm's  customers  wer 
likely  to  lose  money  from  the  exchanges 
Daniel  Schulte,  Waddell  &  Reed's  gen 
eral  counsel,  argues  that  the  Nationwid 
policies  were  unquestionably  superior  t 
those  of  United  Investors  becaus 
Nationwide's  had  a  higher  death  benefi 
cost  less  and  had  low  surrender  charge; 
Somehow,  the  exchanges  let  customer 
"lock  in"  the  appreciation  of  the  1990 
bull  market  and  guaranteed  them  again; 
market  risk,  Schulte  says.  Waddell  I 
Reed's  NASD  hearings  start  May  2005. 


Don't  buy  a  variable  annuity 
If  you  already  have,  don't 
switch  it  for  another  one. 


Abuses  like  this  are  more  likely  whe 
an  agent  moves  a  client's  annuity  from  on 
insurer  to  another,  warns  Barry  Lanier,  as 
sistant  bureau  chief  of  the  Bureau  of  In 
vestigation  at  Florida's  Department  of  Fi 
nancial  Services.  A  new  Florida  lav 
effective  July  1,  requires  an  agent,  befor 
selling  an  annuity,  to  document  its  suit 
ability  to  the  customer.  The  papers  mus 
get  into  the  tax  and  financial  status  an* 
the  customer's  investment  objectives. 

Not  every  exchange  is  bad,  says  Cai 
Wilkerson,  vice  president  at  the  America 
Council  of  Life  Insurers.  Conceivably, : 
the  customer  finds  the  new  policy  on  hi 
own,  the  annual  costs  would  be  lower  o 
some  other  aspect  of  the  deal  would  mak 
it  preferable.  But  it's  uncommon  for 
salesman -pitched  product  to  offer  bette 
terms;  the  salesman's  hefty  commissioi 
comes  from  the  customer's  pocket.  Ii 
short,  look  carefully  before  switchin 
from  one  turkey  to  another  one.  i 
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Call 

1-800-BEST  BUY 

or  visit 

BestBuyBusiness.com 


sence. 


Unashamedly  masculine:  the  Portuguese 
Chrono-Automatic.  A  mechanical 
chronograph  with  a  self-winding  movement 
and  small  seconds  hand.  Ret.  3714  in 
stainless  steel.  Also  available  in 
18  carat  yellow,  rose  or  white  gold. 


IWC 


Since  1868. 
And  for  as  long  as  there  are  men. 


) 


We  st  i  me 


RODEO 

254  RODEO  DRIVE 
BEVERLY  HILLS.  CA  902  I  0 
T.  (310)  271-0000 


westime 

extraordinary  watches  &  jewelry 


Westside  Pavilion 
310-470-1388 
Website:  www.westimewatches.com 


What  tobacco  issue  i! 
important  to  you? 


The  Serious  Health  Effects 
of  Smoking 


Youth  Smoking  Prevention 


Quitting  Smoking 


Responsible  Marketing 


philipmornsusa.com 


1-877-PMUSA-WEB 
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E-COMMERCE 


Romance  Killer 

The  diamond  trade  thrives  on  secrecy,  tenfold  markups  and  the  mystique  of 
the  world's  most  precious  gem.  Mark  Vadon  sees  a  commodity  waiting  to  happen. 
What  that  means  for  everyone  else:  Profits  aren't  forever  [By  Victoria  Murphy 


MARK  VADON  STANDS  NEXT  TO  A  SMALL 
vault,  transfixed,  and  begins  to 
unfold  delicate,  blue-and-white  tissue 
paper  revealing  a  flawless,  3-carat 
Asscher  cut  diamond.  "You  learn  to 
appreciate  them — where  they  came  from,  who  cut 
them.  Every  one  of  these  has  a  story,"  he  says, 
inspecting  tiny,  tiered  facets  cascading  down  the 
sides  of  the  gem.  Nearby,  two  dozen  jewelers  gently 
drop  gleaming  stones  into  engagement-ring  set- 
tings, then  solder  them  into  place.  "We  want  to  be 
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the  Tiffany  for  the  next  generation." 

To  the  horror  of  many  in  the  insular 
and  secretive  diamond  industry,  Vadon, 
34,  is  well  on  his  way.  In  five  years  his 
company,  Blue  Nile,  has  grown  to  $154 
million  in  sales  and  now  sells  as  many 
engagement  rings  in  the  U.S.  as  Tiffany  & 
Co.  Tiffany's  transactions  take  place  over 
gleaming  glass  and  cushy  velvet  displays 
in  55  stores  across  the  U.S.  Every  one  of 
Blue  Nile's  sales  happens  in  the  no-frills 
coldness  of  cyberspace — often  for  prices 
40%  lower,  carat  for  carat,  than  at  the 
fabled  retailer  Vadon  admires  so  much. 


Yet  Blue  Nile  offers  the  same  stones,  at 
the  same  clarity  and  quality,  purchased 
from  some  of  the  same  wholesalers  that 
Tiffany  uses,  though  Vadon  dares  not  re- 
veal their  names.  Blue  Nile's  average  en- 
gagement ring  runs  $5,200,  compared  with 
$9,500  at  Tiffany.  The  other  day  a  roman- 
tic couple  flew  in  from  London  to  visit 
Blue  Nile  in  Seattle  and  pick  up  a  7.28- 
carat  ring  found  online.  Price:  $258,000. 

Vadon's  success  rankles  many  in  the 
diamond  trade.  Some  wholesalers  won't 
deal  with  him;  some  retailers  refuse  to 
order  from  those  who  do.  One  trade 
group  recently  advised  jewelers  to  sell 
their  engagement  rings  at  a  loss  to  blunt 
Blue  Nile's  inroads.  "Blue  Nile  is  creating 
a  race  to  the  bottom,"  complains  Alan 
Rehs,  a  wholesaler  and  cutter  in  New 
York.  "This  is  bad  for  the  industry."  He 
says  customers  walk  into  stores  brandish- 
ing Blue  Nile  printouts  as  bargaining 
chips.  Horrors.  "We  try  not  to  sell  dia- 


monds as  commodities,"  adds  Jonathan 
Bridge  of  the  74-store  Ben  Bridge  jewelry 
chain  in  Seattle,  which  has  been  peddling 
stones  for  92  years.  "Every  diamond  is 
different.  There's  a  certain  amount  of 
romance  in  that." 

Not  anymore.  Men  kill  for  diamonds. 
Women  are  seduced  by  them.  Zsa  Zsa 
Gabor  once  said:  "I  never  hated  a  man 
enough  to  give  him  diamonds  back." 
Tenfold  markups  are  common  in  this 
mysterious  business,  thanks  to  cozy 
competition,  intentionally  obscured  pric- 
ing and  a  carefully  cultivated  mystique 
that  defies  hard  measure. 

But  Mark  Vadon  believes 
diamonds  are  just  pork  bel- 
lies waiting  to  happen.  Ig- 
nore the  mushy  mystique 
and  diamonds  are  easily 
quantified  and  compared — 
and  prices  should  fall.  "The 
industry  doesn't  want  you  to 
know  this,"  says  Vadon. 


Dealinq  in  Diamonds 


A  high-quality,  l-carat  diamond  can 
rise  sixfold  in  price  as  it  travels  from 
an  extinct  volcanic  pipe  to  a  jeweler's 
display  case.  (Smaller  stones  have 
higher  markups.)  Blue  Nile  sources 
diamonds  earlier  in  the  supply  chain 
and  takes  half  the  markup,  so  the 
same  stone  sells  for  a  third  less. 

STARTING  VALUE  OF  A 
I -CARAT  DIAMOND 


MARKUP 
BLUE  OTHER 
NILE         I  JEWELERS 

MINING  &  ROUGH  BROKERING 

CUT/POLISH  |  WHOLESALE 


ELRYMANUF 


JEWELRY  RETAIL 


1 


Sources:  estimates  from  Blue  Nile.  Rapapotl  Research.  Tacy. 


"Customers  have  been  in  the  dark."  Blu 
Nile  topples  all  of  that,  listing  the  fluctuatin 
sales  and  prices  of  50,000  diamonds  hawkei 
by  more  than  a  dozen  different  wholesaler 
and  worth  $320  million  in  total.  It  lets  cus 
tomers  compare  every  stone  against  an 
other  based  on  certified  ratings  in  four  cat 
egories  (carat  count,  type  of  cut,  color  am 
clarity).  Romance  holds  no  place  in  thi 
value  chain. 

Vadon  is  an  unlikely  party  crasher  in 
business  dominated  by  multigenerationa 
family  firms  led  by  Orthodox  Jews  whos 
ancestors  created  the  diamond  trade  ii 
New  York  after  World  War  II.  Some  o 
them  call  Vadon,  who  is  not  Jewish,  "th 
boy  from  Seattle."  He  looks  way  toi 
young  and  a  little  too  scruffy;  he  some 
times  wears  a  Beastie  Boys  T  shirt  to  wor 
and  often  is  in  need  of  a  shave.  And  i 
Tiffany  hadn't  "dissed"  him  six  years  age 
he  might  never  have  gotten  into  this. 

In  1998  Vadon,  in  love  and  about  ti 
propose,  strolled  into  the  Tiffany's  in  Sai 
Francisco  to  shop  for  a  ring.  He  wor 
Birkenstock  sandals,  shorts  and  a  ratty  I 
shirt,  and  at  first  the  clerks  ignored  hirr 
When  he  asked  about  the  difference 
between  two  stones,  he  was  told:  "Whicl 
one  speaks  out  to  you  more?"  He  walke< 
out,  frustrated  and  a  little  miffed. 

At  the  time  Vadon  was  less  than  tw 
years  out  of  Stanford  business  school  am 
working  for  consulting  firm  Bain  8c  Co 
advising  clients  doing  "roll-up"  acquisi 
tions  in  fragmented  businesses.  "I  lovei 
figuring  out  what  no  else  saw,"  he  say* 
But  in  diamonds  he  couldn't  see  much. 

That  night  he  scoured  the  Web  am 
came  across  an  unassuming  site  callei 
Internet  Diamonds  and  suddenly  foum 
the  metrics  he  was  looking  for:  Eacl 
stone  pictured  was  accompanied  by  ai 
online  image  of  an  official  certificate 
issued  by  the  Gemological  Institute  o 
America,  ranking  the  diamond's  clarit 
and  other  attributes.  Some  retailers  bare! 
mention  this;  you  buy,  and  the  certificat 
shows  up  only  later. 

A  few  weeks  later  Vadon  bought  a  rin: 
from  Internet  Diamonds  over  the  phone 
In  early  1999,  on  a  business  trip  to  Seattle 
he  dropped  by  Internet  Diamonds 
smelling  an  acquisition.  It  ran  out  of  a) 
unmarked  jewelry  store  by  the  airport 
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With  a  slow-speed  modem,  no  ads  and  just 
two  people  taking  orders  by  phone,  Inter- 
net Diamonds  had  sold  $750,000  in  rings 
in  three  months,  a  year  of  sales  at  the  typ- 
ical jeweler.  "I  couldn't  believe  it,"  says 
Vadon.  "The  phone  rang  nonstop,  and  they 
weren't  even  trying  to  attract  business." 

That  night,  over  dinner  with  the  site's 
owner,  Vadon  proposed  buying  the  busi- 
ness. He  sent  an  official  letter  of  intent 
that  week  and  started  calling  venture 
funds.  By  summer  1999  he  had  raised 
more  than  $10  million  from  Trinity, 
Bessemer  and  Kleiner  Perkins.  Vadon 
won't  say  what  he  paid  for  the  shop, 
:hough  the  previous  owner  did  so  well  he 
iow  spends  his  days  fishing  in  the  Pacific. 
The  Web  site  itself  was  worth  little;  the 
<ey  was  the  firm's  ten  wholesalers. 

Vadon's  backers  urged  him  to  ramp 
ap  furiously,  so  he  hired  an  ad  agency  and 
i  public  relations  firm  and  spent  millions 
Dn  ads  in  glossy  magazines  and  30-second 
Irv  spots  during  pro  football  games.  By 
the  summer  of  2000,  as  the  bubble  burst, 
Blue  Nile  was  near  $50  million  in  annual 
IJiales,  but  90%  of  it  went  to  marketing.  It 
i|/vas  bleeding  $10  million  a  quarter,  with 
pnly  $6  million  in  funding  left.  He  asked 
lis  VC  investors  for  more  money,  but  they 
old  him  to  turn  elsewhere. 

In  nine  months  90  firms  rejected  him. 
Ln  July  2001  his  original  investors  put  up 
ii  in  additional  $7  million  for  a  bigger 
I'.take — and  got  the  equity  at  just  one- 
ii  enth  of  the  price  they  had  paid  earlier.  A 
ilnonth  later  Blue  Nile  turned  cash-flow 
[positive  and  stayed  that  way.  "We  made  a 
ij  housand  dollars  that  month,"  Vadon 
ecalls.  "I  spent  most  of  it  buying  employ- 
ees drinks  that  night." 

To  get  in  the  black,  Vadon  chopped 
lis  120-person  staff  by  a  third,  fired  the 
>R  and  ad  firms  and  cut  back  on  ads  to 
un  them  only  online.  He  whacked  away 
it  a  big  expense — inventory.  Vadon  began 
triking  deals  with  wholesalers  to  list  their 
nventory  directly  on  the  Web  site.  A  dia- 
nond  was  shipped  only  after  a  customer 
purchased  it  online.  Suppliers  were  timid 
it  first,  but  several  let  Vadon  tap  a  small 
lumber  of  their  stones.  Slowly  Blue  Nile 
>egan  to  look  like  Amazon.com,  holding 
ew  stones  while  offering  thousands 
inline.  Inventory  costs  fell  from  $10  mil- 


lion to  almost  nothing  in  a  year. 

On  the  Blue  Nile  site  the  wholesalers 
are  listed  only  by  number,  not  by  name  (to 
avoid  repercussions  from  other  retailers). 
Each  supplier  can  chart  how  many  stones 
of  a  certain  carat  and  quality,  from  all  the 
wholesalers  on  the  site,  are  selling  and  how 
quickly  they  respond  to  a  price  change. 
This  has  prompted  suppliers  to  cut  prices 
accordingly.  Vadon  even  lets  his  suppliers 
(more  than  a  dozen  unnamed  members 
among  the  roughly  100  outfits  that  handle 
most  of  the  world's  cut  diamonds)  buy 
from  one  another;  they  deal  anonymously 
via  Blue  Nile,  which  collects  a  small  cut. 

"Mark  has  this  microcosm  of  the  jew- 
elry market  online.  I  know  what  is  moving 
fast  and  what  I  should  be  discounting,  but  I 
still  don't  have  to  discount  for  my  other  re- 
tailers because  they  don't  have  this  kind  of 
view  into  the  market,"  says  a  Blue  Nile 
wholesaler. 

This  kind  of  glaring  transparency  is 
anathema  in  the  diamond  game,  where 
half  of  all  jewelry  is  sold  by  small,  indepen- 
dent stores  with  high  overhead  and  50% 
markups  (versus  Blue  Nile's  23%).  A  dia- 
mond's cost  can  increase  tenfold  from  the 
moment  it  leaves  the  mine  as  part  of  a 
rough  stone  akin  to  rock  candy  up  to  the 
moment  it  goes  on  a  bride-to-be's  ring  fin- 
ger. Along  the  way  it  changes  hands  as 
many  as  seven  times,  passing  through  cut- 
ters, wholesalers,  brokers  and  retailers, 
each  one  taking  profits  (see  table,  p.  98). 

"Online  is  just  a  facade,"  gripes 
Bradley  Roshto,  a  jeweler  in  Melbourne, 
Fla.  who  has  shunned  suppliers  he  sus- 
pects of  selling  through  Blue  Nile. 

But  to  Mark  Vadon  the  online  dia- 
mond merchant  is  an  obsession  that 
occupies  14-hour  days.  The  company 
went  public  in  May  at  $20.50  a  share.  The 
stock  is  up  32%  since  and  now  trades  at 
17  times  trailing  earnings,  for  a  current 
market  value  near  half  a  billion  dollars. 
That  makes  Vadon's  10%  stake  worth  $50 
million.  He  checks  sales  backlogs  every 
night  before  going  to  sleep  and  the 
moment  he  wakes  up  each  morning. 

"I  want  to  know  what  happened  in 
those  seven  hours.  This  is  my  baby.  I 
probably  take  it  way  too  seriously."  His 
marriage  ultimately  ended  in  divorce;  his 
ex  kept  the  ring.  F 

FORBES"  November  29,  2004  1  01 


Four  Seasons 


From  the  moment  you  reach 
our  doors,  you'll  know  that  we'vi  jj 
been  expecting  you.  Welcome  into 
a  world  of  embracing  comfort,  0 

where  everything  has  been 
thoughtfully  prepared  for  your 
arrival.  Experience  the  peace  of 
mind  that  comes  from  knowing 
every  detail  is  just  as  it  should 

be,  with  nothing  overlooked. 
All  of  which  leaves  you  free  to 


FOCUS  ON  WHAT  BROUGHT  YOU  HERE 


if  ^^4g 

Contact  your  travel  consultant, 
visit  www.fourseasons.com  or 
in  the  U.S.  call  1-866-536-9558. 


ydney       Hampshire       Tokyo  S 


ESLEY  MILLER  WAS  A  WALKING  MEDI- 
cine  cabinet  after  undergoing  triple-bypass  surgery  in 
1994.  By  iate  2001  he  was  on  16  drugs,  including  Lipitor 
for  high  cholesterol,  Qucotrol  for  diabetes  and  three  pills 
to  lower  his  blood  pressure.  He  couldn't  walk  from  his 
front  doorstep  to  the  mailbox  without  doubling  over  in 
chest  pain.  At  one  point  tests  showed  the  blockages  were 
back  and  that  his  arteries  were  too  damaged  to  risk 
another  operation.  He  thought  he  might  die. 

But  Miller,  now  65,  a  former  hospital  food-service 
director  in  West  "Virginia,  discovered  a  lifesaver — not 
more  drugs  but  a  program  of  daily  exercise,  stress  reduc- 
tion, group  support  and  a  diet  very  low  in  fat  and  high  in 
vegetables  and  whole  grains.  After  seven  weeks  on  this 
low-tech  form  of  medicine,  recommended  by  his  doctor 
and  designed  by  California  health  guru  Dr.  Dean  Ornish, 
Wes  Miller  started  to  get  better.  The  angina  attacks  faded. 
In  eight  months  he  lost  40  pounds.  His  blood  pressure 


DO  YOU  REALLY  NEED  ALL  THOSE  PRESCRIPTION  PILLS  YOU  ARE  POPPING?  MAYBE  NOT. 
THERE'S  A  BACKLASH  BUILDING  AGAINST  THE  COST.  RISK  AND  SIDE  EFFECTS  OF 
MEDICATION.  AND  IT  S  BAD  NEWS  FOR  THE  PHARMACEUTICAL  INDUSTRY 


By  Rob  eft  LanSJCth       eased  off,  his  cholesterol  level  fell  from  243  to  1 10,  and  his 

blood  sugar  normalized. 

Today  the  only  drugs  he  takes  are  a  dairy*  aspirin  and 
one  pill  for  hypertension.  He  regrets  that  he  didn't  sign  on 
sooner.  "It  has  totally  changed  my  life  and  given  me  rea- 
son to  live  again,7"  he  says. 

Let  the  Un- Drugging  of  America  begin.  The  pharma- 
ceutical industry  despite  a  golden  age  of  biology  that  has 
unraveled  mysteries  of  the  generic  code  and  Welded  mir- 
acle drugs  that  save  thousands  of  lives,  may  be  on  the 
brink  of  a  backlash.  Millions  of  us  are  popping  prescrip- 
tion pills  for  innocuous  ills,  when  simple  lifestyle  changes 
&  J  of  diet  and  exercise — harped  on  by  physicians  for 
^  |  decades — are  more  effective  and  a  lot  cheaper. 
C       >r  |  I       The  results  of  pill  dependence  are  insidious  and  dev- 

2  i  astating:  billions  of  dollars  in  ever-higher  drug  costs;  rn3- 
|  lions  of  people  enduring  sometimes  highly  toxic  side 
s  |  effects;  and  close  to  2  million  cases  each  vear  of  drug  com- 
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Heart  patient  Wes  Miller  radically  altered  his 
lifestyle  and  went  from  16  drugs  a  day  to  2. 


plications  that  result  in  180,000  deaths  or  life-threatening  ill- 
nesses in  the  elderly,  one  major  study  estimates.  And  every  few 
years  comes  the  ultimate  medical  catastrophe:  a  miracle  cure 
that  turns  out  to  be  toxic. 

The  latest  involves  Merck  &  Co.'s  Vioxx,  withdrawn  from 
the  market  in  September  because  the  painkiller  boosted  heart 
attack  risk.  Estimates  of  the  number  of  injured  patients  range 
from  30,000  to  100,000.  Merck  dismisses  the  high  numbers,  but 
it  likely  faces  one  of  the  biggest  liabilities  in  drug  history.  This 
comes  on  top  of  new  evidence  that  Prozac,  Paxil  and  other  anti- 
depressants cause  suicidal  thoughts  in  children  and  recent  find- 
ings that  hormone  replacement  therapy,  touted  for  decades  as  a 
panacea  for  menopause,  could  increase  the  risk  of  heart  attacks, 
strokes,  breast  cancer  and  dementia. 

In  the  wake  of  the  Vioxx  debacle,  a  broader  backlash  could 
scare  some  patients  into  a  wholesale  retreat,  hurting  drug  sales 
(and  drug  stock  prices).  Some  opponents  of  the  drug  business 
say  it's  high  time  America  went  through  withdrawal.  "We  have 
this  idea  that  we  can  pop  a  pill  and  solve  everything.  It  is  crazi- 


ness,"  says  pharmacologist  lames  Wrigh 
of  the  University  of  British  Columbia 
"People  are  dying  from  taking  too  man 
drugs  at  too  high  doses  for  mild  condi 
tions  where  they  have  little  chance  o 
benefit." 

Dr.  John  Abramson,  a  Harvard  Med 
ical  School  instructor  and  author  o 
Overdosed  America:  The  Broken  Promis 
of  American  Medicine,  adds:  "We  hav 
this  exaggerated  belief  in  biomedicine,  i] 
the  same  way  that  primitive  societ 
believed  in  folk  cures."  He  blames  drug 
makers  for  exaggerating  the  benefits  am 
minimizing  the  side  effects  of  patente< 
medicines,  and  he  urges  the  medica 
establishment  to  emphasize  cleane 
living. 

But  Big  Pharma  argues  the  opposit 
case:  that  the  real  problem  is  undermed 
ication.  For  great  numbers  of  people 
better  diet  and  more  exercise  simpl 
aren't  enough,  this  argument  goes,  i 
Rand  Corp.  study  a  year  ago  found  sig 
nificant  undertreatment  of  diabetes 
heart  disease,  asthma  and  stroke.  Con 
gress  last  year  extended  Medicare  cover 
age  to  drugs  in  part  because  of  sucl 
concerns. 

And  yet  America,  which  leads  th 
world  in  developing  new  drugs,  ranks 
mediocre  29th  in  life  expectancy.  Demo 
graphics  have  something  to  do  with  thi< 
but  another  reason  is  that  we  are  fatte 
and  more  out  of  shape  than  ever  before,  i 
fourth  of  Americans  are  obese  (i.e.,  at  leas 
30  to  40  pounds  over  their  recommended  weight).  Thirteen  mil 
lion  people  live  with  heart  disease.  Another  18  million  have  dia 
betes,  which  could  soar  to  30  million  in  25  years,  despite  x\t\ 
designer  drugs. 

In  a  perverse  kind  of  symbiosis,  the  cascade  of  disease  am 
medical  complications  growing  out  of  America's  excesses  and  lac 
of  fitness  triggers  more  demand  for  more  drugs.  In  the  U.S.  em 
ployers,  government  and  consumers  spent  $216  billion  on  pre 
scription  drugs  last  year  (or  2%  of  the  U.S.  economy),  up  1 1.5°/ 
in  a  year,  says  IMS  Health.  That  paid  for  3.4  billion  prescription; 
a  dozen  for  every  man,  woman  and  child  in  this  country. 

This  penchant  for  chemicals,  stoked  in  part  by  $3.2  billioi 
a  year  that  drugmakers  spend  on  ads  to  reach  consumers  (par 
of  a  $25  billion  marketing  budget),  distracts  doctors  am 
patients  from  the  lifestyle  changes  that  could  have  far  greate 
impact.  Decades  of  nagging  from  doctors  have  failed  to  ge 
people  off  the  sofa  and  into  the  gym.  "Physicians  are  some 
what  hardened,"  says  Cleveland  Clinic  cardiologist  Eric  Topol 
"There  is  a  sense  that  we  have  tried  [to  preach  better  lifestyle] 
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'WE  HAVE  THIS  IDEA  THAT 
SOLVE  EVERYTHING 


>ut  patients  don't  do  it." 

Epidemiological  studies  have  found  that  bad  living — smok- 
ng,  drinking  too  much  alcohol,  feasting  on  cheeseburgers — is 
esponsible  for  80%  of  one's  risk  of  heart  disease  and  almost  all 
f  the  risk  of  diabetes.  Cleaning  up  your  act  would  do  more  to 
educe  that  risk  than  popping  a  plethora  of  new  pills.  Quit 
moking  by  age  40  and  you  can  add  nine  years  of  life;  stop  by  50 

nd  you  can  buy  six   

ears.  Walking  briskly 
hree  hours  a  week  adds 
rix  years  of  life,  if  you 
tart  at  age  45. 

Heart  patients  who 
o  on  a  Mediterranean  diet  reduce  their  risk  of  future  heart 
ttacks  and  cardiac  death  by  up  to  70%;  cholesterol-lowering 
[rugs  cost  us  $13.9  billion  a  year  and  lower  the  risk  only  half  as 
nuch.  Shedding  a  few  pounds  and  exercising  lowers  the 
hances  of  developing  diabetes  by  58%  in  those  at  risk;  Bristol- 
/lyers  Squibb's  Glucophage  and  similar  drugs  are  taken  by  6.5 
nillion  patients.  In  a  test  of  its  power  as  a  prophylactic  it 
educed  the  incidence  of  the  disease  by  only  31%. 

This  is  the  inherent  bias  in  a  system  of  medical  benefits  that 
eimburses  employees  for  drugs  and  hospital  visits  but  (usually) 
oesn't  subsidize  their  trips  to  the  gym.  "People  say  diet  and 


WE  CAN  POP  A  PILL  AND 
.  IT'S  CRAZINESS." 


exercise  have  failed,  but  the  system  never  gave  diet  and  exercise 
a  chance.  Doctors  don't  learn  about  it  in  medical  school,  while 
every  day  pharmaceutical  reps  are  pounding  into  their  heads 
the  benefits  of  drugs,"  says  Timothy  Church,  a  preventive  med- 
icine researcher  at  the  Cooper  Institute  in  Dallas.  "If  corpora- 
tions spent  just  a  tiny  fraction  of  what  they  spend  on  drugs  on 
lifestyle  modification,  we  could  save  hundreds  of  millions  in 

  health  costs." 

"Eat  your  broccoli, 
dear."  That  advice  is  a 
century  old.  What  makes 
it  more  relevant  now? 
The  very  fact  that  the 
drug  industry  has  come  up  with  so  many  genuine  lifesavers 
like  antibiotics  or  cancer  drugs  for  which  there  is  no  lifestyle 
substitute.  Since  drug  interactions  are  always  a  risk,  you  would 
be  better  off  living  a  clean  life,  avoiding  the  drugs  that  can 
be  avoided  and  saving  room  in  your  bloodstream  for  the 
lifesavers. 

Are  Americans  prepared  to  jump  on  the  treadmill?  "Human 
nature  is  working  against  us,"  says  Gary  Palmer,  a  vice  president 
at  Pfizer,  which  makes  Lipitor.  He's  right.  But  that  doesn't  mean 
you  shouldn't  try.  Herewith  are  specifics  on  drug  avoidance,  in 
seven  categories.  ► 


Family  doctor  John  Abramson  says 
ericans  are  overdosing  on  pills  and 
^underdosing on  healthy  habits. 
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High  Cholesterol 


NUMBER  OF  AMERICANS  WITH  HIGH  CHOLESTEROL:  37  million  •  POPULAR  DRUG:  LIPITOR  (PFIZER)  •  2003  U.S.  SALES:  $5.8  billion  • 
ANNUAL  COST  PER  PATIENT:  •  POTENTIAL  SIDE  EFFECTS:  MUSCLE  WEAKNESS;  RARE  CASES  OF  SEVERE  MUSCLE  BREAKDOWN,  KIDNEY 

DAMAGE  •  DRUG  ALTERNATIVES:  VEGETARIAN  DIET,  INCLUDING  LOTS  OF  OATS  AND  SOY  PROTEIN,  OR  SUPER-LOW-FAT  ORNISH  DIET;  EXERCISE 


Lipitor  and  other  statins  can  be  lifesav- 
ing  for  anyone  with  proven  heart 
disease — a  market  of  13  million 
patients.  Federal  guidelines  now  rec- 
ommend the  drugs  for  up  to  24 
million  more  Americans  who 
don't  have  heart  disease  but 
risk  getting  it  in  the  future. 
Abramson  and  other  critics 
argue  that  the  rush  to  give 
cholesterol  drugs  to  just  about 
everyone  goes  beyond  the  evidence  and 
could  pose  unknown  future  side  effects. 
In  healthy  women  the  drugs  don't  appear 
to  save  lives  at  all,  and  the  evidence  they 
prevent  heart  disease  is  weak:  Statin  tak- 
ers have  only  a  slightly  better  chance  of 
avoiding  heart  disease  than  women  on  a 
placebo,  according  to  a  recent  analysis. 
Pfizer's  Palmer,  a  cardiologist,  counters: 
"If  my  mother  had  high  cholesterol,  I 
wouldn't  want  her  to  wait  until  she  had  a 
heart  attack  to  get  treated." 

Lipitor  will  reduce  your  bad  choles- 
terol by  40%  to  50% — but  what  happens 
if  you  don't  want  to  take  the  drug  for  the 
rest  of  your  life?  Making  some  fairly  radi- 
cal changes  in  your  diet  can  reduce  bad 
cholesterol  by  up  to  30%  in  only  four 
weeks,  a  recent  University  of  Toronto 
study  found.  The  Toronto  team  designed 
a  vegetarian  diet  that  augmented  a  stan- 
dard low-fat  regimen  with  foods  that  in 


lab  studies  have  shown  an  ability  to  lower 
cholesterol  levels,  including  soy  protein 
activates  cholesterol  receptors);  oats  and 
other  soluble  fibers  (helps  the 
body  process  cholesterol- 
containing  bile);  almonds  and 
so-called  plant  sterols  found  in 
vegetables  and  plant  oils  (inhibit 
cholesterol  absorption  from  the 
gut).  Patients  on  this  vegetarian 
diet  for  four  weeks  reduced  their  bad 
cholesterol  levels  just  as  much  as 
a  control  group  on  Merck's 
Mevacor. 

"People  thought  the  most 
you  could  do  with  diet  was 
10%  or  15%.  We  basi- 
cally doubled  that,"  says 
University  of  Toronto 
nutrition    researcher  Cyri 
Kendall.  The  next  test:  whether 
patients  are  willing  to  stay  on 
such  a  radical  diet  over  the 
long  haul. 

James  Anderson  of  the 
University  of  Kentucky  is 
working  with  food  companies 
to  put  the  Toronto  study's  ingre- 
dients into  a  twice-a-day 
cereal  bar,  so  peopl 
could  reduce 
their  choles- 
terol with 


out  having  to  completely  give  up  meat.  H 
says  up  to  one-half  of  the  people  told  ti 
take  statins  could  avoid  the  drugs  by  con 
suming  such  a  product.  "People  are  ner 
vous  about  taking  statins;  they  want  to  ge 
as  much  mileage  as  possible  from  diet  am 
exercise,"  Anderson  says. 

Meanwhile,  eating  a  Mediterraneai 
diet  high  in  fruits,  vegetables,  nuts,  bean 
and  omega-three  fatty  acids  (found  in  fatt 
fish )  may  cut  your  risk  of  heart  attack  a 
least  as  much  as  Lipitor  does,  even  with 
out  lowering  your  cholesterol  much,  i 
2002  study  in  India  compared  th 
effects  of  a  Mediterranean  diet  with 
standard  low-fat  diet  in  1,00 
heart  patients,  most  of  whon 
had  untreated  high  cholestero 
Two  years  later  those  who  at 
the  Mediterranean  diet  had  hal 
the  risk  of  heart  attack  and  sud 
den  cardiac  death  compared  wit] 
those  who  stayed  on  the  regula 
low-fat  diet,  even  though  thei 
cholesterol  declined  only 
modest  14%.  In  genen 
each  additional  serving  c 
fruit  or  vegetables  that' 
added  to  your  daily  die 
decreases  the  risk  c 
heart  disease  b 
four  percent 
age  point! 


Hypertension 


NUMBER  OF  AMERICANS  WITH  HIGH  BLOOD  PRESSURE:  50  million  •  POPULAR  DRUG:  N0RVASC  (PFIZER)  •  2003  U.S.  SALES:  $1.9  billion 
ANNUAL  COST  PER  PATIENT:  •  POTENTIAL  SIDE  EFFECTS:  EDEMA,  DIZZINESS,  FLUSHING,  PALPITATIONS  •  DRUG  ALTERNATIVE:  LOW-SALT  DIE 

WEIGHT  LOSS,  EXERCISE 

American  fare,  could  reduce  blood  pres- 
sure by  up  to  11.5  points  (millimeters  of 
mercury)  in  30  days;  the  diet  was  espe- 
cially effective  in  African-Americans.  The 
improvement  is  equivalent  to  what  can  be 


Diet  and  exercise  can  lower  blood  pres- 
sure significandy.  One  trial  of  412  people 
with  slightly  elevated  blood  pressure 
found  that  a  diet  high  in  potassium,  with 
just  one-third  the  salt  used  in  standard 


achieved  with  a  single  drug. 

Even  some  people  on  meds  for  year 
may  be  able  to  go  off  them  and  maintai 
normal  blood  pressure  with  minima 
lifestyle  changes.  In  one  study  of  8,00' 
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Health 

patients  who  took  a  holiday  from  their 
blood-pressure  meds,  20%  to  25%  of 
them  had  no  return  to  elevated  levels,  say 
researchers  at  the  Baker  Medical  Research 
Institute  in  Melbourne,  Australia.  This 
may  be  because  some  people  were  erro- 
neously put  on  the  drugs,  or  because  years 


of  drug  therapy  healed  heart 
damage,  or  simply  because  tak- 
ing people  off  the  pills  motivates 
them  to  clean  up  their  behavior. 

"We  propose  that  a  period  of  drug 
withdrawal  should  be  considered 
part  of  ongoing  management 


Thinning  Bones 


of  hypertensive  patients,"  sai 
cardiovascular  epidemiologi 
Christopher  Reid.  This  may  mal 
particular  sense  around  retin 
ment  age,  he  says,  when  people  a 
likely  to  have  more  free  time  t 
start  an  exercise  program. 


NUMBER  OF  AMERICANS  WITH  OSTEOPOROSIS  AND  OSTEOPENIA:  44  million  •  POPULAR  DRUG:  FOSAMAX  (MERCK)  •  2003  U.S.  SALE 
$1.6  billion  •  ANNUAL  COST  PER  PATIENT:  $750  •  POTENTIAL  SIDE  EFFECTS:  STOMACH  UPSET  •  DRUG  ALTERNATIVES:  EXERCISE,  ADEQUA1 
CALCIUM;  YOU  MAY  NOT  REALLY  NEED  DRUGS 


If  you  are  one  of  the  8  million  Amer- 
ican women  who  have  osteoporosis 
(brittle  bones),  one  option  is  taking 
Merck's  Fosamax.  It  builds  bone 
density  by  5%  to  10%  in  the 
spine  and  hip  and  cuts  in  half 
the  risk  of  a  debilitating  hip 
fracture.  But  the  drug  also  Vj/ 
is  approved  for  treating  a 
vasdy  larger  swath  of  34  million 
Americans  with  slightly  thin 
bones  (osteopenia).  Even 
some  experts  who  have 
helped  test  Fosamax  say  this 
broader  group  is  being  overtreated. 

"Osteopenia  is  not  a  disease.  It  is  a 
term  that  was  invented  and  arbitrarily 
defined  by  a  group  of  men  ten  years  ago," 
says  San  Francisco  epidemiologist  Steven 
Cummings,  who  has  helped  test  Fosamax 
and  other  osteoporosis  drugs.  "It  creates 
the  impression  [among  younger  woman] 


that  you  need  a  drug,  even 
when  it  doesn't  make  any 
medical  or  biological 
sense."  In  reality,  the 
absolute  risk  of  a  hip 
fracture  for  an  average 
60-year-old  woman  with 
mild  osteopenia  is  very 
small,  one-tenth  of  one 
percent  a  year;  for  any 
nonspine  fracture,  the 
risk  is  two  percent 
a  year.  And  there  is 
no  direct  evidence  that 
Fosamax  prevents  hip  or  wrist  frac- 
tures in  this  broader  group.  Dr.  Bess  Daw- 
son-Hughes, president  of  the  National 
Osteoporosis  Foundation,  counters  that  it 
would  be  a  mistake  to  exclude  all  women 
with  osteopenia  from  treatment,  since 
most  fractures  occur  in  this  group.  She 
says  it's  implausible  that  the  drugs  would 


have  no  fracture  effect  on  women  wil 
osteopenia. 

Calcium  and  vitamin  D,  by  contra; 
are  essential  to  maintaining  the  bones  ar 
can  be  had  by  adjusting  your  diet.  A 
exercise  regimen  also  can  keep  up  boi 
density  and  let  a  person  avoid  getting  c 
the  drugs.  In  one  recent  study  researche 
in  Germany  tested  the  effects  of  thr< 
hours  a  week  of  strength  training,  jum] 
ing  and  high-impact  aerobics  on  50  pos 
menopausal  women  at  risk  for  osteopon 
sis.  After  three  years,  those  in  the  exerci; 
therapy  group  had  maintained  their  boi 
density,  unlike  the  small  control  grou 
that  was  inactive.  Patients  in  the  exerci: 
group  reported  lower  cholesterol  leve 
and  less  back  pain  than  those  in  the  coi 
trol  group.  The  German  researchers  no 
hope  to  compare  exercise  with  drug  the 
apy  in  a  larger,  longer-term  trial;  but  so  f 
no  one  is  willing  to  fund  it. 


Anxiety  and  Depression 


NUMBER  OF  AMERICANS  WITH  ANXIETY:  30  million;  DEPRESSION:  18  million  •  POPULAR  DRUG:  ZOLOFT  (PFIZER)  •  2003  U.S.  SALE 
•  ANNUAL  COST  PER  PATIENT:  $850  •  POTENTIAL  SIDE  EFFECTS:  SEXUAL  DYSFUNCTION;  NAUSEA;  INSOMNIA;  DIARRHEA;  SUICIDi 
THOUGHTS  IN  KIDS  •  DRUG  ALTERNATIVES:  COGNITIVE-BEHAVIORAL  THERAPY;  EXERCISE 


The  1990s  made  pill-popping  for  happi- 
ness an  acceptable  therapeutic  alternative 
for  millions  of  even  mildly  depressed 
patients.  Now  80%  of  people  who  seek 
treatment  for  depression  try  drugs,  while 
only  half  have  tried  talk  therapy,  accord- 


ing to  a  poll  by  Harris  Interactive.  Prozac 
and  its  successors  were  an  ideal  solution 
for  employers  wary  of  paying  the  bill  for  a 
lifetime  of  45-minute  sessions  for  long- 
winded  Woody  Aliens.  "Psychotherapy 
just  can't  compete  with  drug  company 


advertising.  We  get  crushed,"  sai 
Michael  Otto,  a  clinical  psychologist  ; 
Boston  University. 

But  the  drug  lineup  finally  has 
potent  alternative:  a  newly  emerging  sty 
of  therapy  of  shorter  and  intentional! 


108     FORBES*  November  29,  2004 


Scan  to  email 


m 
w 

 ► 

Design 

Print 

Copy 

Approve 

Celebrate 


II 


Whether  it's  around  the  office  or  around  the  world,  Ricoh  gives  you  the  latest  technology  to  scan;  send  and  manage 
ideas  every  step  of  the  way.  Turn  your  inspiration  into  a  colorful  reality  with  Ricoh's  document  management  solutions. 

How  well  do  you  share? 


■  i  —*  I 

www.ricoh.com/sliare 


Aticio* 


KDGGDCD' 

Image  Communication 


Health 


finite  duration,  with  less  hand-wringing 
about  past  hurts  and  more  coaching  on 
how  to  cope.  Known  as  cognitive  behav- 
ioral therapy,  this  approach  has  been  rig- 
orously studied  and  has  had  startling  suc- 
cess in  a  variety  of  applications. 

The  new  therapy  replaces  open- 
ended,  classic  psychoanalysis  with  a 


course  of  12  to  20  sessions  aimed  at 
breaking  distorted  thinking  patterns 
common  in  anxiety  and  depression  and 
teaching  coping  skills  so  patients  can 
retake  control  of  their  lives.  Patient  tri- 
als in  panic  disorder,  obsessive  compul- 
sive disorder,  social  anxiety  disorder 
and  adult  depression  have  found  that 
cognitive  behavioral  therapy  is  as  effec- 
tive as  drugs  in  the  medium  term  and 
good  at  preventing  relapse  once  drugs 
are  stopped,  says  Otto;  combining 
drugs  and  therapy  may  be  even  more 
effective.  (Psychiatrists  say  drugs  tend 
to  be  better  for  severe  cases  and  dispute 
that  CBT  helps  prevent  relapses  of 


major  depression.) 

Unlike  Prozac,  Paxil  and  Zoloft,  ps> 
chotherapy  doesn't  cause  sexual  dys 
function.  "Drugs  just  mask  the  prob 
lem;  this  teaches  you  to  conditio 
yourself  to  get  over  your  fears,"  say 
Robert  MacNeill,  a  62-year-old  contrac 
tor.  Until  he  tried  cognitive  behavior; 
therapy,  panic  attacks  made  him  unabl 
to  travel  more  than  an  hour's  driv 
from  his  home  in  Hingham,  Mass.;  noi 
the  attacks  are  much  less  frequent  an 
he  flies  all  over  the  world.  One  bi 
downside,  besides  the  time  commit 
ment:  Few  therapists  have  been  traine 
in  these  newer  techniques. 


Chronic  Pain 


NUMBER  OF  AMERICANS  WITH  CHRONIC  BACK  PAIN:  26  million  •  POPULAR  DRUG:  0XYC0NTIN  (PURDUE  PHARMA)  •  2003  U.S.  SALE! 
$1.6  billion  •  ANNUAL  COST  PER  PATIENT:  ,300  •  POTENTIAL  SIDE  EFFECTS:  nausea,  CONSTIPATION,  DEPENDENCE  •  drug  alternative: 
EXERCISE  AND  COGNITIVE-BEHAVIORAL  THERAPY 


As  estimated  26  million  Americans  have 
chronic  pain  in  the  lower  back,  and 
roughly  15%  end  up  on  narcotics,  with 
an  increasing  number  taking  potent 
remedies  such  as  Purdue  Pharma's  Oxy- 
Contin.  Their  use  in  these  patients  is  con- 
troversial, as  there  are  few  studies  docu- 
menting their  effectiveness  over  the  long 
term;  side  effects  include  nausea,  consti- 
pation and  dependence.  (A  Purdue 
Pharma  official  says  the  drugs  "work  ex- 
tremely well"  for  some  back  patients.) 
Moreover,  chronic  pain  conditions  are  a 
far  murkier  beast  compared  with  acute 
pain  from  an  injury.  "Chronic  pain  is  in 
many  ways  a  central  sensitization  of  pain 
producing  pathways  in  the  brain,"  says 
James  Rainville,  a  Harvard  prof  and  chief 


of  physical  rehabilitation  at  New  England 
Baptist  Hospital.  This  allows  pain  signals 
to  be  created  long  after  the  original  in- 
jury healed.  Patients  with  back  pain  used 
to  be  told  to  stay  in 
bed.  Today  researchers 
preach  the  opposite:  ex- 
ercise. Few  studies  have 
compared  exercise  to 
drug  treatment, 
but  two  randomized 
trials  have  shown  that 
vigorous  exercise  combined  with  cogni- 
tive treatment  is  just  as  good  as  spinal  fu- 
sion surgery,  with  fewer  complications. 
Strength  training,  aerobic  exercise  and 
stretching  can  prevent  muscles  from 
withering,  reduce  disability  and  even  re- 


duce pain  intensit 
by  10%  to  50°A 
Rainville  says.  In 
recent  84-patient  stud 
published  in  the  Spin 
Journal,  Rainville  foun 
half  of  the  patient 
in  the  study  on  nai 
cotics  were  able  t 
stop  taking  them  afte 
six  weeks  of  exercis 
therapy. 

Surprisingly,  psychological  therap 
can  also  help  treat  various  sorts  of  chroni 
pain,  including  back  pain.  At  least  six  con 
trolled  studies  show  that  cognitive  beha\ 
ior  therapy  can  improve  symptoms  an 
lessen  disability  somewhat. 


Insomnia 


NUMBER  OF  AMERICANS  WITH  INSOMNIA:  60  million  •  POPULAR  DRUG:  AMBIEN  (SANOFI-AVENTIS)  •  2003  U.S.  SALES:  $1.3  bHIiOtl  •  COST  FO 
THREE-MONTH  SUPPLY:  •  POTENTIAL  SIDE  EFFECTS:  DIZZINESS,  DIARRHEA  •  DRUG  ALTERNATIVE:  COGNITIVE-BEHAVIORAL  THERAPY 

Sleep-starved  Americans  shelled  out  $1.3  over  associated  with  older  medicines,  beyond  three  months  of  usage.  Yet  "ever 

billion  for  Sanofi-Aventis'  sleeping  pill  i  Ambien  and  pills  like  it  are  approved  only  week  I  see  patients  who  have  been  o: 

Ambien  last  year.  The  short-acting  pill  is  i  for  short-term  use;  few  clinical  studies  ;  them  for  years,"  says  Dr.  Gregg  Jacob; 

popular  because  it  eliminates  the  hang-  have  bothered  to  document  their  safety  sleep  medicine  expert  at  Harvard  Medics 
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School.  "Be  wary.  We  have  no  idea  what 
the  long-term  side  effects  are."  Known 
short-term  effects  include  diarrhea  and 
dizziness,  which  may  increase  the  risk  of 
falls  in  the  elderly. 

Cognitive  behavioral  therapy  could 
help  here,  too.  Five  sessions  with  a  psy- 
chologist may  fix  the  problem  by  teaching 
relaxation  techniques,  using  behavior 
modification  to  boost  the  association 
between  bedtime  and  sleep,  and  counsel- 
ing to  get  overwrought  patients  to  realize 
that  their  insomnia  has  less  of  an  impact 
on  the  next  day  than  they  think.  "People 
with  insomnia  catastrophize  and  make 
matters  worse,"  says  New  York  psycholo- 
gist Arthur  Spielman.  "They  think,  'My 
immune  system  is  going  to  fail,  I  won't  be 
able  to  function  and  I  will  lose  my  job.' " 

Most  drug  trials  compare  the  drug  to 
a  placebo.  Harvard's  Jacobs  put  Ambien 
to  the  test  in  a  rare  head-to-head  trial  ver- 
sus cognitive  behavioral  therapy  in  a 
small  number  of  patients  with  insomnia 


(63  in  total).  The  result:  the  new  therapy 
worked  as  well  as  the  drug  in  the  short 
term  and  was  clearly  better  than  Ambien 
in  the  long  term.  Both  therapies  helped 
people  get  to  sleep  25  to  30  minutes  faster 
in  the  short  term,  but  Ambien's  effects 
faded  when  patients  stopped  taking  it;  the 
therapy  patients  still  were  sleeping  better 
a  full  year  later.  Sanofi-Aventis  says  the 
study  was  too  small  to  offer  any  real  con- 
clusions about  the  relative  merits  of  the 
therapies.  But  will  Sanofi  conduct  any 


studies  comparing  Ambien  to  therapy 
The  company  says  that  no  decision  ha 
been  made  yet. 

One  myth  is  that  adults  need  eight  o 
more  hours  of  sleep  each  night.  It  turn 
out  that  people  who  sleep  nine  hours  o 
more  have  a  slightly  higher  mortality  rat 
than  those  who  sleep  just  six  or  sever 
according  to  a  giant  study  conducted  b 
the  University  of  California,  San  Diego;  i 
involved  looking  at  the  records  c 
!  1 . 1  million  Americans. 


Heartburn 


NUMBER  OF  AMERICANS  WITH  HEARTBURN:  25  million  •  POPULAR  DRUG:  NEXIUM  (ASTRAZENECA)  •  2003  U.S.  SALES:  $2.5  billion  •  ANNUA 
COST  PER  PATIENT:  •  POTENTIAL  SIDE  EFFECTS:  POSSIBLE  PNEUMONIA  RISK  •  DRUG  ALTERNATIVE:  LOSE  WEIGHT,  STOP  SMOKING,  AVOI 

HEAVY  DRINKING  AND  FOODS  THAT  TRIGGER  HEARTBURN 


Treating  stomach  acid  is  big 
business  in  the  U.S.,  where 
patients  spend  $13  billion  a  year 
on  92  million  prescriptions  for 
Nexium  ("the  new  purple  pill"), 
Prilosec  and  other  proton  pump 
inhibitors.  These  drugs  are  amaz- 
ingly effective  at  suppressing 
acid.  But  stomach  acid  is  a 
defense  against  bacteria,  and  a 
big  new  study  found  that  acid 
suppression  may  have  a  sur- 
prising downside:  more  infections. 

In  one  of  the  first  studies  to  address 
this  issue,  Netherlands  epidemiologist 
Robert  Laheij  culled  medical  records  of 
365,000  patients  and  found  that  people 
taking  proton  pump  inhibitors  had  a  90% 
higher  risk  of  getting  pneumonia  than  a 
control  group  not  taking  the  drugs.  The 
higher  the  dose,  the  greater  the  pneumo- 


nia risk,  his  team  reported  in 
the  Oct.  27  Journal  of  the  j 
American  Medical  Association. 
The  absolute  risk  to  any  one  per- 
son is  minute,  but  it  translates  [ 
into  tens  of  thousands  of  excess 
cases  of  pneumonia  in  this  I 
country  each  year  because  of 
the  drugs.  AstraZeneca  says  i 
that  it  has  not  found  any  i 
evidence  of  pneumonia 
risk  in  studies  it  has  con- 
ducted   in    more  than 
100,000  patients  who  were  taking  its 
drugs,  Prilosec  and  Nexium.  It  sees  no 
reason  to  look  further  into  the  matter. 

Laheij  says  patients  should  stop 
gobbling  Prilosec  like  candy, 
especially  those  who  are  suscep- 
tible to  pneumonia  complica- 
tions (the  elderly  and  people  with 


asthma  or  weakened  immune  systems! 
Lifestyle  changes,  while  no  cure,  ma 
reduce  the  severity  of  symptoms  of  aci 
reflux.  Obese  patients  are  up  to  six  time 
as  likely  as  trim  patients  to  report  chroni 
heartburn,  says  a  study  in  the  Journal  c 
the  American  Medical  Association.  Smok 
ing  and  heavy  drinking  also  are  thought  1 
play  a  role. 

Lose  weight,  stop  smoking  and  cu 
down  on  booze — it's  always  the  sam 
advice,  alas,  and  it's  never  very  mud 
fun.  But  for  many  of  us,  the  pharma 
ceutical  alternative  is  no  longer  th 
-Vy  clear-cut  choice  it  once  might  hav 
"  seemed;  and  for  some  of  us,  drug 
may  be  the  wrong  choic 
altogether.  It's  time  f 
start    thinking  harde 
about  when  to  jus 
say  no.  I 
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Endless  love:  Jean  Toth  and  George  Burrington. 


Quest  for  Desire 


After  decades  of  neglect, 
drugmakers  are  closer 
than  ever  to  finding  a 
prescription  for  a  malady 
in  millions  of  women: 
lack  of  sexual  desire. 
By  Allison  Fass 


FOR  JEAN  TOTH  OF  CLEVELAND, 
going  through  menopause  was 
bad  enough,  but  the  worst  part 
came  afterward:  She  lost  all  in- 
terest in  sex.  Her  lack  of  desire — 
a  problem  afflicting  millions  of 
women  and  straining  millions  of  marriages 
around  the  world — almost  broke  up  her 
relationship  with  her  boyfriend  of  19  years. 
"It  was  like  I  didn't  even  want  him  to  put 
his  arm  around  me,"  she  says,  "because 
then  he'd  want  more — and  I  wasn't  about 
to  go  further."  Nothing  worked  for  Toth,  a 
56-year-old  tax  analyst,  not  creams  or 
herbal  elixirs  or  sex  toys,  not  even  a  ro- 


mantic getaway  to  the  Bahamas. 

Then  she  heard  a  radio  ad  about  a  new 
drug  trial  for  women  with  low  libido  and 
joined  up  in  early  2003.  Soon  after  placing 
a  testosterone  patch  on  her  bare  hip,  she 
noticed  a  starding  change.  "I  felt  normal 
again,"  she  recalls.  "Very  much  so,"  says  her 
beau,  George  Burrington,  65.  They  used  to 
have  sex  maybe  four  times  a  year;  now  they 
do  it  as  often  as  possible,  sometimes  daily. 

The  mystery  of  what  turns  women  on 
has  eluded  husbands  and  boyfriends,  even 
women  themselves,  for  centuries.  In 
medieval  times  men  were  said  to  push 
herbs,  mushrooms  and  other  purportedly 
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aphrodisiacal  potions  on  women.  When 
Madame  de  Pompadour  became  Louis 
XV's  mistress  in  1745,  she  drank  hot  choco- 
late to  warm  up  her  desire.  In  more  recent 
times  drug  companies  had  other  priorities, 
and  women  were  left  to  fend  for  themselves. 

But  medical  breakthroughs  in  treating 
female  sexual  dysfunction  suddenly  are 
imminent,  thanks  to  a  surge  in  research 
fueled  by  the  Viagra  revolution.  A  dozen 
drug  firms,  from  Procter  &  Gamble  to  ob- 
scure biotech  boutiques,  now  are  in  later- 
stage  patient  trials  of  a  spate  of  treatments 
for  both  the  body  and  the  brain.  "The  bell 


whether  it  warrants  the  risk  of  side  effects 
that  new  drugs  pose.  "There's  really  no 
comprehensive  research  on  the  necessity  of 
these  drugs,"  says  Leonore  Tiefer,  a  clinical 
psychologist  at  New  York  University  medical 
school.  Tiefer  runs  a  Web  site  that  debunks 
"myths"  she  says  the  drug  industry  has  per- 
petuated about  women  and  sex  problems. 
Shere  Hite,  author  of  the  seminal  1 976  book 
The  Hite  Report,  which  found  that  thou- 
sands of  women  were  sexually  dissatisfied, 
says  drugs  can't  offset  bad  technique.  "Drug 
companies  will  be  disappointed  in  their 
long-term  sales,"  she  says.  "While  their 


response  as  well  as  desire  and  sexual  fan 
tasies.  One  Phase  III  trial  of  562  womei 
found  the  patch  led  to  a  74%  increase  ii 
the  frequency  of  "satisfying  sexual  activ 
ity."  (Then  again,  a  placebo  yielded  a  33°/ 
increase.)  In  another  trial  of  similar  siz 
the  patch  led  to  51%  more  sex. 

Initially  P&G  will  aim  Intrinsa  at  a  nar 
row  target:  more  than  a  million  women  ii 
the  U.S.  who  have  had  their  ovaries  removei 
and  say  they  are  distressed  by  the  low  sexu* 
desire  that  followed.  The  ultimate  marke 
could  be  far  bigger:  Some  20  million  womei 
are  believed  to  have  lackluster  libido;  10  mil 


Sexual  Healing 


Many  companies  want  a  piece  of  the  female  sexual  dysfunction  market. 


COMPANY 

PRODUCT  NAME 

TYPE  OF  PRODUCT 

RESEARCH  TRIAL  STAGE 

BioSante 

LibiGel 

testosterone  gel 

Phase  III  in  2005 

Cellegy 

Tostrelle 

testosterone  gel 

Phase  III  in  2005 

Columbia  Labs 

TBD 

testosterone  vaginal  gel 

Phase  1  completed 

Nastech 

TBD 

apomorphine  nasal  spray 

Phase  II 

NexMed 

Femprox 

alprostadil  cream 

Phase  III  in  China 

Novavax 

Androsorb 

testosterone  cream 

Phase  II  in  2005 

Palatin 

peptide  nasal  spray 

Phase  II 

P&G 

Intrinsa 

testosterone  patch 

fast-tracked  for  FDA  approval 

Pfizer 

Lasofoxifene 

selective  estrogen  receptor  modulator  Phase  II  or  III 

Solvay 

TBD 

estrogen/testosterone  pill 

Phase  II  in  2005 

Vivus 

Testosterone  MDTS 

testosterone  spray 

Phase  II 

Vivus 

Alista 

alprostadil  cream 

Phase  III 

Source:  Companies;  Dr.  Michael  Diamond. 

has  rung,"  says  Leland  F.  Wilson,  chief  ex- 
ecutive at  Vivus,  in  Mountain  View,  Calif. 

Curiously,  raising  sexual  desire  in  dis- 
interested women  may  entail  making 
them  a  bit  more  like  men.  Vivus  now  is  in 
middle-stage  trials  of  a  metered-dose 
spray  of  testosterone,  the  "male"  hor- 
mone. It  also  is  signing  up  women  for 
final-phase  trials  of  Alista,  which  contains 
a  blood  vessel  dilator  that,  oddly,  is  similar 
to  a  natural  component  of  men's  semen. 
The  main  ingredient  may  also  affect  gen- 
ital tissue  while  amplifying  nerve  sensa- 
tions and  sexual  receptors  in  the  brain. 

Some  advocates  see  a  $3  billion-a-year 
market  looming,  while  some  sex  therapists 
and  other  doubters  question  whether  female 
sexual  dysfunction  is  even  a  disease  and 


drugs  may  at  first  create  desire,  they  will  not 
create  the  satisfaction  of  that  desire." 

The  first  treatment  for  female  desire — 
Intrinsa,  the  P&G  testosterone  patch  that 
reignited  Jean  Toth's  interest  in  sex — could 
win  federal  approval  within  months.  In 
September  the  Food  &  Drug  Administra- 
tion granted  P&G  fast-track  "priority  re- 
view"; an  advisory  panel  could  rule  on  the 
patch  in  December.  Developed  jointly  with 
Watson  Pharmaceuticals,  P&G's  patch  is 
applied  to  the  abdomen  twice  a  week  and 
releases  300  micrograms  a  day  of  testos- 
terone into  the  bloodstream,  matching  the 
level  produced  by  many  women  in  their 
peak  reproductive  years.  The  testosterone  is 
believed  to  stimulate  cells  in  both  the  gen- 
itals and  the  brain,  prompting  a  physical 


lion  women  have  had  their  ovaries  removec 
reducing  desire;  52  million  have  gon 
through  natural  menopause. 

While  the  patch  first  will  be  used  ti 
treat  "surgically  menopausal"  women,  P&( 
already  has  completed  a  six-month  trial  c 
549  "naturally  menopausal"  women,  show 
ing  a  73%  increase  in  sex  compared  with 
19%  increase  in  women  given  a  placebo 
P&G  is  unsure  when  it  might  seek  FDA  ap 
proval  for  a  drug  for  this  group,  althougl 
sometime  in  2006  seems  possible.  P&G  doe 
not  currently  plan  to  run  trials  for  the  esti 
mated  10  million  low-libido  women  wh< 
haven't  even  faced  menopause. 

P&G  also  may  be  working  on  a  patcl 
that  combines  testosterone  and  estrogen 
the  "female"  hormone  that  commonly  i 
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prescribed  as  an  unapproved  treatment  for 
enhancing  a  woman's  sexual  lubrication, 
says  Kenneth  Trbovich,  an  RBC  Capital 
Markets  analyst.  The  consumer  giant  has 
linked  up  with  Noven  Pharmaceuticals,  a 
Miami  outfit  that  already  makes  an  FDA- 
approved  two-hormone  patch  for  women 
in  menopause. 

Research  on  female  sexual  dysfunction 
lagged  behind  other  efforts  for  decades, 
but  the  advent  of  Viagra  for  men  in  1998 
roused  new  interest.  Viagra's  maker,  Pfizer, 
in  a  bit  of  gander-and-goose  logic,  began 
studying  whether  the  drug  worked  on 
women  in  1996.  The  drug  increases  blood 
flow  in  men  to  achieve  an  erection,  thus  it 
might  increase  blood  flow  to  a  woman's 
genitals  and  thereby  increase  desire. 

It  flopped,  utterly.  Pfizer  found  that  al- 
though Viagra  did  indeed  increase  blood 
flow  to  the  private  parts  of  some  women, 
this  effect  didn't  result  in  more  desire.  For 
many  women,  it  seems,  the  brain  also  must 


Winning  federal  approval  for  a  new 
drug  requires  researchers  to  figure  out 
ways  to  quantify  and  measure  the  elusive 
realm  of  female  sexual  response.  But  gaug- 
ing patient  response  is  a  fuzzy  function. 
Trials  use  questionnaires  to  rate  "sexual 
satisfaction,"  asking  patients  to  score  on  a 
scale  of  1  to  6  their  agreement  with  state- 
ments like  "I  felt  like  having  sex"  and  "I 
initiated  sex."  Sex  therapists  dismiss  such 
approaches  as  superficial  and  inconsistent 
from  one  trial  to  the  next.  "They  tailor  the 
questionnaire  so  it  produces  what  they 
want  it  to  produce,"  says  NYU's  Tiefer. 

Pfizer  and  P&G  laid  much  of  the 
groundwork  in  this  race,  and  now  a  slew  of 
other  topically  applied  testosterone  treat- 
ments— in  gel,  lotion,  spray  and  vaginally 
administered  forms — are  in  testing  by  a 
host  of  lesser-known  shops,  including 
BioSante,  Cellegy,  Novavax  and  more.  (See 
table,  p.  116.) 

Vivus  and  NexMed,  a  Robbinsville, 


increase,  in  the  genitals,  the  level  of  nitri< 
oxide.  Nitric  oxide  is  a  crucial  signaling 
molecule  for  erections  in  men,  and  Viagn 
works  by  preventing  it  from  breaking 
down  too  soon.  The  results  in  one  smal 
early  trial  of  apomorphine  were  inconclu 
sive,  but  Nastech  is  looking  for  a  partnei 
to  help  fund  further  research. 

Palatin  Technologies,  in  partnership 
with  King  Pharmaceuticals,  is  in  middle 
stage  trials  (Phase  II  of  a  total  of  three)  tc 
research  another  nasal-sprayed  chemical 
PT-141,  which  stimulates  the  hypothala- 
mus' melanocortin  receptors,  which  ar< 
responsible  for  hunger  and  may  have  < 
more  potent  arousal  effect.  Clinical  phar 
macologist  Ferguson  jokes:  "This  drug  no 
only  stimulates  sexual  behavior  but  alsc 
might  get  you  thin." 

In  the  meantime,  women  with  bouts  o 
female  sexual  dysfunction  search  for  theii 
own  solutions.  Doctors  prescribe  off-labe 
Viagra-like  drugs  or  hormones,  including 


"In  many  women  there's  a  disconnect.  The  body  may  be 
 aroused,  but  the  mind  is  not,  or  vice  versa."  


be  involved.  "Women  are  complicated, 
multifaceted  and  difficult  to  evaluate,"  says 
Jennifer  Berman,  a  urologist  at  UCLA  and 
director  of  its  Female  Sexual  Medicine 
Center.  David  Ferguson,  a  clinical  phar- 
macologist in  Grand  Marais,  Minn.,  adds: 
"In  many  women  there's  a  disconnect.  The 
body  may  be  aroused,  but  the  mind  is  not, 
or  vice  versa.  Viagra  would  tend  to  address 
the  body  but  not  the  mind."  In  February, 
after  eight  years  of  trials,  Pfizer  gave  up  on 
the  idea  of  Viagra  for  women.  (Eli  Lilly  & 
Co.  and  ICOS  tested  their  new  Viagra  rival, 
Cialis,  on  women  but  abandoned  the  ef- 
fort in  2001.) 

Pfizer  now  is  looking  at  other  ap- 
proaches but  won't  provide  details.  It  is 
known  to  be  studying  lasofoxifene,  a  syn- 
thetic steroid  undergoing  evaluation  as  a 
treatment  for  osteoporosis.  The  com- 
pound may  help  desire  and  arousal  disor- 
ders in  postmenopausal  women,  perhaps 
by  stimulating  estrogen  receptors  at  sites 
in  the  body,  including  the  brain,  says 
Michael  Diamond,  an  obstetrician  and  gy- 
necologist at  Wayne  State  University. 


N.J.  biotech,  are  looking  at  creams  that 
directly  affect  the  genital  tissue.  The  main 
ingredient  in  each,  alprostadil,  is  a  syn- 
thetic version  of  the  blood  vessel  dilator 
prostaglandin  E-l,  which  also  is  found  in 
semen.  Vivus,  aiming  at  surgically 
menopausal  women,  found  a  64%  in- 
crease in  "satisfying"  sexual  activity  in  a 
small  trial  of  premenopausal  women 
(placebo  was  42%)  and  is  now  launching 
a  larger  late-stage  test  in  postmenopausal 
women.  NexMed's  cream,  Femprox,  is  in 
late-stage  trials  in  China  for  both  pre-  and 
post-menopausal  women.  It  was  found  to 
elevate  arousal  63%  of  the  time,  compared 
with  1 3%  for  a  placebo. 

Other  companies  focus  more  specifi- 
cally on  the  brain  connection  to  arousal 
disorder.  Nastech  Pharmaceutical  in 
Bothell,  Wash,  is  studying  a  nasal  spray 
form  of  apomorphine,  which  may  work 
both  above  the  neck  and  below  the  waist.  It 
is  believed  to  stimulate  dopamine  recep- 
tors in  the  hypothalamus,  initiating  a 
neural  cascade  that  starts  the  cycle  needed 
to  boost  blood  flow  to  the  vagina  and  to 


estrogen — despite  the  lack  of  formal  FD/ 
approval  of  these  approaches.  Already  ten: 
of  thousands  of  American  women  whc 
have  low  sexual  desire  take  testosterone. 

Kelly  Hyman,  43,  a  real  estate  agent  ir 
Huntington  Beach,  Calif.,  spent  years  try- 
ing to  reignite  her  sexuality.  She  tried  an  ora 
testosterone,  but  it  caused  a  blood  blister  tc 
form  on  her  clitoris;  a  topical  testosterone 
caused  her  to  grow  patches  of  dark  hail 
wherever  she  applied  it,  whether  on  the 
inner  thigh  or  forearm;  and  a  dissolving 
tablet  made  her  break  out.  Eventually  she 
paid  $4,000  to  a  sex  clinic  that  developed 
tailored  just  for  her,  a  regimen  of  what  she 
describes  as  "natural"  or  "bio-identical"  es- 
trogen and  testosterone.  Turns  out  the  hor- 
mones come  from  Mexican  wild  yams. 

Marrena  Lindberg,  38,  a  homemakei 
near  Boston,  concocted  her  own  "orgasmic 
diet"  of  high-protein  fish  oil  and  paired  il 
with  pelvic  exercises.  She  says  her  sex  drive 
has  increased  so  much  that  it  actuall) 
turned  off  her  husband  and  broke  up  hei 
marriage.  Nevertheless,  she  adds,  "I  nevei 
want  to  go  back  to  the  way  I  was."  F 
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A  defibrillator  treats  the  most  common  cause  of  cardiac  arrest  and  will  not  save  everyone.  More  fives  coufd  be  saved  if  caret-:.-: 
arrest  victims  were  reached  more  nuictdjr  yidLdef:brii!ators.  &  2004  Philips  Electronics  North  America  Corporation. 


After  cardiac  arrest,  you  need  help  within 
5  minutes. The  ambulance  usually  takes  9. 

Philips  HeartStart  Home  Defibrillator.  For  the  best  chance  of  survival,  a  shock  should  be  delivered 
within  five  minutes.  But  most  sudden  cardiac  arrests  happen  at  home,  where  help  often  doesn't  arrive  in  time. 

So  Philips  designed  a  defibrillator  for  the  home  that  can  be  used  by  people  just  like  you.  Now  you  can 
help  save  a  life  in  about  the  time  it  takes  to  read  this  ad.  It  just  makes  sense.  Call  1-866-333-4246  for  more 
information  on  the  HeartStart  Home  Defibrillator,  join  us  on  our  journey  at  www.phiiips.com/simpiicity 


PHILIPS 


sense  and  simplicity 


A  PAIR  OF  PERFECT  PARTNERS 


J.D.  Power  and  Associates  has  just  ranked  Coldwell  Banker  as  having  both 
the  "Highest  Overall  Satisfaction  for  First-Time  Home  Buyers  and  Sellers 
Among  National  Full  Service  Real  Estate  Firms."  Just  put  two  and  two  together. 
We  think  you'll  find  we're  your  perfect  partner  in  real  estate. 


To  find  an  office  near  you, 
visit  coldwellbanker.com 


Your  Perfect  Partner 


COLDWeiL 
BANKER  □ 


In  Real  Estate  Since  1906. 


J.D  Power  and  Associates  2003  Home  Buyer/Seller  Satisfaction  Study™.  Study  based  on  responses  from  2,924  home  buyers  and  sellers.  Study  conducted  for  Cendant  Corporation  by 

j  D  Power  and  Associates. 

li  your  property  is  listed  with  a  real  estate  broker,  please  disregard.  It  is  not  our  intention  to  solicit  the  offerings  of  other  real  estate  brokers.  We  are  happy  to  work  with  them  and  cooperate  fully 
©2004  Coldwell  Banker  Real  Estate  Corporation.  ®,  TM,  and  SM  are  licensed  trademarks  to  Coldwell  Banker  Real  Estate  Corporation.  An  equal  opportunity  company 
1=r  Equal  Housing  Opportunity.  Each  Coldwell  Banker*  office  is  independently  owned  and  operated,  except  those  owned  and  operated  by  NRT  Incorporated. 


Marketing 


DRUG  WARS 


Drug  companies 
are  coming  out 
of  the  shadows 
to  fight  for  their 
reputations— and 
profits. 

By  Mary  Ellen  Egan 


G 


LAXOSMITH- 
kline's  Michael 
Szap  is  on  the 
lecture  circuit. 
"People  complain 


I 


about  the  cost  of  their  med- 
ications," the  senior  district 
sales  manager  says,  his  voice 
rising.  "But  the  money  goes 
back  into  research  and 
development." 

It's  a  point  Szap  repeats 
eight  times  in  a  45-minute 
presentation  to  12  phar- 
macy students  and  staffers 
at  Woodhull  Medical  Cen- 
ter in  Brooklyn,  N.Y.  And 
it's  a  message  he  and  more 
than  9,000  GSK  foot  sol- 
diers will  deliver  this  year 
to  as  many  as  500,000 
prescription  drug  custom- 
ers^— professionals  and  pa- 
tients— in  intimate  and 
informal  gatherings  across 
the  country.  "Medicines 

save  lives  "  Szap  also  says   ™e  ta"c'n6  cure:  Michael  Szap  steps  out  to  tell  drug  consumers  about  GlaxoSmithkline's  good  works 

politicians  are  talking  about  government 
cost  controls.  A  lot  more  are  openly  advo- 
cating the  next-worst  thing  for  a  vendor 
of  patented  medicines,  the  importation  of 
prescription  drugs  from  cheaper  overseas 


repeatedly  to  these  same  groups. 

The  face  time  is  part  of  a  grand  cam- 
paign by  GSK,  the  world's  second-largest 
pharmaceutical  company,  to  combat  a  tide 
of  resentment  against  its  industry.  Some 


markets.  And  then  there  are  the  tort 
lawyers,  descending  on  the  drug  compa- 
nies with  billion-dollar  class  actions  claim- 
ing that  potentially  dangerous  drugs  like 
antidepressants  and  Vioxx  have  been  all 
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We're  inspired  by  the  human  side  of  data.  Medical 
data  is  more  than  1's  and  O's.  It's  the  information  that 
lets  someone  gain  control  of  their  life,  access  the 
right  doctors  or  even  find  out  about  the  right  kind 
of  food.  That's  why  hospitals  around  the  world  trust 
Hitachi  storage  technologies  to  protect  their  data, 
and  his  stomach.  From  the  smallest  Microdrive*  to 
the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


MarJkeling^ 


too  eagerly  marketed. 

GSK,  maker  of  Paxil, 
the  antidepressant,  and 
Flonase,  an  antiallcrgy 
steroid,  wants  to  appear 
open  and  accessible  at  a 
time  when  drug  compa- 
nies are  on  the  defen- 
sive. "We  thought  it  was 
time  we  did  a  better  job 
of  telling  our  story,"  says 
Christopher  Viehbacher, 
president  of  GSK's  U.S. 
pharmaceuticals  divi- 
sion based  in  Philadel- 
phia and  Research  Tri- 
angle Park,  N.C. 

It's  letting  its  em- 
ployees do  the  talking  in 
meetings,  in  ads  and  Tour  de  force:  Cyclist  Lance  Armstrong 
with  their  friends.  The  hits  the  road  for  Bristol-Myers  Squibb, 
company  is  handing  out  a  manual  explaining  research  costs, 
Medicare  programs  and  the  "risks"  of  purchasing  medicine 
from  other  countries.  Employees  are  supposed  to  refer  to  and 
quote  from  it  when  they  are  jabbed  by  friends  and  relatives  with 
barbs  about  pharmaceutical-company  greed.  The  manual  shows 
that  GSK's  net  profit  margin  is  in  the  same  range  as  that  of  Gen- 
eral Electric,  Coca-Cola  and  Weight  Watchers  (see  story,  p.  86). 

GSK,  which  is  spending  $30  million  on  this  campaign,  is 
also  trying  to  put  a  human  face  on  the  company.  In  one  TV 
commercial  Ann  Saunders,  a  company  researcher,  discusses  los- 
ing her  grandmother  to  Alzheimer's.  She  says  she  is  now  deter- 
mined to  find  a  cure.  In  another  spot,  created  by  ad  agency 
Publicis  of  Dallas,  part  of  Publicis  Groupe,  GSK  researcher  Eliot 
Ohlstein  talks  of  losing  his  father  to  heart  disease  while 
Ohlstein  toiled  for  20  years  to  develop  Coreg.  "When  it  takes 
that  long,  you  draw  your  inspiration  from  two  things:  the  mil- 
lions you  can  help  and  the  one  you  couldn't,"  he  intones  to  the 
strains  of  heart-yanking  music. 

It  is  the  first  time  in  the  seven  years  that  drugmakers  have 
been  pitching  drugs  directly  to  consumers  that  a  company  has 
spoken  so  openly.  Typically  the  drugmaker  stays  out  of  the  spot- 
light so  its  blockbuster  drug  can  shine. 

Pharmaceutical  companies  no  longer  have  that  luxury.  GSK's 
effort  is  expected  to  kick  off  a  defensive  blitzkrieg  as  big  companies 
take  up  a  public  battle  against  regulatory  and  legal  scrutiny.  They 
are  worried  that  several  states  and  other  jurisdictions  already  en- 
courage residents  to  order  cheap  prescription  pills  from  Canada 
and  other  countries.  Rhode  Island  even  has  a  law  that  goes  into  ef- 
fect Jan.  1 5  that  will  license  Canadian  pharmacies  to  do  business 
there.  Representative  Marion  Berry  (D-Ark.)  has  a  bill  to  impose 
federal  price  controls  on  prescription  drugs  through  Medicare. 

Drug  companies  are  also  starting  to  realize  they  need  to  seem 
like  gentle  giants,  particularly  as  information  about  some  of 
their  shabby  practices  comes  to  light.  Pfizer  agreed  to  pay  $430 
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is  7  pounds 
3  ounces. 


We're  inspired  by  the  human  side  of  data.  Digital 
photography  is  more  than  just  jpeg  files.  It's  sharing 
a  grin  with  Grandma.  It's  sending  giggles  and  gurgles 
to  aunts  and  uncles.  That's  why  Hitachi  hard  disk 
drives  are  the  industry  choice  for  digital  cameras, 
and  proud  parents.  From  the  smallest  Microdrive®  to 
the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


million  in  May  after  its  Warner-Lambert  division  was  accused 
of  marketing  the  epilepsy  drug  Neurontin  for  off-label  use.  And 
last  August  GSK  settled  a  suit  filed  by  New  York  Attorney  General 
Eliot  Spitzer,  who  accused  the  company  of  failing  to  publish 
negative  studies  about  unapproved  use  of  its  antidepressant 
Paxil.  The  glare  of  bad  publicity  hit  Merck  &  Co.  in  September 
when  it  pulled  its  heavily  advertised  anti-inflammatory  drug 
Vioxx  off  the  market  because  of  an  increased  risk  of  heart 
attacks  and  strokes  in  patients.  Around  the  same  time  Chiron, 
one  of  the  world's  largest  vaccine  suppliers,  announced  it 
couldn't  ship  4  million  doses  of  flu  vaccine  because  they  didn't 
meet  sterility  standards. 

Pfizer  has  a  strategy  for  deflecting  criticism:  do-goodism.  It 
recently  announced  a  drug  discount  program  targeting 
uninsured  and  poor  consumers.  It  offers  free  Lipitor,  the  choles- 
terol-lowering drug,  and  Viagra,  the  erectile-dysfunction  treat- 
ment, among  others,  to  families  with  incomes  under  $31,000. 
Discounts  are  available  for  all  uninsured  families.  TV  ads  touting 
the  program  feature  Pfizer  Chief  Executive  Henry  McKinnell,  in 
an  unusual  turn  for  a  pharmaceutical  boss. 

Bristol-Myers  Squibb,  meanwhile,  is  putting  media  weight 
behind  its  commercials  with  Lance  Armstrong,  a  six-time  Tour 
de  France  winner  and  a  cancer  survivor.  The  company,  which 
makes  Taxol  and  other  cancer- fighting  drugs,  is  also  sponsoring 
an  annual  cross-country  bike  relay  for  cancer  survivors, 
researchers  and  health  professionals.  Along  the  way,  company 
reps  tout  clinical  trials  and  cancer  drug  research.  The  suggestion: 
Let  society  pay  for  Erbitux  today  and  some  of  the  money  will 
fund  other  cancer  treatments  down  the  road. 

"Drug  companies  have  finally  realized  they  need  to  stand  up 
for  themselves,"  says  O.  Thomas  Hayes,  principal  at  New  Eng- 
land Consulting  Group  in  Westport,  Conn. 

Will  it  make  a  difference?  Building  awareness  of  their  corpo- 
rate brands  could  help  the  companies  sell  drugs  in  the  future. 
But  pharmaceutical  executives  admit  they  have  been  too  slow  to 
react  to  critics  and  controversy.  "We  were  caught  off  guard  by 
Home  of  the  attacks,"  says  Viehbacher. 

But  the  drugmakers'  response  at  this  time  could  also  con- 
tribute to  consumer  backlash.  GSK,  in  print  ads,  insists  imported 
j  drugs  may  not  be  safe  or  effective.  Consumers  might  not  appre- 
ciate the  scare  tactic  when  they  are  learning  about  the  problems 
Associated  with  homegrown  drugs,  like  Vioxx.  There's  also  the 
j:hance  that  consumers,  already  up  in  arms  about  the  high  cost 
bf  drugs,  will  see  the  campaign  as  an  expense  that  will  just  drive 

the  price  of  their  allergy 
and  cholesterol  pills  all 
the  higher. 

GSK's  Viehbacher 
admits  an  image  trans- 
formation won't  be  easy 
or  quick.  "It  will  take 
years  to  rebuild  our  rep- 
utation," he  sighs.  "You 
don't  change  percep- 
tions overnight."  F 


"Drug  companies 

have 

realized 
need  to  stand  up 
for  themselves." 


finally 

they 
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The  National  Hockey  League  is  hemorrhaging  money.  But  the  economics 
of  owning  a  team  can  still  be  quite  good  BY  MICHAEL  K.  OZANIAN 


OCKEY    OWNERS  AND 
I  players    are  throwing 
.    gloves-off  haymakers  at 
each  other  in  a  brawl 
I  worthy  of  an  overtime 
■   '  '  '■B^u|y^In  an  attempt  to 
bring  *fcost  certainty"  to  a 
sport  that  .has  been  running  big  losses — a 
claimed  $224  million  during  last  season, 
or  example — National  Hockey  League 
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owners  locked  the  players  out  in  Septem- 
ber. For  the  first  time  in  ten  years  the 
league's  30  rinks  are  empty.  The  season 
won't  start,  the  owners  insist,  until  the 
players  agree  to  limit  their  pay  to 
$31  million  per  team.  Last  season  the 
average  team  payroll  was  $41  million. 

Deeply  skeptical  about  claims  of  owner 
poverty,  the  players  have  offered  to  roll  back 
their  salaries  by  5%,  as  well  as  make  other 


concessions,  which  would  reduce  tear 
payrolls  by  $4  million  on  average. 

Who's  right?  FORBES'  figures  sho1 
that  hockey  teams  are  indeed  losin 
money  but  not  nearly  as  much  as  th 
owners  claim.  The  30  teams  in  the  NH 
lost  a  combined  $96  million  (befoi 
interest,  taxes,  depreciation  and  amortiz; 
tion)  on  revenue  of  $2.2  billion  durin 
the  2003-04  season,  with  17  teams  pos 


ing  a  loss.  The  prior  season  the  NHL  lost 
$123  million  on  revenue  of  $2.1  billion. 

The  difference  between x  what  the 
league  is  stating  as  losses  and  our  figures 
Jias  to  do  with  what's  included  as  rev- 
enue. For  instance,  the  NHL  included  only 
lhalf  of  the  $17  million  the  New  York 
ilslanders  got  last  year  for  their  cable 
broadcasts.  For  Islanders  owner  Charles 
Warm,  who  paid  $188  million  for  the 


team  and  its  cable  deal  in  April  2000,  the 
economic  value  of  owning  the  team  cer- 
tainly includes  the  entire  cable  deal. 

But  for  purposes  of  reporting  team 
results,  the  league  has  wide  discretion  in 
deciding  how  much  of  the  off-ice  rev- 
enue should  be  included.  William  Wirt/, 
wh6  owns  the  Chicago  Blackhawks,  also 
owns  half  of  the  United  Center,  where 
.  the  team  plays.  The  arena's  212  suites 


pulled  in  $15  million  last  season,  none  of 
which  is  included  in  the  league's  num- 
bers. While  the  United  Center  is  a  sepa- 
rate corporate  entity  from  the  Black- 
hawks,  the  building  and  team  are  part  of 
one  equation  for  Wirtz. 

Why  the  inconsistency?  Neither  the 
NHL  nor  former  Securities  &  Exchange 
Commission  Chairman  Arthur  Levitt  Jr., 
who  compiled  a  report  on  the  league's 


numey  lectin  vdiuciuuii* 


finances  for  the  owners,  would  speak 
with  FORBES. 

In  determining  team  values  we 
include  all  collateral  revenue  sources, 
such  as  real  estate,  broadcasting,  cable, 
sponsorships  and  concessions.  Those 
teams  going  up  in  value  despite  big  losses 
are  worth  more  because  their  owners 
have  smartly  been  using  their  teams  to 
make  money  off  the  ice. 

That's  why  hockey  franchises  are 
now  worth  an  average  of  $163  million, 
up  3%  from  last  year  and  31%  higher 
than  when  we  first  valued  them  six  years 
ago.  The  last  four  expansion  teams — the 
Atlanta  Thrashers,  Columbus  Blue  Jack- 
ets, Minnesota  Wild  and  Nashville 
Predators — went  for  $80  million  each 
in  1997. 

These  teams  are  now  worth  an  average 
of  $130  million,  according  to  our  analysis. 


In  2002  George  and  Gordon  Gund,  who 
paid  a  $50  million  expansion  fee  for  the 
San  Jose  Sharks  in  1990,  sold  their  team 
and  the  right  to  operate  HP  Pavilion  to 
Kevin  Compton  for  $147  million. 

Perhaps  the  best  example  of  using 
your  hockey  team  to  create  wealth  is  the 
Los  Angeles  Kings.  Billionaire  Philip 
Anschutz  bought  the  team  for  $1 13  mil- 
lion in  1995.  He  used  the  Kings,  which 
lost  $5.3  million  last  season,  to  get  the  go- 
ahead  to  build  Staples  Center  in  down- 
town Los  Angeles;  it  was  completed  in 
1999  at  a  cost  of  $400  million. 

Anschutz  also  bought  a  stake  in  the 
Los  Angeles  Lakers  of  the  National 
Basketball  Association  in  1998  and  rents 
out  his  building  to  basketball's  Los  Angeles 
Clippers  and  the  Los  Angeles  Avengers  of 
the  Arena  Football  League.  When  you  add 
in  tennis,  gymnastics,  concerts  and  other 


events,  Staples  Center  is  busy  almost  ever 
day  or  night  during  the  year.  Premiun 
seats  for  corporate  fat  cats  are  cross- mar 
kctcd  for  the  teams  and  events.  Docu 
merits  related  to  a  bond  offering  on  th 
building  show  that  bankers  estimate! 
Staples  Center  would  generate  operatin 
income  of  $50  million  last  year,  only 
fraction  of  which  shows  up  on  the  King; 
P&L  statement. 

Now  Anschutz  is  planning  on  build 
ing  a  $1  billion  project  around  Staple 
Center  that  would  cover  26  acres  am 
include  a  7,000-seat  theater,  a  1,200 
room  hotel,  restaurants,  offices  and  lux 
ury  condos.  Timothy  Leiweke,  who  run 
AEG,  the  holding  company  for  Staple 
Center  and  the  Kings,  does  not  retun 
calls.  But  in  2000,  in  a  reference  to  th 
development  around  Staples  Center,  h 
was  quoted  in  the  Downtown  News  as  say 


Playing  for  Peanuts 


Slovakia  Germany 


Finland 


Rest  of 
Europe 


s  many  as  250  locked-out  NHL  players,  many  with  million-dollar 


Switzerland 


contracts,  have  scattered  across  Europe  to  play  in  national  hockey 
'  leagues.  Some  30  NHL  players  are  skating  in  the  U.S  minor  leagues. 
They  are  all  getting  paid  a  fraction  of  what  they'd  earn  in  the  NHL. 

The  most  lucrative  of  the  European  leagues  is  the  Russian  Super  League, 
where  the  best  players  command  as  much  as  $3  million  per  season.  Elsewhere 
on  the  Continent  stars  play  for  $300,000  a  year.  In  the  U.S.  minors  it's  much 
worse.  Players  get  as  little  as  $500  a  week. 

There's  a  strong  sense  of  urgency  to  find  a  place  on  a  team  and  stay  in  shape, 
since  the  lockout  will  end  someday.  American  and  Canadian  pros  are  playing  in  such 
unlikely  locales  as  Great  Britain,  France,  Slovenia  and  Italy. 

Others  build  leagues  of  their  own.  Hockey  agent  J. P.  Barry,  head  of  IMG  Hockey,  has  40  clients  in  Europe,  including 
Joe  Thornton,  Sergei  Gonchar  and  Daniel  Briere.  He's  put  together  a  15-day  WorldStars  Tour  through  Poland,  Russia,  Sweden  and 
four  other  countries.  Barry  has  signed  up  stars  like  Sergei  Fedorov,  Mats  Sundin  and  Martin  Brodeur.  The  men  will  play  national 
all-star  teams  from  each  of  the  seven  countries.  Barry  expects  the  "goodwill  tour"  to  cover  expenses  like  jet  travel  and  hotels.  Any 


Czech 
Republic 


Sweden 

The  International  Ice  Hockey  Federation's 
tally  of  the  NHL  player  exodus  to  Europe. 


income  left  from  TV  rights  and  sponsorships  will  be  divided  among  the  players. 


-Tomas  Kellner 


<^  -A 


PETER  FORSBERG 
Colorado  Avalanche 

$134,100  per  game 
MODO  Hockey 
(Sweden) 

$2,600  per  game 


JAROMIR  JAGR 
New  York  Rangers 

$134,100  per  game 
HC  Rabat  Kladno 
(Czech  Republic) 
$8,000  per  game 


JOE  THORNTON 
Boston  Bruins 

$67,100  per  game 
HC  Oavos 
(Switzerland) 

$12,000  per  game 


SCOTT  GOMEZ 
New  Jersey  Devils 

$12,200  per  game 
Alaska  Aces 
(United  States) 

$200  per  game 


DARIUS  KASPARAITIS 
New  York  Rangers 
$51,200  per  game 
HC  AK  Bars  Kazan 
(Russia) 

$20,800  per  game 


126     FORBES*  November  29,  2004 


TREES  INSPIRED  DR.  TOMAL.IAS 
NANOTECHNOLOGY  DELIVERY  SYSTEMS. 


NTED 


:omp 


HIGAN 


Dendrimer  molecules  have  hundreds  of  nano  scale  branches 
that  can  deliver  medication,  diagnose  heart  attack  victims,  root 
out  cancer  cells,  even  sow  the  seeds  for  better  gene  therapy. 

They're  growing  right  now  at  Dendritic  NanoTechnologies,  Inc., 
the  company  Dr.  Tomalia  founded  and  built  into  the  world's 
leading  dendrimer  research  and  manufacturing  center.  All  from 
the  SmartZone  technology  cluster  located  on  the  campus  of 
Central  Michigan  University  in  Mount  Pleasant,  Michigan. 


Why  Michigan?  With  our  business  climate  ranked  #2  in  the 
nation  by  Site  Selection  magazine,  and  one  of  the  fastest 
growing  life  science  corridors  anywhere,  we  make  business 
and  science  work  like  no  place  else. 

Dendritic  NanoTechnologies,  Inc.  is  just  one  of  the  exciting 
companies  that  make  up  Michigan's  Technology  Tri-Corridor, 
which  includes  Life  Sciences,  Advanced  Automotive  Technology 
and  Homeland  Security. 

To  learn  how  Michigan  can  help  your  business  grow, 
call  1.800.946.6829  or  visit  michigan.org. 


michigan. 


MICHIGAN 


nocKey  Learn  valuations 


ing,  "If  it  wasn't  for  the  Kings,  none  of 
this  would  have  happened." 

Last  December  the  Phoenix  Coyotes 
moved  into  a  new  building  in  Glendale, 
Ariz.  Like  Anschutz,  Coyotes  owner 
Steven  Ellman  is  trying  to  leverage  his 
new  hockey  arena  and  team  into  a  real 
estate  bonanza.  Ellman,  who  has  hockey 
legend  Wayne  Gretzky  as  a  partner,  is 
developing  Westgate,  223  acres  of 
freeway  frontage  near  the  new  hockey 
building  that  will  house  cinemas,  shops, 


hotels,  offices  and  condos. 

The  Coyotes  lost  $7.8  million  last  sea- 
son. But  Ellman,  who  paid  $127  million 
for  the  Coyotes  in  2001,  stands  to  get  a 
lot  of  gravy  from  Westgate,  assuming 
things  go  according  to  plan.  As  noted  in 
a  private  placement  memorandum  by 
investment  banker  Allen  &  Co.,  next  year 
the  real  estate  and  hockey  venue  should 
generate  operating  income  of  $27  mil- 
lion, excluding  hockey  games. 

Ellman  should  make  several  million 


dollars  a  year  from  hosting  nonhockc 
events  at  the  arena  and  from  selling  foo( 
and  beverages.  We  now  value  the  Coyotes 
who  control  their  new  building,  at  $13i 
million.  The  memorandum  projects  tha 
the  Coyotes  could  sell  the  naming  right 
to  their  building  for  an  additiona 
$50  million  and  that  by  2005  the  value  o 
the  team  should  be  $155  million. 

Building  cable  properties  is  anothe 
way  moneylosing  hockey  teams  mak 
money  for  their  owners.  Last  season  th 


LEVERAGE  The  most  valuable  hockey  teams  are  those  with  direct  interests  in  their  buildings  and  cable  programming. 

For  an  expanded  version  of  this  table,  go  to  www.forbes.com/exl 

RANK 

TEAM/PRINCIPAL  OWNER  (year  acquired) 

CURRENT 
VALUE1 
(SMIL) 

1-YEAR 
LHANut 
IN  VALUE 

ANNUALIZED 
CHANGE 
IN  VALUE2 

nCDT/ 

UtBI/ 
VALUE3 

REVENUES 
(SMIL) 

OPERAl 
INLUfv 
(SMI 

1 

NEW  YORK  RANGERS/Cablevision  Systems  ('97) 

$282 

4% 

5% 

89% 

3-3 

2 

TORONTO  MAPLE  LEAFS/Ontarin  Tparhprq'  Ppnsinn  Plan  ('94} 

280 

7 

12 

39 

14 

3 

PHILADELPHIA  FLYERS/Comcast  ('96} 

264 

5 

7 

25 

-4 

4 

DALLAS  STARS/Thnmas  Hirks  ('9^ 

259 

-4 

13 

57 

-0 

5 

DETROIT  RED  WINGS/Michael  Hitch  ('82) 

248 

1 

17 

25 

-16 

6 

COLORADO  AVALANCHE/Stanley  Kroenke  (  00) 

246 

7 

5 

21 

-1 
2 

7 

BOSTON  BRUINS/Jprpmv  Japnhs  ('75) 

236 

6 

12 

51 

95 

8 

MONTREAL  CANADIENS/Georse  Gillett  Jr  COD 

195 

15 

41 

90 

7 

9 

LOS  ANGELES  KINGS/Philip  Anschutz,  Edward  Roski  Jr  ('95) 

193 

5 

69 

80 

-5 

10 

CHICAGO  BLACKHAWKS/William  Wirt7  ('54^ 

WlllvnUv  U  LnwitllnTl  «\W/  V  V  1 1 M  dl  1 1  V  V  II  1 L  \  Jt^ 

178 

_7 

o 

71 

g 

11 

MINNESOTA  WILD/Rnbprt  Napeele  Jr  ('971 

163 

-2 

78 

71 

11 

12 

NEW  YORK  ISLANDERS/rharlp<;  Wane  Saniav  Kumar  '  001 

IlLTt    1  vlln  Ivkflll  UL I  Ivy  L/ 1  Id  1  ico  Wal  Ig,  Od  1 IJ  a  y  rVUIIIal    y  \J\J  / 

160 

5 

63 

64 

-g 

13 

TAMPA  BAY  LIGHTNING/William  Davidson  C99t 

1  Wlflrn  U  n  ■    biun  1  111  ItU/  VVIIIIalll  UdvlUiUll  ^  <j  <j  J 

150 

10 

33 

88 

g 

14 

SAN  JOSE  SHARKS/Kpvin  Tnmntnn  Grp^nrv  Rpvps  (  02) 
wnn  wwk  *jriMni\w/  r\cviii  oumijjiuii.  cj i  cgui  y  ricyco  \  uty 

149 

3 

30 

74 

1 

15 

VANCOUVER  CANUCKS/John  McCaw  Jr  (  95) 

148 

18 

KB 

75 

74 

1 

16 

ST  LOUIS  BLUES/William  Laurie,  Nancy  Laurie  ('99) 

140 

-5 

7 

69 

66 

-28 

17 

COLUMBUS  BLUE  JACKETS/John  H  McConnell  ('97) 

139 

-4 

8 

32 

66 

0 

18 

PHOENIX  COYOTESVSteven  Ellman  ('01) 

136 

14 

2 

44 

57 

-7 

19 

OTTAWA  SENATORS/Eugene  Melnyk  ('03) 

125 

7 

19 

■a 

-5 

20 

NEW  JERSEY  DEVILS/Jeffrey  Vanderbeek  ('04) 

124 

-14 

64 

-13 

21 

FLORIDA  PANTHERS/Alan  Cohen  (  01) 

121 

7 

2 

33 

60 

-3 

22 

CALGARY  FLAMES/Calgary  Flames  LP  (  80) 

116 

20 

16 

70 

2 

23 

WASHINGTON  CAPITALS/Theodore  Leonsis  ('99) 

115 

-11 

59 

61 

-14 

24 

NASHVILLE  PREDATORS/Craig  Leipold  (97) 

HI 

10 

33 

57 

6 

25 

MIGHTY  DUCKS  OF  ANAHEIM/Wait  Disney  Co  (  92) 

108 

-3 

0 

54 

-22 

26 

ATLANTA  THRASHERS/Steven  Belkin  ('04) 

106 

-4 

67 

59 

0 

27 

EDMONTON  OILERS/Edmonton  Investors  Group  (  98) 

104 

14 

19 

3 

28 

BUFFALO  SABRES/Thomas  Golisano  (  03) 

103 

8 

5S 

49 

51 

-10 

29 

PITTSBURGH  PENGUINS/Mario  Lemieux  (  99) 

101 

-12 

40 

52 

-0 

30 

CAROLINA  HURRICANES/Peter  Karmanos  Jr  ('94) 

100 

-9 

S3 

90 

52 

-18 

LEAGUE  AVERAGE 

163 

3 

7 

44 

75 

-3 

Revenues  and  operating  income  are  for  2003-04  season.  'Value  of  team  based  on  current  arena  deal  (unless  new  arena  is  pending),  without  deduction  for  debt  (other  than  arena  debt). 
2Current  team  value  compared  with  that  of  most  recent  transaction,  includes  arena  debt.  'Earnings  before  interest,  taxes,  depreciation  and  amortization.  5Value  adjusted  for  new  arena. 
NM:  Not  meaningful  (last  transaction  within  past  3  years).         STATISTICS  EDITOR:  KURT  BADENHAUSEN.  RESEARCHERS:  CECILY  FLUKE,  LESLEY  KUMP,  MICHAEL  K.  OZANIAN  AND  LACEY  RC 
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Hockey  Team  Valuations 


||  Philadelphia  Flyers  lost  $4.1  million.  The 
Ream  is  66%-owned  by  cable  operator 
jComcast.  The  Flyers  were  in  the  red 
Idespite  pulling  in  more  than  $8  million 
Sfrom  SportsNet,  a  cable  channel  major- 
ity-owned by  Comcast. 
I     The  real  value  for  Comcast  is  that  it 
has  used  the  Flyers  to  build  SportsNet 
1  into  a  powerful  regional  sports  channel, 
[internal  Comcast  documents  show  that 
tfor  the  12  months  ended  June  2003 
fcSportsNet  had  operating  income  before 
[depreciation,  amortization  and  charges 
of  $13.5  million,  $7  million  more  than  it 
had  two  years  prior.  The  Flyers  are 
worth  $264  million,  the  third  most  in 
the  league  and  $114  million  more  than 
Comcast  paid  for  the  team  and  their 
building  in  1996. 

Cablevision  Systems  has  used  the 
New  York  Rangers,  who  lost  $3.3  million 
ast  season,  in  a  similar  vein.  Cablevison 
ihows  Rangers  games  on  its  MSG  sports 
channel.  We  estimate  the  value  of  the 
Rangers  cable  deal  at  $18.4  million  last 
eason.  That's  the  second-richest  cable 
deal  in  hockey,  just  behind  the  Toronto 
Maple  Leafs.  But  packaging  is  everything 
in  today's  sports  world.  That's  why  a  bet- 
er  measure  of  the  value  of  the  Rangers  is 
Zablevision's  Madison  Square  Garden 
unit,  which  primarily  includes  Madison 
quare  Garden,  the  MSG  Network  and 
jrofessional  sports  teams.  Cablevision's 
EC  filings  say  the  MSG  unit  had  operat- 
ng  income  of  $57  million  last  year.  The 
Rangers  are  the  most  valuable  team  in 
he  league,  worth  $282  million. 

A  big  advantage  Comcast  and  Cable- 
vision  have  over  smaller  market  team 
owners:  Both  own  pro  basketball  teams  as 
well — the  76ers  and  the  Knicks,  respec- 
ively.  That  helps  build  advertising  rev- 
enues, says  sports  banker  Robert  Tilliss, 
:hief  executive  of  Inner  Circle  Sports. 

"The  cable  channels  are  worth  much 
more  with  the  hockey  programming  than 
they  would  be  without  it,"  says  Tilliss.  No 
urprise,  he  adds,  that  Stanley  Kroenke, 
who  owns  hockey's  Colorado  Avalanche 
and  the  Denver  Nuggets  of  the  NBA,  has 
tarted  his  own  regional  sports  channel, 
ivhich  will  broadcast  his  two  teams. 

It  certainly  hasn't  been  all  smooth  skat- 
ng  for  owners.  When  teams  have  lost 


plans  for  the  move  to  Newark  hit  a  polit- 
ical roadblock,  Puck  decided  to  unload 
the  team  at  a  fire-sale  price. 

We  wouldn't  want  the  players,  who 
average  $1.8  million  in  compensation,  to 
get  any  grand  ideas.  But  if  there's  any 
hope  for  hockey  to  return  to  the  ice  this 
season,  the  league  is  probably  going  to 
have  to  show  a  little  more  transparency 
and  disclose  all  of  an  owner's  sources  of 
revenue.  F 


value,  it  is  usually  because  the  owner  has 
not  leveraged  his  asset  beyond  hockey.  In 
June,  Puck  Holdings  sold  the  New  Jersey 
Devils  to  Jeffrey  Vanderbeek  for  $125  mil- 
lion, $51  million  less  than  Puck  paid  for  the 
team  in  2000.  Puck  was  an  affiliate  of 
YankeeNets,  which  wanted  to  use  the 
Devils,  who  lost  $13.9  million  last  season, 
as  programming  for  the  fledgling  YES  chan- 
nel when  the  team's  current  cable  deal 
expired  after  the  2006-2007  season.  Puck 
was  also  hoping  to  move  the  Devils  into  a 
new,  revenue-rich  building  in  Newark  that 
would  be  largely  financed  by  taxpayers. 

But  YES,  which  is  controlled  by  New 
York  Yankees  owner  George  Steinbrenner 
and  shows  mostly  Yankees  programming, 
took  off  without  the  Devils.  So  when  the 


Spending  Spree 

Anew  breed  of  hockey  owners  hun- 
t  gry  for  star  players  have  proven 
IT  II they  can't  control  their  spending  if 
left  to  their  own  devices. 

Five  years  ago  player  costs  repre- 
sented 59%  of  the  NHL's  total  revenues. 
Last  season  they  were  66%  of  revenues, 
as  salaries  have  gone  up  1.4  times  as  fast  as  revenues  have  since  1999.  Teams  like 
the  Washington  Capitals  and  the  St.  Louis  Blues  handed  out  multimillion-dollar 
contracts  without  the  revenues  to  support  the  deals.  Capitals  owner  Theodore 
Leonsis  doled  out  the  biggest  contract  in  NHL  history  in  2001  to  right  wing  Jaromir 
Jagr,  in  a  seven-year,  $77  million  deal. 

The  Blues'  highest-paid  player,  left  wing  Keith  Tkachuk,  got  a  four-year, 
$40  million  contract  from  the  team  in  2002.  Yet  both  teams  have  revenues  of  less 
than  $70  million  (placing  them  in  the  bottom  half  of  the  league)  and  have  had 
minimal  playoff  success  in  recent  years.  As  a  result  the  Capitals  have  lost  $61  mil- 
lion over  the  past  three  seasons,  while  the  Blues  are  $76  million  in  the  red.  For  NHL 
owners,  salvation  is  a  $31  million  salary  cap,  and  they  pray  to  Commissioner  Gary 


Bettman  every  day  that  he  can  deliver. 


—Kurt  Badenhausen 


The  increase  in 
player  costs  in 
the  NHL  has  sharply 
outpaced  revenue 
gains  since  the 
1999-2000  season. 


Player  costs 
as  %  of 


($bil) 
#  Player  costs 
9  Revenues 


FORBES-  November  29,  2004  129 


Ericsson 


Some 


Carl-Henric  Svanberg 
led  storied  LM  Ericsson 
away  from  telecom  turmoil. 
Now  he  wants  to  get 
another  billion  people 
on  the  phone. 
By  Michael  Freedman 


For  128  years  LM  Ericsson  brought 

telecommunications  to  the  world's  far- 
thest reaches.  Founded  in  Stockholm  in 
1876,  it  sold  phones  and  set  up  exchanges 
in  Mexico  City  and  Shanghai  around  the 
beginning  of  the  last  century.  Business  in 
Russia  was  going  so  well  in  1910  the 
company  considered  moving  there.  The 
company  has  been  through  wars,  coups 
d'etat  and  natural  disasters. 

Yet  Ericsson  was  nearly  crushed  when 
the  telecom  business  overreached  in  the 
late  1990s.  It  went  through  five  chief  exec- 
utives in  six  years.  Ultimately  55,000  jobs 
were  cut.  The  stock  dropped  from  $263  in 
March  2000  to  $3.40  two  years  later. 
Today  the  company  has  turned  a  cor- 
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ner — and  a  profit.  Sales  jumped  9%  in 
the  last  year  to  $18  billion.  Operating 
margins  hit  23%  in  the  quarter  ending 
Sept.  30.  The  stock,  too,  returned  to 
form — up  82%  over  the  last  1 2  months, 
outpacing  competitors  Nortel,  Lucent, 
Motorola  and  Nokia. 

Now  the  company  hopes  to  complete 
the  restoration  under  the  leadership  of 
Carl-Henric  Svanberg,  a  formidable 
Swedish  businessman  who  joined  the 
company  in  April  2003  as  chief  executive. 
Over  the  next  five  years  he  hopes  to  capi- 
talize on  Ericsson's  long-standing  rela- 
tionships in  140  markets  worldwide  to 
sell  the  networking  technology  that  will 
help  bring  mobile  telephony  to  1  billion 
new  customers,  while  offering  the  1.6  bil- 
lion existing  customers  mobile-phone- 
based  applications  that  go  well  beyond 
ubiquitous  voice  and  text  messaging. 

He  figures  that  at  least  700  million 
new  subscribers  could  come  from  emerg- 
ing markets.  India,  for  instance,  had  just 
5  million  mobile  subscribers  three  years 
ago,  but  the  government  set  a  goal  to  hit 


200  million  in  the  next  three  years.  Not 
even  3%  of  the  160  million  Pakistanis 
have  mobile  phones.  Russia's  population 
of  144  million  has  3.5  million  cell  cus- 
tomers. Its  target:  75%  to  80%  penetra- 
tion in  five  years. 

Consumers  in  these  markets  spend 
6%  to  7%  of  aftertax  income  on  this  sort 
of  communication,  twice  that  of  the  aver- 
age Westerner.  Fishermen  in  remote  vil- 
lages with  no  fixed  lines  use  mobiles  to 
know  which  market  to  head  to;  taxi  dri- 
vers in  poor  cities  say  they  can  double 
their  income  when  regular  customers  can 
phone  directly.  In  Bangladesh  women 
with  phones  become  entrepreneurs;  like 
walking  phone  booths,  they  sell  phone 
time  for  pennies. 

To  tap  this  market,  in  February  Erics- 
son introduced  the  Expander,  a  low-cost, 
highly  scalable  technology.  It  offers  less 
capacity  than  urban  stations  that  handle 
dense  traffic,  but  costs  10%  to  20%  less 
and  requires  half  as  many  antennas  to 
cover  a  similar-size  geography.  Johan 
Bergendahl,  marketing  vice  president, 


Dial  "M"  for  Malaysia:  Now  in  140  countries, 
Ericsson  is  aiming  for  emerging  markets. 


says  the  low  cost  will  attract  operator: 
that  have  to  figure  out  ways  to  stay  prof- 
itable at  an  average  monthly  revenue  pei 
user  of  just  $4 — one-eighth  of  the  average 
revenue  in  developed  nations. 

Svanberg  himself  recently  met  wit! 
Pakistan's  ambassador  to  Sweden.  "H< 
said  to  me,  'You  don't  understand  the 
importance  of  telecom.  Think  about  £ 
village  that  is  connected  and  another  thai 
is  not.  The  village  that  is  not  connected 
it's  like  it  doesn't  exist.  It  has  no  contacl 
with  the  outside  world.  It  has  no  busines: 
contacts.'" 

Ericsson  also  sees  opportunity  in  thf 
developed  world,  where  it  expects  opera- 
tors to  sign  up  at  least  100  million  sub- 
scribers by  2009  and  plans  to  roll  out  ovei 
the  next  18  months  the  highly  anticipated 
(and  much-hyped)  third-generation  ol 
mobile  telephony.  Once  a  cause  of  tele- 
com industry  trauma,  3G  could  transform 
now-humble  phones  into  devices  that 
offer  video  telephone  calls  and  greatei 
access  to  sports,  news  and  television  pro- 
grams. In  theory  a  3G  phone  can  zap 
e-mails  or  photos  and  download  music 


Talk  Is  Cheap? 


Usage  in  developed  nations  can  grow  if  rates  decline.  Cost  of 
a  three-minute  domestic  mobile  call  is  high  across  Europe. 


United  States 
22.8C 


Canada 
44.9C 


Finland  47.6C 
Sweden  76.9C 

Denmark  51. 4C 
U.K.  45.5C 
France  49.1C 
Spain  70.8C 
Belgium  26.7C 
Netherlands  65.9C 
Germany  41. 8C 
Italy  43.5C 


Source:  NUS  Consulting  Group. 
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Redefine  treatment  standards.  Lower  healthcare  costs. 

Many  local  Blue  companies  are  teaming  up  with  physicians  and 
their  patients  to  find  new  ways  to  care  for  chronic  conditions  like 
diabetes  and  asthma — reducing  complications  and  unnecessary  costs. 

Harvard  Medical  School  has  recognized  this  as  showing 
promise  to  improve  quality  and  control  rising  costs.  And  we're 
controlling  our  own  costs  too.  Blue  companies  now  have 
among  the  lowest  administrative  costs  in  the  industry. 
For  more  information,  visit  www.bcbs.com. 


BlueCross  BlueShield 
Association 

An  Association  of  Independent 
Blue  Cross  and  liluc  Shield  Plans 


Healthcare.  Affordable.  Now. 


"I  KNOW  WE  KNOW  STUFF. 
I'M  JUST  NOT 
SURE  WHAT  WE  KNOW." 

r  ^ 


IBM.  the  IBM  logo.  DB2,  the  On  Demand  logo  and  Express  Portfolio  are  registered  trademarks  or  trademarks  ol  International  Business  Machines  Corporation  in  the  United 
States  and/or  other  countries  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  ol  others  *  2004  IBM  Corporation  All  nghts  reserved 


ibm.com/ondemand 


Customer  information.  Sales  figures.  Cost  analyses.  You're  a  mid- 
sized company  sitting  atop  a  data  mountain.  And  buried  somewhere 
in  there  is  the  information  you  need  to  make  better  business 
decisions.  On  demand  decisions.  The  kind  that  improve  customer 
service  and  trump  your  competitors.  The  only  question  is,  how  do 

you  getatit?  "DATA  MINE  LIKE  THE  BIG  BOYS?" 

That  would  be  a  good  start.  And  it's  where  IBM  and  IBM  Business 
Partners  come  in.  First,  we  help  you  discover  where  all  that 
valuable  data  is  hiding.  (Hint:  it's  usually  in  disparate  and 
disjointed  IT  systems  or  arcane  processes.)  Then,  we  help 
identify  the  information  that's  most  useful  to  you:  the  data  that 
gives  you  an  edge.  Finally,  we  help  create  the  systems  you  need 
to  store,  protect  and  organize  that  critical  data,  day  in,  day  out. 

"IF  WE  COULD  AFFORD  THAT,  WE'D  ALREADY  BE  DOING  IT." 

Which  brings  us  to  the  good  news:  the  IBM  Express  Portfolio™  of 
offerings.  Hardware,  software,  services  and  financing,  designed 
specifically  for  mid-sized  companies  (their  needs  and  their 
wallets).  Like  DB2®  Content  Manager  Express,  which  can  integrate 
seamlessly  with  your  existing  business  applications,  helping  you 
manage  and  share  information  (even  the  information  in  faxes  and 

scanned  images)  "NOW  I  FEEL  LIKE  I  KNOW  SOMETHING.' 

You  do.  You  know  there  are  insights  in  that  mass  of  data.  And  like 
the  thousands  of  companies  that  already  benefit  from  the 
IBM  Express  Portfolio,  you  know  just  where  to  start  digging: 
ibm.com/ondemand/insight 

IBM  EXPRESS  PORTFOLIO  -  BUILT  FOR  MID-SIZED  BUSINESSES. 

EH]  DEMAND  BUSINESS 
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Good  Call 


In  Sony,  Ericsson's  once-troubled  handset  business  finds  a  partner— and  profits. 


r 


High  hopes  for  the  S700,  a 
5-ouncer  loaded  with  goodies. 


In  the  booming  1990s,  while  mobile 

phone  handset  makers  thrived, 
Ericsson  struggled.  Then  a  fire  at  its 
Albuquerque,  N.M.  supplier's  plant  in 
2000  left  the  company  unable  to 
capitalize  on  47%  growth  in  the 
market.  Quality-control  problems 
led  to  more  delays.  And  the 
engineering-heavy  company 
simply  failed  to  anticipate  the 
demand  for  sleek  design  and 
smart  features.  Ericsson  lost 
market  share  and  money.  "The 
products  were  just  not 
competitive,"  concludes  Ericsson 
executive  Jan  Wareby. 
So  in  2001  Ericsson  teamed  up  with 
Sony,  the  Tokyo  consumer  goods 
powerhouse.  The  choice  was  obvious:  Sony 
tapped  into  Ericsson's  expertise  in 
technology  and  its  relationships  with 
operators;  Ericsson  wanted  Sony's 
understanding  of  consumer  demands,  plus 
content  from  its  music,  film  and  gaming 


products.  So  far,  so  good.  A  year  ago  the 
venture  announced  its  first  profit.  In  the 
quarter  ended  Sept.  30  it  earned  $115  million 
on  $2.2  billion  in  sales— a  45%  jump  in  profit 
from  the  year  before.  Profits  are  split  evenly 
between  the  partners. 

Sony  Ericsson  is  still  struggling  for 
market  share,  but  it  has  high  hopes  for  its 
new  S700  phone,  a  5-ouncer  with  a  color 
LCD,  streaming  video,  music  capability  and  a 
1.3-megapixel  camera.  And  as  3G  networks 
are  unrolled  in  the  next  18  months 
worldwide,  Wareby  says  he  expects  a  big 
chunk  of  sales  to  come  from  3G-capable 
phones.  Yet  growth  here  may  be  relatively 
slow;  the  best-known  3G  feature  is  the 
videophone,  which  naturally  requires  two 
participants,  each  with  an  equipped  phone. 
"Of  course,  the  first  group  that  gets  3G 
phones  are  the  gadget  freaks,"  says  Wareby, 
head  of  sales  and  marketing.  "And  often 
gadget  freaks  talk  to  gadget  freaks,  and  it 
starts  to  build  momentum."  And,  perhaps, 
more  profits  for  Sony  Ericsson.  —  M.F. 


and  video  at  up  to  ten  times  the  speed  of 
current  phones. 

Already  more  telephones  with  digital 
cameras  are  sold  each  year  than  stand- 
alone digital  cameras.  Downloading  ring- 
tones  is  a  $2  billion-to-$3  billion  busi- 
ness, and  consumers  pay  more  for  one 
ring  tone  than  for  an  entire  song.  A  bil- 
lion text  messages  are  sent  each  day. 
Meanwhile,  mobile  voice  calls  still  repre- 
sent less  than  20%  of  all  voice  traffic.  As 
per-minute  phone  prices  decline,  Svan- 
berg  says,  particularly  in  pricey  Europe 
(see  chart,  p.  132),  the  market  will  grow. 

If  he  is  right,  he  will  be  responsible  for 
overseeing  a  remarkable  turnaround  in 
Ericsson's  fortunes.  Like  the  rest  of  the 
telecom  industry,  Ericsson  saw  tremen- 
dous growth  in  the  early  1990s.  Revenue 
jumped  from  $6.2  billion  in  1992  to  $23 
billion  five  years  later. 

Yet  spending  was  out  of  control.  Engi- 
neers were  retained  by  allowing  them  to 
work  from  home,  forcing  Ericsson  to  open 


research  centers  in  far-flung  locales.  With 
ironically  poor  communications,  engineers 
duplicated  projects.  The  company's  mo- 
bile phone  handset  business,  21%  of  sales, 
struggled  (see  box).  In  October  1998 
investors  were  told  there'd  be  no  profit 
warning.  In  an  embarrassing  reversal  six 
weeks  later,  one  was  issued.  Ericsson's  stock 


ther  capital  for  network  equipment,  an( 
Ericsson's  order  books  dried  up.  Sales,  at ; 
high  of  $37.5  billion  in  2000,  dropped  ii 
half  in  two  years.  The  company,  which  ha< 
record  profit  of  $3.2  billion  in  2000,  wa 
suddenly  losing  that  much  money. 

Kurt  Hellstrom,  then  chief  executive 
resurrected  the  mobile  handset  busines 


"In  this  industry,  every  time  the  technology  shifts, 
there's  somebody  losing  out  and  somebody  coming 
in.  But  Ericsson  has  always  come  out  on  top." 


lost  27%  in  a  matter  of  days. 

Amid  musical  chairs  in  the  executive 
suite,  the  consumer  division  continued  to 
struggle,  along  with  the  company's  infra- 
structure business.  Network  operators  like 
Vodafone  had  paid  $150  billion  in  gov- 
ernment auctions  to  buy  spectrum  for 
third-generation  mobile,  from  which  so 
much  was  expected.  But  they  had  no  fur- 


and  started  a  reorganization  that  woulc 
ultimately  cut  more  than  half  of  th< 
107,000  employees.  When  he  retired,  th< 
board  turned  to  Svanberg,  a  mainstay  ir 
Sweden's  tight-knit  business  community 
Svanberg's  impressive  resume,  how 
ever,  had  no  telecom  entry.  Some  employ 
ees  were  nervous.  In  60  years  Ericsson'! 
board  had  not  nominated  someone  with 
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Ericsson 


Musical  Chairs 


Ericsson  went  through  management  shifts  as  its  stock  price  was  whipsawed  amid  volatile 
times  in  telecom.  Svanberg's  2003  appointment  as  CEO  made  him  the  fifth  in  six  years. 


$300 


Ericsson's  stock  price  ($US) 


SVEN-CHRISTER  NILSSON 
Became  CEO  in  March  1998  and 
resigned  in  July  1999  as  costs  outraced 
revenues.  The  board  grew  impatient  for 
reorganization. 


LARS  RAMQVIST 
Returned  as  CEO  to  repWce 
Nilsson.  Shares  zoomed  * 
new  high  in  telecom  bubbl 
but  trouble  was  in  store:  sal 
would  halve  as  operators 
exhausted  cash  on  licenses 


KURT  HELt/MOM 
Graduajpgto  CEO,  he 
partngfed  with  Sony  to 
revive  ailing  handset 

liness  while  setting 
cffurse  to  cut  company 
payroll  by  half. 


'98  '99 

Source:  FT  Interactive  via  FactSet  Research  Systems. 


out  industry  experience  to  the  job.  Yet 
Svanberg  says  the  move  was  something  of 
a  homecoming.  He  began  his  career  at 
ABB,  a  Zurich  company  that,  like  Erics- 
son, builds  complex  systems  but  has  just  a 
few  customers.  Later  he  headed  to  Assa 
Abloy,  a  Swedish  lock  manufacturer, 
which  was  the  reverse — a  simple  technol- 
ogy with  a  complex  business  and  hun- 


'00 


'01 


'02 


'03 


'04 


salvageable.  "For  me  to  imagine  that 
telecommunications  wasn't  going  to  be  a 
growth  industry  was  hard,"  he  says. 

Svanberg  completed  the  restructuring 
started  by  his  predecessor,  including 
reducing  the  number  of  research  and 
development  centers  from  85  to  25,  out- 
sourcing manufacturing  and  clarifying  the 
organizational  chart  to  give  remaining 


"You  don't  understand  the  importance  of  telecom. 
Think  about  a  village  that  is  connected  and  one  that 
isjiot.  The  one  that  is  not  is  like  it  doesn't  exist." 


dreds  of  customers  and  supply  chains. 
Under  Svanberg  the  company  made  100 
acquisitions,  becoming  the  world's  largest 
lockmaker. 

But,  nearing  age  50,  Svanberg  began 
to  wonder  if  someone  else  could  do  a  bet- 
ter job  there.  Although  he  knew  little 
about  Ericsson  beyond  what  he'd  been 
reading  in  the  press,  he  had  faith  that  a 
company  that  lasted  this  long  would  be 


employees  the  confidence  to  take  initia- 
tive. Says  he:  "There  were  still  people  say- 
ing, 'I  would  like  to  work  more  and  I 
would  like  to  take  more  responsibility,  but 
the  organization  is  so  unclear  that  if  I  try 
to,  I'll  probably  only  get  blamed  if  some- 
thing goes  wrong.'" 

Finally,  in  October  2003,  Ericsson 
announced  it  turned  a  profit,  excluding 
restructuring  charges.  "Confidence," 


Svanberg  told  investors,  "has  returned  to 
the  industry." 

Yet  even  today  the  company  is  in  a 
precarious  position.  In  October  Ericsson 
warned  that  the  robust  market  growth  in 
2004  would  slow  next  year.  The  company 
will  need  to  find  savvy  operators  and  bold 
entrepreneurs  who  can  figure  out  a  way 
to  make  a  profit  selling  mobile  telephony 
to  some  of  the  poorest  people  in  the 
world.  And  3G  faces  huge  hurdles,  too, 
including  high  prices  and  competition 
from  faster,  cheaper  wireless  Internet 
technologies.  Handset  makers  and  opera- 
tors like  T-Mobile,  Orange  and  Vodafone 
are  treading  cautiously  amid  talk  of 
glitchy  handsets,  patchy  network  coverage 
and  lackluster  demand  outside  of  early- 
adopter  zones  such  as  Japan  and  South 
Korea. 

Svanberg,  though,  is  undaunted.  "In 
this  industry,"  he  says,  "every  time  the 
technology  shifts,  there's  always  some- 
body losing  out  and  somebody  coming 
in.  But  Ericsson  has  always  come  out 
on  top."  F 
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Banned  in  Florida 


Now  criminal  in  certain  states:  the  law 
of  supply  and  demand  |  By  Dan  Seligman 


CHARLEY,  FRANCES,  IVAN  AND 
Jeanne — the  four  merciless  hurri- 
canes that  serially  clobbered  Florida 
over  a  recent  six-week  span — will  long 
live  in  infamy  throughout  the  state.  Not 
generally  rated  infamous,  except  by  econ- 
omists, was  the  state's  policy  response  to 
the  disaster. 

Every  county  in  Florida  was  beaten 
up  by  the  storms.  Insured  losses  sur- 
passed even  the  $20  billion  record  (in 
today's  dollars)  set  by  Andrew  in  1992. 
The  Red  Cross  estimated  that  9  million 
people  in  Florida  were  evacuated  from 
their  homes.  Millions  of  homes  and 
offices  in  the  state  were  without  power 
for  days.  And  state  policy  made  things 
worse. 

The  policy  in  question  is  the  state's 
"antigouging"  law.  Florida  is  one  of  a 
number  of  states — the  others  include 
Arkansas,  California,  Connecticut, 
Hawaii,  Louisiana  and  Texas— that  bar 
large  price  increases  after  disasters.  The 
Florida  statute,  passed  by  the  legislature 


after  Andrew,  makes  it  a  "civil  crime"  to 
gouge  anytime  the  governor  declares  a 
state  of  emergency.  (The  declaration  this 
time  came  Aug.  10.)  Gouging  is  defined 
as  selling,  or  even  offering  to  sell,  any  of 
life's  necessities  if  there  is  a  "gross  dispar- 
ity" between  the  new  prices  and  those 
charged,  on  average,  during  the  30  days 
before  the  governor's  declaration.  Fines 
ranging  up  to  $25,000  a  day  are  imposed 
for  gouging,  and  a  movement  is  afoot  to 
amend  the  law  and  add  criminal  penal- 
ties, i.e.,  jail  time. 

"We're  pushing  for  that,"  says  State 
Attorney  General  Charlie  J.  Crist,  who 
adds:  "We  think  it  ought  to  be  a  criminal 
offense.  Because,  frankly,  if  somebody 
wants  to  take  advantage  of  somebody  else 
while  they're  suffering,  that  is  a  crime." 

The  attorney  general's  view  appears 
to  be  wildly  popular  in  the  Florida 
media,  not  to  mention  the  Florida  legis- 
lature. A  Nexis  check  on  the  75  most 
recent  news  stories  in  the  state's  papers 
mentioning  "gouging"  in  proximity  to 


"hurricane"  turned  up  none  that  regis- 
tered any  doubt  about  the  wonderfulnes: 
of  the  antigouging  law. 

In  phone  interviews  Democratic  State 
Senator  David  Aronberg  and  State  Rcpre 
sentative  Leslie  Waters,  who  is  a  Republi 
can,  both  testify  that  they  are  unaware  o 
any  legislators  opposing  the  law.  "Nope,' 
says  Waters,  who  heads  a  House  o 
Representatives  post-hurricane  worl 
group  looking  into  possible  changes  ir 
Florida  law.  "Never  heard  that." 

And  yet  the  law  is  an  economic  absur 
dity.  In  conversations  with  the  legislator 
and  the  attorney  general  one  keeps  hear 
ing  that  it  prevents  hurricane  victim: 
from  being  priced  out  of  the  market.  On< 
never  gets  a  straight  answer  to  a  questior 
that  must  have  occurred  to  a  lot  of  th< 
victims:  Who  cares  about  the  price  wher 
there's  no  market? 

The  first  effect  of  a  hurricane  or  an] 
other  natural  disaster  is  to  create  short 
ages  of  commodities — bottled  water,  ply 
wood,  generators,  skilled  and  unskillec 
labor — that  are  otherwise  readily  avail 
able.  In  the  early  days  of  Charley,  wit! 
power  outages  all  over  central  Florida,  th< 
first  duty  of  state  government  shoulc 
have  been  to  suspend  the  antigouginj 
laws  and  welcome  any  out-of-state  entre 
preneurial  characters  who  had  truckload 
full  of  generators  and  a  yen  for  a  fas 
buck.  Obviously,  they  would  be  selling  a 
market-clearing  prices,  which  would  be ; 
lot  higher  than  the  prior  month's  prices 
But  it  is  also  obvious  that  the  standarc 
transaction  would  involve  only  willing 
adults,  one  of  them  extremely  eager  tc 
stop  living  in  the  dark. 

No  rational  purpose  was  served  b) 
preventing  these  transactions — which 
even  in  the  absence  of  any  "welcome' 
signals  from  the  state  government,  wen 
fairly  numerous  in  the  early  days  of  the 
disaster.  Unfortunately,  the  antigouging 
forces  soon  enough  hit  their  stride,  anc 
by  Aug.  1 7  the  Palm  Beach  Post  was  able 
to  supportively  quote  an  official  fron 
the  attorney  general's  office  on  the  suc- 
cess of  their  offensive.  Deathless  quote 
"We  get  a  lot  of  these  out-of-staters  anc 
say,  'Go  back  where  you  came  from.' " 

It  seems  that  our  hypothetical  willing 
buyer  was  not  the  only  guy  in  the  dark  ¥ 
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lio's  capital  city.  Ohio's  largest  city.  Columbus.  This 

here  the  land  finally  breaks  free  of  the  Appalachian 

ntains,  spilling  into  a  city  that's  a  mixture  of  East  Cos 
hetics,  West  Coast  chic  and  Midwestern  values. 

a  place  where  tradition  mingles  with  innovation  to  create  the  nevfe 
srican  city.  As  the  fastest-growing  region  in  the  state,  greater  Columt 
i  is  on  a  roll.  Located  squarely  in  the  middle  of  Ohio,  Columbus'  geography, 
pie  and  potential  are  contributing  to  a  wealth  of  economic  advantages, 
pnsidered  one  of  the  most  stable  metropolitan  areas  in  the  Midwest,  Columbus  is 
erica's  I5th-largest  city.  With  a  metropolitan  population  of  more  than  1.6  million 
pie,  Columbus  recently  surpassed  Cleveland  as  the  state's  largest  city. 


EBUSINESS  ENVIRONMENT 

nee  Michael  B.  Coleman  was  first 
(ted  mayor  in  1999,  he  has  dedicated 
administration  to  job  creation  and 
tral  city  revitalization  with  a  focus 
lowntown. 

ith  the  establishment  of  Coleman's 
/  Era  Economic  Development  Program, 
city's  Department  of  Development 
been  aggressively  recruiting  and 
ining  businesses  through  new 
ntives  and  partnerships, 
le  city  offers  numerous  tax  incentive 
ages  for  start-ups  and  existing  busi- 
ses,  including  the  Downtown  Office 
ntive.  Some  of  these  businesses  are 
ble  for  cash  payments  equal  to  50% 
fie  amount  they  pay  the  city  in  with- 
iling  income  tax  for  up  to  five  years, 
bur  efforts  have  established  a  fertile 


business  climate  and  helped  create  or 
retain  nearly  10,000  jobs  with  more  than 
$3  billion  in  private  investment,"  Coleman 
says.  "We  are  an  extremely  business- 
friendly  city."  Coleman's  progressive 
leadership  in  economic  development  was 
a  major  reason  he  was  reelected  in  2003. 

DYNAMIC  BUSINESS 
COMMUNITY 

Columbus  has  a  diverse,  well-balanced 
economy  that's  not  tied  exclusively  to  any 
single  business  sector  or  industry.  The 
seven  counties  of  Greater  Columbus 
encompass  3,579  square  miles,  providing 
a  wide  range  of  urban  and  suburban 
commercial  and  industrial  properties,  as 
well  as  developable  land  that's  suitable 
for  a  variety  of  business  needs. 

Greater  Columbus  is  home  to  numerous 


major  public  and  private  companies,  includ- 
ing American  Electric  Power  Co.  Inc., 
Nationwide,  Cardinal  Health,  Worthmgton 
Industries,  Wendy's  International,  Limited 
Brands  Inc.,  Big  Lots  Inc.,  Borden  Chemical 
Inc.,  Scotts  Co.  and  White  Castle  Inc. 

NATIONWIDE  ON 
COLUMBUS'  SIDE 

Without  question,  Nationwide  Insurance 
has  had  the  largest  corporate  impact 
on  the  city's  downtown.  The  $148  billion 
company  has  been  a  steadfast  contribu- 
tor to  Columbus'  development.  During 
the  early  1970s,  when  corporate  flight 
to  the  suburbs  was  commonplace, 
Nationwide,  one  of  the  country's  largest 
diversified  insurance  and  financial 
services  companies,  kept  its  headquar- 
ters in  downtown  Columbus. 


Michael  G.  Morris 

Chairman,  President  and 
Chief  Executive  Officer 

AMERICAN  ELECTRIC  POWER,  INC. 

American  Electric  Power  owns  more 
than  36,000  megawatts  of  generating 
capacity  in  the  U.S.  and  is  the  nation's 
largest  electricity  generator.  AEP  is  also 
America's  largest  consumer  of  coal, 
which  accounts  for  more  than  two-thirds 
of  the  company's  generating  capacity. 
AEP's  remaining  generation  is  fueled  by 
natural  gas,  nuclear  power,  and  hydro 
and  wind  power. 

The  company  this  year  committed  to 
investing  approximately  $3.5  billion 
through  2010  to  install  additional  environ- 
mental controls  on  its  generation  fleet. 

AEP  is  also  one  of  the  largest  electric 
utilities  in  the  U.S.,  with  more  than 
5  million  customers  linked  to  the  com- 
pany's 11 -state  electricity  transmission 
and  distribution  grid.  Headquartered  in 
Columbus,  Ohio,  AEP  serves  customers 
in  Arkansas,  Indiana,  Kentucky,  Louisiana, 
Michigan,  Ohio,  Oklahoma,  Tennes 
Texas,  Virginia  and  West  Virginia. 

The  company's  long-term  business 
strategy  focuses  on  its  core  domestic 
utility  businesses.  AEP  has  divested 
international  and  non-strategic  domestic 
assets  this  year,  receiving  $1.2  billion  that 
is  being  used  to  reduce  debt  and 
strengthen  the  balance  sheet. 
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That  choice  has  translated  to  Nationwide 
becoming  the  largest  private  landowner 
downtown,  with  65  acres  and  3.1  million 
square  feet  of  office  space.  Nationwide 
also  is  the  largest  private-sector  -down- 
town employer.  Through  its  subsidiary, 
Nationwide  Realty  Investors,  Nationwide 
has  ownership  interests  in  more  than 
30  office  buildings,  apartments,  hotels, 
parking  lots  and  other  properties  in 
Greater  Columbus. 

A  good  portion  of  that  ownership  is  in  the 
Nationwide  Arena  and  the  surrounding 
Arena  District,  a  combined  $500  million 
development  in  which  Nationwide  is  the 
lead  investor.  The  area  is  a  shining  architec- 
tural showplace  of  residential,  commercial, 
dining  and  entertainment  venues  built  on 
land  adjacent  to  the  former  Ohio 
Penitentiary.  The  Arena  is  the  district's 
centerpiece  and  home  to  the  National 
Hockey  League  Blue  Jackets. 

"We  want  to  turn  this  area  into  a  24/7 
attraction,"  says  Nationwide  Chief  Executive 
Officer  Jerry  Jurgensen.  When  all  is  said 
and  done,  he  predicts  Nationwide  will  have 
$1  billion  invested  in  downtown  Columbus. 

With  an  emphasis  on  housing,  the  com- 
pany is  now  turning  its  attention  to  other 
parts  of  downtown  and  hopes  to  lend 
development  expertise  to  the  Scioto  Mile 
and  RiverSouth. 

"Columbus  is  on  the  move  and  all  arrows 
are  pointing  up,"  says  Jurgensen.  "The 
cranes  are  on  the  horizon  now." 

THE  CITY'S  SHINING  LIGHT 

In  1980,  after  calling  New  York  City  its 
corporate  headquarters  for  nearly  75 
years,  American  Electric  Power  began 
moving  its  corporate  offices  to  Columbus. 
The  company  finished  the  move  in  1983 
with  the  completion  of  a  31-story  office 
facility  downtown. 

Today,  AEP  is  the  nation's  largest  elec- 
tricity generator,  owning  more  than  36,000 
megawatts  of  generating  capacity  in  the 
U.S.  AEP  has  more  than  5  million  cus- 
tomers linked  to  its  11-state  electricity 
transmission  and  distribution  grid. 

The  company  has  remained  dedicated  to 
growing  within  the  city  and  providing  an 
unsuroassed  quality  of  life  for  its  employ- 
ees and  the  community.  AEP  has  twice 
been  named  one  of  the  "100  Best 
Companies  for  Working  Mothers"  by 
Working  Mother  magazine. 


"A  healthy  workforce  and  comrr 
translates  to  a  healthier  business  clin 
says  Michael  Morris,  AEP's  chair 
president  and  chief  executive  of 
"We've  made  it  a  central  theme  to 
on  improving  the  community  in  whic 
employees  work." 

Also  this  year,  AEP  donated  la 
owned  on  the  banks  of  the  Scioto 
which  runs  through  the  heart  of  dowm 
to  provide  an  important  connecting  li 
the  Scioto  Mile,  or  what  is  knovv 
Columbus'  "Emerald  Necklace."  The 
encompasses  both  sides  of  the  river 
adjoining  parkland,  linking  new  dowr 
developments  such  as  the  Cent< 
Science  and  Industry,  the  $120  n 
Miranova  residential  tower,  RiverSouti 
idential  developments,  the  Arena  D 
and  the  recently  renovated  State  of 
Supreme  Court  and  City  Hall. 


ENTREPRENEURIAL  SPIRIT 

Mayor  Coleman  has  long  been  a  p 
nent  of  cutting-edge  urban  develop 
projects,  and  his  administration  has 
nered  with  many  private  and  public  er 
to  foster  innovative  business  developr 

"Columbus  remains  strong  becaus 
bring  people  together  to  get  things  ( 
no  matter  where  you  grew  up,  when 
go  to  church,  where  you  work,  how 
vote  or  how  much  money  you  it 
Coleman  says. 

The  city  recently  partnered  with 
state  to  help  fund  a  $7.2  million  pi 
that  sets  Columbus  apart  from  ] 
American  cities:  the  Cap  at  Union  St< 
The  Cap  is  a  set  of  enclosed  bridges  I 
ing  restaurants  and  other  shops  that  s 
a  10-lane  interstate  highway,  and  re* 
downtown  to  one  of  the  city's  gallen 
entertainment  districts. 


The  energy  of  Columbus. 


Proudly  headquartered  in  Columbus,  Ohio,  American  Electric  Power  is  one 
of  the  nation's  largest  electric  utilities.  AEP  owns  and  operates  more  than 
38,000  megawatts  of  generation  capacity  in  the  United  States  and  serves 
more  than  5  million  commercial,  industrial,  and  residential  customers  in  our 
11 -state  territory.  As  the  region's  largest  electricity  provider,  AEP  is  involved 
in  the  vitality  of  the  metropolitan  Columbus  area.  And  because  growth 
requires  energy,  AEP  is  there,  always  working  for  you. 


*  AMERICAN 

■  ELECTRIC  F°r  more  information 

POWER  visitAEP.com. 
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Jerry  Jurgensen 

Chief  Executive  Officer 
NATIONWIDE 


Since  Nationwide's  founding  here  in 
1926,  we  have  worked  hard  to  improve 
he  community  in  which  we  live  and 
(.vork.  We  do  this  for  a  simple  reason:  It's 
'he  right  thing  to  do. 

We  are  very  proud  of  our  partnership 
with  Greater  ColumPus.  From  the  devel 
Spment  of  our  current  headquarters  in 
downtown  Columbus  30  years  ago  to  the 
Creation  of  Nationwide  Arena  and  the 
Vena  District,  we  have  elected  to  grow 
ocally.  Our  commitment  to  economic 
development  in  Columbus  not  only 
trengthens  Nationwide,  but  it  also  helps 
he  larger  community  attract  and  re 
he  people  and  businesses  that  furtr 
enrich  our  social  fabric. 

Every  dollar  Nationwide  spends  in  the 
community  —  whether  for  commercial  real 
sstate,  affordable  housing  ventures  or 
charitable  purposes  —  is  an  investment  in 
e  quality  of  life  in  Columbus.  Nationwide 
issociates  also  exhibit  an  On  Your  Side™ 
itude  through  countless  hours  volunteer- 
g  for  many  community  organizations. 
Nationwide  and  Coiumbus  are  better 
:ogether.  Helping  build  a  better  commu- 
lity  is  important  to  us,  and  we  look  for- 
ward to  a  continued  partnership 
Sreater  Columbus. 


PARTNERING  FOR  EXCELLENCE 

Partnerships  between  public  and  private 
entities  have  a  long  history  of  playing  key 
roles  in  generating  future  jobs  and  econom- 
ic growth  in  Columbus.  For  instance,  the 
Greater  Columbus  Chamber  of  Commerce 
partnered  with  the  city  and  Ohio  State 
University  to  develop  a  growth  strategy  that 
identified  three  primary  assets  —  or  Targets 
of  Excellence  —  in  Columbus.  Those  assets 
include  life  sciences,  advanced  logistics  and 
downtown's  creative  services. 

"The  strategy  leverages  our  region's 
unique  assets  to  grow  high-skill,  high-wage 
jobs  in  these  three  areas  to  establish  our 
region  as  an  unmatched  economic  power- 
house," says  Ty  Marsh,  chamber  president 
and  chief  executive  officer. 

Another  key  group  is  the  Columbus 
Partnership,  formed  by  24  executives  and 
leaders  from  Central  Ohio  businesses  to 
encourage  civic  improvements  and  eco- 
nomic development.  The  organization  has 
commissioned  several  studies  looking  into 
arts  and  culture,  economic  development, 
education,  health  care  and  philanthropy. 

One  major  collaboration  between  the 
public  and  private  sectors  has  been  Mayor 
Coleman's  America's  21st  Century  City,  an 
effort  to  revitalize  the  city's  older  neighbor- 
hoods that  has  resulted  in  commitments 
of  more  than  $3.5  billion  from  private 
financial  institutions. 

RESEARCH  MECCA 

Columbus'  research  institutions  have 
been  ranked  among  the  best  in  the  world, 
particularly  in  life  sciences.  Major  bio- 
science research  organizations  in  Columbus 
include  Battelle  Memorial  Institute,  Ohio 
State  University,  Columbus  Children's 
Hospital,  Roxane  Laboratories,  Ross 
Products,  a  division  of  Abbott  Laboratories, 
and  Chemical  Abstracts  Service. 

In  an  effort  to  combine  scientific 
research  with  economic  development, 
Battelle  and  Ohio  State  University  have 
embarked  on  a  plan  to  turn  200,000  square 
feet  of  a  vacant  downtown  Lazarus  depart- 
ment store  into  a  research  center  for  sci- 
ence and  the  arts.  Research  will  focus  on 
environmental  and  life  sciences.  The 
restored  building  would  also  serve  as  an 
incubator  for  new-technology  businesses 
and  a  magnet  for  artist  studios,  galleries 
and  restaurants. 


ACCESS  TO  MARKETS 

Greater  Columbus  is  within  a  one 
drive  of  nearly  60%  of  U.S.  consi 
markets  and  half  of  Canada's  consi 
markets.  Columbus  has  capitalized  o 
fortuitous  geographic  location  by  emph 
ing  its  advanced  logistics  capabilities, 
officials  are  partnering  with  private  indi 
to  develop  a  new  rail  and  truck  intern- 
facility  at  Rickenbacker  International  Air 
In  addition  to  Rickenbacker  and  the  n 
renovated  Port  Columbus  Internat 
Airport,  the  city  is  home  to  the  high 
Defense  Supply  Center  at  Columbus,  v 
employs  2,000  people  and  operates  a; 
computerized  nerve  center  for  Departr 
of  Defense  supply  distribution. 


A  FUTURE  IN  THE  MAKING 

Columbus  has  received  high  rani 
from  numerous  publications  as  one  o 
best  places  to  live  and  work,  and  rv 
Coleman  intends  to  build  on  that  moi 
turn.  "A  City  for  the  21st  Century."  T 
how  Coleman  refers  to  his  city, 
because  our  best  days  are  still  ah< 
Coleman  says.  "The  economic  vil 
found  in  Coiumbus  is  unmatched  thrc 
out  the  Midwest,  and  our  geographic 
tion  and  technology  base  are  key  fai 
for  future  growth." 


City  of  Columbus,  Ohio 

www.columbus.gov 

Greater  Columbus  Chamber 
of  Commerce 

www.columbus-chamber.org 

American  Electric  Power 

www.AERcom 

Nationwide 

www.nationwide.com 


ationwide.coml 


Life  comes  at  you  fast. 

Nationwide  is  on  your  side. 


Investments  i  Retirement  Insurance 


ranwide,  Nationwide  is  on  your  side,  and  the  Nationwide  frame  are  federally  registered  service  marks  of  Nationwide  Mutual  Insurance  Company.  Life  comes  at  you  fast  is  a  service  mark  of  Nationwide  Mutual  Insurance  Company, 
ronwide  Investment  Services  Corporation.  Member  NASD  Nationwide  Mutual  Insurance  Company  and  Affiliated  Companies.  Home  Office:  Columbus.  OH  43215-2220.  ©2004  Nationwide  Mutual  Insurance  Company.  All  Rights  Reserved 
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"Too  good  a 
job":  Lidow 
was  forced  to 
rebuild  his 
dad's  company 
more  around 
customers 
than  devices. 


t  Look  Back 

Being  first  no  longer  worked  for  Alex  Lidow's 
electronics  business.  It  had  to  get  smart,  too. 

By  Tomas  Kellner 


VERY  ENTREPRENEUR  GETS  THROWN  FROM  HIS  HIGH  HORSE.  ALEXAN 
der  Lidow,  chief  executive  of  International  Rectifier,  still  feels  bruises  st 
years  after  his  tumble.  Business  was  humming  for  the  world's  oldest  semi 
conductor  company,  which  makes  so-called  power  conversion  compo 
nents  for  PCs,  consumer  electronics,  telecom  and  the  auto  industry.  (Thes 
chips,  some  as  big  as  credit  cards,  move  juice,  not  data.)  Lidow  had  jus 
shipped  a  batch  of  discrete  transistors  to  Intel,  which  was  building  its  Pen 
tium  II  processor.  "We  were  so  proud,"  recalls  Lidow,  now  50.  "They  worked  so  well. 

Then  Intel  called  to  complain.  The  new  transistors  were  sending  jumbled  electrics 
currents,  heating  up,  even  stalling  the  powerful  Intel  chip.  Lidow  took  the  new  devic 
back  into  the  lab  and  came  up  with  an  even  better  Mosfet  (or  "metal-oxide  field  ef 
feet  transistor"),  a  thumbnail-size  square  of  silicon  and  copper.  It  performed  evei 
worse.  Lidow,  who  has  a  doctorate  from  Stanford  in  applied  physics,  was  crushed 
"We'd  defined  ourselves  as  the  best  power  Mosfet  company  in  the  world,"  he  says. 

Not  anymore.  Lidow  and  a  fellow  IR  engineer  had  invented  the  transistor  back  Li 
1979,  revolutionizing  power  management  by  distributing  elections  through  microchip 
with  near-perfect  efficiency.  The  company  licensed  the  technology,  collected  hun 
dreds  of  millions  of  dollars  in  royalties — and  watched  its  innovation  become  an  eve 
cheaper  commodity.  Lidow  realized  he  had  to  go  back  to  the  drawing  board  for  mor 
than  just  transistor  design.  He  needed  to  rebuild  the  company  around  the  customei 
That  was  a  tough  act  for  an  outfit  grounded  in  innovation  and  geared  up  for  mas 
production.  International  Rectifier  was  founded  by  Alex's  father,  Eric,  in  1 947.  The  elde 
Lidow  had  arrived  in  America  in  1937  from  Nazi  Germany,  where  he  had  studied  opto 
electrics  at  the  Berlin  Technical  University.  Bad  place  and  time  for  a  Jew  from  Lithua 
nia.  During  the  war  he  built  bomb  detonators  for  Selenium  Corp.,  later  acquired  b 
Sperry,  and  hived  off  on  his  own.  His  first  product  was  a  primitive  selenium  semicon 
ductor  called  the  rectifier,  which  allowed  electricity  to  flow  one  way  but  not  the  other 
Eric  Lidow  spent  most  of  the  next  half-century  improving  the  device — movin; 
from  selenium  and  germanium  to  silicon — and  creating  thyristors  (which  act  a 
switches  or  voltage  regulators)  and  transistors.  He  took  IR  public  in  1958  and  amasse< 
thousands  of  patents  in  the  U.S.,  Europe  and  Asia.  But  he  also  had  a  notion  that  th 
company's  mainstay,  bipolar  transistors,  would  someday  cease  to  provide  a  livelihood 
Eric's  son  and  some  fellow  researchers  came  up  with  a  new  device,  the  hexag 
onal  field  effect  transistor  (Hexfet),  whose  efficiencies  made  it  an  ideal  componen 
for  Apple's  early  models  and  IBM's  first  PC.  While  Alex  celebrated  the  invention,  hi 
father  prophesied  the  day  it  would  become  commoditized:  "Son,  you've  done  to< 
good  a  job — look  at  what  the  Japanese  are  doing  with  memory  chips." 

Still,  it  took  the  Intel  fiasco  to  bring  changes  to  International  Rectifier.  The  fututf 


9,  2004 


PUTTING  HYBRID  TRUCKS  TO  WORK  WHEN  DISASTER  STRIKES. 


If  there  were  ever  any  doubts  that  hybrid  vehicles  could  deliver  the  same  power  as 
their  traditional  counterparts,  they  were  quickly  erased  this  summer. 

As  a  fleet  of  hybrid  trucks  rolled  into  Florida  in  the  wake  of  this  season's  hurricanes, 
everyone  knew  they'd  help  get  people  and  supplies  where  they  needed  to  go. 
But  in  times  like  these,  it  seems  the  real  benefit  of  a  hybrid  engine  is  mobile 
electricity.  And  with  accessory  power  outlets  standard  on  every  GM  hybrid,  these 
trucks  —  capable  of  running  power  tools  or  doubling  as  generators  —  actually 
pack  more  power  than  their  predecessors. 

When  power  lines  are  down,  it's  these  outlets  —  two  in  the  cab  and  two  in  the  cargo 
box  —  that  really  make  an  impact.  Whether  it's  running  the  power  tools  that  help  to 
restore  homes,  plugging  in  much-needed  medical  equipment  or  just  providing 
some  lamplight,  electricity  plays  a  critical  role  in  the  rebuilding  process. 

Real  world  problems.  Real  world  solutions.  We're  glad  our  hybrid  trucks  —  the 
Chevy  Silverado  and  GMC  Sierra* — have  been  able  to  provide  assistance  in  Florida. 
But  that's  just  the  beginning.  In  2006,  we  plan  to  introduce  a  hybrid  version  of  our 
Saturn  VUE.  After  that,  we  plan  to  offer  these  engines  in  the  GMC  Yukon,  Chevy  Tahoe 
and  Chevy  Malibu. 

So  while  they're  saving  energy,  hybrids  are  also  producing  it  in  ways  we've  never 
seen  before.  Which  means  the  question  isn't,  are  they  powerful  enough?  It's  more 
like,  how  much  power  do  you  need? 


gm.com 

CHEVROLET       PONTIAC       BUICK       CADILLAC       GMC       OLDSMOBILE       SATURN       HUMMER  SAAB 


'Offered  only  in  CA,  OR,  WA,  AK,  NV  and  FL.  Quantities  are  limited.  Two-wheel  drive  2004  EPA  estimated  fuel  economy  18  city/20  highway. 
©2C04  GM  Corp.  All  rights  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors  Corporation 


of  his  business,  I.idow  realized,  "wasn't  cen- 
tered on  any  single  technology  anymore." 
Spending  weeks  with  Intel  designers,  who 
were  wrestling  with  how  to  deliver  more 
current  at  lower  voltages  to  avoid  melting 
the  silicon,  Lidow  saw  how  the  chipmaker 
was  packing  bunches  of  devices — advanced 
integrated  circuits,  diodes  and  power  Mos- 
fets — around  the  Pentium.  If  he  could  cre- 
ate a  mosaic  of  power  management  systems 
himself,  tied  to  the  needs  of  customers  like 
Intel  and  AMD,  Lidow  figured  he  could 
avoid  having  to  compete  on  price  alone. 

In  1999,  soon  after  he  became  chief  ex- 
ecutive, he  laid  off  70%  of  his  IT  staff 
responsible  for  selling  Mosfets  and  diodes. 
A  few  found  jobs  within  IR.  Most  were  re- 

The  Spin  on  Spin  


quired  to  run  it  from  4  million  to  50,000. 
And  they  started  camping  with  the  likes  of 
Miele,  Maytag  and  Philips,  designing  analog 
and  digital  chips  to  deliver  fine-tuned  elec- 
trical power  to  the  motors  found  in  appli- 
ances. The  result  is  a  washing  machine  whose 
spin  cycle  uses  less  electricity  (see  box). 

Internationa]  Rectifier  is  still  very  much 
an  R&D-driven  company.  To  develop  new 
products,  it  spends  $100  million  a  year — 
10%  of  revenue,  on  the  high  side  in  the  chip 
business;  1 ,000  of  its  5,800  employees  are 
directly  involved  in  research.  But  while 
many  scientists  burn  the  lights  during  all 
hours  at  headquarters  in  El  Segundo,  Calif., 
many  others  have  fanned  out  to  14  R&D 
centers  around  the  world.  The  idea  was  to 
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[ashing  machines  are  among  the  dumbest  elec- 
trical appliances  on  the  market.  Even  high-end 
models  are  powered  by  primitive  on/off  motors 
and  rubber  belts  and  controlled  by  crude  mechanical 
spin  dials.  Of  the  70  million  washers  sold  every  year  in 
the  U.S.,  only  25%  have  any  kind  of  intelligent  content. 
International  Rectifier  controls  more  than  half  the  market 
share,  putting  $10  worth  of  silicon  into  over  9  million 
machines  sold  worldwide. 

Last  year  the  company  teamed  with  Sanyo,  Maytag, 
Miele  and  other  appliance  makers  to  fill  their  machines  with  silicon  brains.  IR's  cir- 
cuit boards  are  in  charge  of  variable-motion  motors,  which  can  smoothly  speed 
up  and  slow  down  the  drum— the  greatest  improvement  since  Maytag's  1956 
helical  drive,  which  allowed  the  switch  from  agitation  to  a  spin  cycle  with  a  re- 
versible motor.  The  new  technology  vastly  improves  churning  and  agitation  and 
eliminates  start-stop  lurches,  mechanical  stress  and  noise.  The  circuits  also  "jerk" 
clean  wet  laundry  into  place  at  low  revolutions,  until  it's  perfectly  balanced.  Good 
balance  lets  the  motor  crank  up  the  spin  cycle  to  1,500  spins  per  minute,  reducing 
the  spin  time,  power  use  and  water  by  as  much  as  50%.  —  T.K. 


placed  by  systems  engineers  who  could 
build  an  Intel  motherboard  or  an  IBM 
communications  router,  not  to  mention 
design  a  circuit  using  IR's  new  insulated- 
gate  bipolar  transistors.  The  sales  reps  had 
to  know  somediing  about  electrical  engi- 
neering if  they  were  to  help  customers. 

Lidow  sent  a  few  hundred  of  the  new 
hires  to  the  skunk  works  at  various  clients. 
They  lived  with  such  tech  firms  as  Intel, 
Hewlett-Packard,  Motorola,  Apple  and  IBM, 
where  engineers  gutted  a  server  and  cut 
power  use  by  50%  by  replacing  an  inefficient 
electromechanical  unit  with  an  advanced 
motor  that  cut  the  number  of  transistors  re- 


be  near  IR's  manufacturing  plants  in  Great 
Britain,  Mexico  and  the  U.S. — and  to  get 
closer  to  customers. 

These  embedded  researchers  are  Lidow's 
eyes  and  ears  for  new  developments  from 
customers — and  his  nose  for  possible  acqui- 
sitions. "We  are  in  a  position  to  know  where 
the  industry  is  going,"  he  says.  And  with  $800 
million  in  cash,  "we  can  pick  things  off  right 
at  the  moment  we  need  them." 

Over  the  last  five  years  he  has  spent  $300 
million  to  buy  eight  companies.  Among 
them:  a  bankrupt  silicon-fabrication  plant 
in  Wales;  Zing  Technologies  of  Valhalla,  N.Y., 
specialists  in  making  sturdy,  radiation-tol- 


erant packaging  for  circuits;  and  Advancec 
Analog  of  Santa  Clara,  Calif.,  which  pro 
duces  direct -current  converters  for  miiitar; 
planes  and  ships.  The  acquired  technology 
allowed  IR  to  expand  its  distributed-power 
management  designs  in  the  aerospace  anc 
defense  industries.  Example:  The  compam 
provides  $200,000  worth  of  circuitry  in  ead 
of  the  new  F-22  Raptor  stealth  fighters,  whicl 
runs  the  plane's  avionics. 

Since  he  reorganized,  company  revenut 
has  doubled  to  $1  billion  for  the  fiscal  yea: 
that  ended  June  30.  More  critically,  Lidov 
has  shifted  away  from  less  profitable  busi 
nesses.  Components  (with  gross  margin: 
of  20%)  were  80%  of  sales  in  1999;  todai 
they're  33%.  Higher- margin  (up  to  65% 
advanced  circuits  are  now  67%  of  revenue 
up  from  20%.  Such  changes  helped  Inter 
national  Rectifier  net  $90  million  this  fisca 
year,  nearly  double  what  it  earned  in  2003 

Some  chipmakers  are  heading  straigh 
for  such  hot  items  as  DVD  players  and  cam 
era  cell  phones.  But  Lidow,  sensing  the  com 
ing  commoditization,  is  expanding  intc 
markets  like  autos  and  appliances,  when 
solid-state  electronics  still  have  a  long  way  t( 
run.  These  high-ticket  items  are  just  begin 
ning  to  use  power-saving  technology. 

Lidow's  folks  have  been  living  wit! 
Japanese  engineers  at  Sanyo  to  help  develop 
a  new  generation  of  washing  machines,  ai 
conditioners  and  refrigerators,  saving  a: 
much  as  60%  of  power  consumption.  Th< 
El  Segundo  crowd  has  also  been  spending 
a  lot  of  time  in  Detroit.  Thanks  to  circuit 
that  switch  power  between  the  engine  anc 
the  electrical  motor,  GM's  Silverado  truck 
the  new  hybrid  that  rolled  out  in  October 
gets  18  miles  per  gallon  in  the  city,  agains 
13  miles  with  the  conventional  gas-onl] 
power.  The  same  switch  can  turn  the  true! 
into  a  generator  to  run  power  tools. 

The  new  businesses  contribute  33%  o 
revenue.  That  gives  Lidow  a  good  heac 
start.  He  has  commitments  from  Sharp 
Samsung  and  LG  to  help  power  their  plasm< 
and  LCD  television  sets,  and  from  Apple  tc 
extend  the  life  of  batteries  for  the  ever-pop- 
ular iPod.  He's  also  got  agreements  to  mak( 
engine-preheat  devices  for  BMW  and  direct- 
diesel-injection  systems  for  Robert  Bosch. 

"The  global  standard  of  living  is  direct!) 
related  to  the  cost  of  energy,"  says  Lidow 
Which  makes  his  future  look  pretty  bright  F 
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Marsico  Focus  Fund  **** 

Rated  against  996  Large  Growth  Funds 

Marsico  Growth  Fund  **** 

Rated  against  996  Large  Growth  Funds 

Marsico  21st  Century  Fund 

Rated  against  996  Large  Growth  Funds 

Marsico  International  Opportunities  Fund 

Rated  against  173  Foreign  Large  Growth  Funds 


he  Overall  Morningstar  Ratings™  based  on  risk-adjusted  performance  as  of  9/30/04*  The  Overall  Morningstar  Rating™  for  a 
jnd  is  derived  from  a  weighted  average  of  the  performance  figures  associated  with  its  three-,  five-,  and  ten-year  (if  applicable) 
Aorningstar  Rating™  metrics. 


Our  success  is  recognized  inside  the  financial  world. 


j  or  each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating™  based  on  a  Morningstar  Risk-Adjusted  Return  measure  (hat  accounts  for  variation  in  a  fund's 
I  inthly  performance  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  Consistent  performance.  The  top  10% 
I  the  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class 
counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Marsico  Funds  (Focus  Fund,  Growth  Fund,  21st 
ntury  Fund,  and  International  Opportunities  Fund)  each  received  5  stars  for  the  3-year  period  that  ended  9/30/04  and  4  stars  (Growth  Fund  and  Focus  Fund)  for  the  5-year  period  that 
ded  9/30/04.  The  Marsico  Focus  and  Growth  Funds  were  rated  among  996  and  681  U.S.-domiciled  Large  Growth  Funds  for  the  3-year  and  5-year  periods  that  ended  9/30/04,  and  the  21st 
ntury  and  International  Opportunities  Funds  were  rated  among  996  U.S.-domiciled  Large  Growth  Funds  and  173  U.S.-domiciled  Foreign  Large  Growth  Funds  for  the  3-year  period  that  ended 
30/04,  respectively.  This  information  represents  past  performance,  which  is  no  guarantee  of  future  results. 

Morningstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1 )  is  proprietary  to  Morningstar  and/pr  its  content  providers;  (2)  may  not  be  copied  or  distributed;  and  (3)  is  not 
rranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  orising  from  any  use  of  this  information.  Past  performance 
10  guarantee  of  future  results.  ■ 


The 
Global  Startup 

Tech  entrepreneurs  and  venture 
capitalists  are  creating 
multinationals  before  they  even 
make  a  nickel  |  By  Erika  Brown 


Erel  Margalit  at 
his  home  outside 
Jerusalem. 


I  N  LATE  SEPTEMBER  110  ENTREPRE 
I  neurs  and  venture  capitalists  from  1> 
I  cities  flew  in  for  Jerusalem  Ventun 
I  Partners'  annual  meeting,  at  the  Cafe 
■  Gray    overlooking  Manhattan': 
Central   Park.   Businesspeople  fron 
Amsterdam,  Milan  and  Singapore  sal 
across  from  folks  from  Tel  Aviv,  Tokyo  anc 
Zurich  as  they  sipped  coffee  and  listenec 
to  a  lecture  about  the  perils  and  opportu- 
nities of  China's  tech  markets.  Betweer 
presentations  JVP  founder  Erel  Margalil 


150     FORBES"  November  29,  2004 


UPPER®  QUARTILE  RANKINGS  AS  OF  9/30/04,  BASED  ON  TOTAL  RETURN 


FUND  (INCEPTION  DATE) 
CATEGORY 

1  YEAR 

3  YEAR 

5  YEAR 

SINCE  INCEPTION 

Marsico  Focus  Fund  (12/97) 
Large-Cap  Growth  Funds 

1ST 

121  of  631 

1ST 

27  of  513 

1ST 

53  of  371 

1ST 

8  of  270 

Marsico  Growth  Fund  (12/97) 
Large-Cap  Growth  Funds 

1ST 

34  of  631 

1ST 

11  of  513 

1ST 

25  of  371 

1ST 

6  of  270 

Marsico  21st  Century  Fund  (2/00) 
Multi-Cap  Core  Funds 

1ST 

119  of  684 

1ST 

4  of  501 

2ND 

135  of  362 

Marsico  International  Opportunities  Fund  (6/00) 
International  Multi-Cap  Growth  Funds 

1ST 

34  of  154 

1ST 

7  of  131 

1ST 

3  of  100 

MARSICO 

FUNDS- 

Helping  you  appreciate  life 


|  Marsico  Funds/  the  investments  we  value  most  reach  beyond  the  financial  world. 
I  >u  should  consider  the  Funds'  investment  objectives,  risks  and  charges  and  expenses 
I  uefully  before  investing.  For  a  prospectus,  which  contains  this  and  other  information 
I  jout  the  Funds,  call  888-860-8686  or  visit  marsicofunds.com.  Please  read  the 
Yospectus  carefully  before  investing.  Mutual  fund  investing  involves  risks,  including 
I  e  possible  loss  of  principal. 

H  it  performance  is  no  guarantee  of  future  results.  Funds  may  have  experienced  negative  performance  results. 

i  he  absence  of  fee  waivers  in  effect  with  respect  to  the  21st  Century  Fund  (for  the  period  prior  to  March  31, 2004)  and  the 
I  emotional  Opportunities  Fund,  performance  returns  would  be  reduced. 

1  per  Inc.,  A  Reuters  Company,  is  a  nationally  recognized  organization  that  ranks  the  performance  of  mutual  funds  within  a 
I  verse  of  funds  that  have  similar  investment  objectives.  Rankings  are  historical  with  capital  gains  and  dividends  reinvested. 

Ifc004  Marsico  Capital  Management,  LLC.  UMB  Distribution  Servces,  LLC,  Distributor.  1 


darted  from  tabic  to  table  shaking  hands, 
bowing  and  kissing  cheeks,  interrupting 
conversations  held  in  Chinese,  Hebrew 
and  heavily  accented  English. 

Such  is  the  lite  of  the  modern  venture 
capitalist.  It  used  to  be  more  parochial: 
enterprises  in  Silicon  Valley  or  Boston 
launched  with  hometown  money  and 
nearby  employees.  After  five  years  or  so 
someone  would  think  about  sending  a 
sales  guy  to  London  or  Tokyo. 

These  days  fledglings  go  global 
before  they've  even  made  their  first  sale. 
Three  out  of  every  four  investments 
Margalit  makes  are  multinational.  JVP's 
latest  project,  Double  Fusion,  is  building 
software  that  inserts  3-D  ads  into  online 
videogames.  Its  technology  and  entre- 


"You  can't  determine 
where  the  world  is  going 
if  everyone  around  the 
table  is  American,! 


preneurs  are  from  Israel,  its  funding  is 
from  the  U.S.  and  Jerusalem,  and  its 
chief  executive  is  Indian.  JVP's  partners 
in  Asia  will  take  its  executives  on  a  tour 
of  China,  Korea  and  Japan  later  this  year 
to  meet  with  game  developers  and  ad 
agencies. 

VCs  who  once  bragged  about  never 
driving  more  than  half  an  hour  to  visit  a 
portfolio  company  are  jetting  to  Australia 


for  optical  engineers,  Israel  fo 
security  whizzes,  India  an< 
Kazakhstan  for  brute  softwar 
coding,  South  Korea  for  onlin 
gaming  and  Japan  for  graphic 
chips.  For  growth  across  th 
board  China  is  the  place  to  gc 
IT  spending  there  is  expected  t< 
hit  $48  billion  by  2008,  a  twofold  increase 
and  grow  three  times  as  fast  as  in  the  U.S 
Its  mobile  phone  users  are  increasing  a 
25%  a  year.  One  of  every  three  cell  phone 
and  eight  of  every  ten  DVD  players  in  th 
world  are  made  in  China.  Shanghai  pro 
duces  40%  of  the  world's  semiconductor.1 
India's  communications  minister  has  se 
a  target  of  up  to  250  million  telephone 
by  2007,  with  what  one  VC  estimates  to  b 


M4  >W4 


WORLDWIDE 

IT  SPENDING  IN  2003 

$918  bil 

COMPOUND  ANNUAL 
GROWTH  THROUGH  2008 

6.4% 


U.S. 
$376  bil 

6.2% 


BRAZIL 
$9.3  bit 

6.4% 


RUSSIA 
$7.1  bil 

17.5% 


CHINA 
$24.2  bil 

14.4% 


KOREA 
$12.2  bil 

7.2% 


JAF 
$95 


2.: 


INDIA 
$5.7  bil 

18.6% 


SINGAPORE 
$3.3  bil 

3.6% 


TAIWAN 
$5.5  bil 

2.2% 


Do  You  Speak  Startup? 


AUSTRALIA 
$15.7  bil 

4.8% 


Source:  IDC  Black  Book. 


Entrepreneurs  are  going  where  the  growth  is  and  where  the  smarts  are. 
China  has  deepening  resources,  especially  in  manufacturing.  Taiwan  and 
Japan  are  still  hotspots  for  electronics;  Korea  is  big  in  online  games  and 
broadband  ideas;  Singapore  is  a  big  venture  capital  player;  eastern  Europe 
has  crack  software  engineers;  India  and  Ireland  have  legions  of  good 
programmers;  Israel  knows  security  technologies  and  chip  design; 
Australia  has  great  optics  technology  and  call  centers. 
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(A)  We  protect  yo i 
ahead  of  the ; 

(B)  The  other  guy. 
to  the  threat  i 
business  loss 


*  11  AM  12PM    1PM  2* 

Lutes  the  network  went  do«j 
t£ $620,000  p« 
Lur  downtime  period. 


<5  its  X-F 


The  only  effective  security  is  preemption.  This  preemptive  pi 
Platform  from  Internet  Security  Systems.  When  security  flaw: 
research  team  updates  Proventia  to  immediately  shield  you 
path  to  disaster  by  preemptively  securing  your  entire  IT  infra 
vulnerability  management  products.  Need  proof?  Get  your 
Standard  in  Security,  at  www.iss.net/proof/whitepaper  or 


NETWORK  &  HOST  INTRUSION  PREVENTION      VULNERABILITY  MA 


ijET  Security  Systems 
Ahead  of  the  threat 


Seeking  to  discover  just  where  his  organization's  network 
vulnerabilities  might  lie,  the  chief  information  officer  of 
a  large  health  care  provider  hired  experts  to  break 
into  the  system  -  and  was  stunned  by  the  results. 


With  members  of  Internet  Security  Systems  (ISS)  at  his  side,  the 
CIO  sat  in  a  car  parked  right  in  the  facility's  lot  and  watched  as 
rnembers  of  ISS'  X-Force®  research  and  development  team  went  to 
l/vork.  "We  used  a  wireless  phone,  and,  with  a  little  bit  of  effort,  we 
pvere  able  to  break  into  the  supposedly  secure  system  and  start 
[Writing  prescriptions,"  says  Ray  Gazaway,  vice  president  of  profes- 
sional security  services  at  Internet  Security  Systems.  They  were  then 
able  to  take  the  prescriptions,  walk  inside  and  have  them  filled,  with 
no  questions  asked.  That  wasn't  the  bad  part,  however.  Taking 
things  a  step  further,  the  team  was  able  to  breach  the  facility's  finan- 
cial services  office  and  embark  on  a  check-writing  spree.  As  a  safe- 
guard, the  facility  required  manual  authorization  for  any  payments  of 
more  than  $10,000,  "but  we  were  able  to  override  that  with  ease," 


says  Gazaway.  They  wrote  a  series  of  checks  for  10  times  that 
amount,  a  total  of  $1 50,000  each,  and  were  able  to  deposit  them  in 
a  team  member's  bank  account.  "In  a  few  days,  he  was  simply  able 
to  walk  into  the  bank  and  withdraw  the  money,"  says  Gazaway. 
"This  was  a  classic  example  of  a  network  security  crime  made  easy." 

In  this  particular  case,  the  money  was  returned,  but  with 
increasing  regularity,  it  is  not.  According  to  the  2004  E-Crime 
Watch  survey,  conducted  among  security  and  law  enforcement 
executives  in  cooperation  with  the  U.S.  Secret  Service,  70%  of 
respondents  reported  at  least  one  e-crime  or  intrusion  against 
their  organization,  and  another  43%  reported  an  increase 
over  the  previous  year.  Beyond  this,  the  number  of  computer 
viruses  and  worms  that  have  been  spawned,  and  the  speed 


with  which  hackers  can  prey  on  published  vulnerabilities,  have 
intensified  dramatically. 

"Organizations  in  virtually  every  corner  of  the  world  are  placing 
increased  resources  on  protecting  their  business-critical  IT  infra- 
structures from  malicious  threats  and  to  meet  the  evolving 
requirements  of  the  global  regulatory  landscape,"  says  BindView 
Chairman  and  CEO  Eric  J.  Pulaski.  "IT  has  become  strategically 
important  to  international  operations,  evidenced  by  enterprises 
moving  decisions  about  IT  operations  from  the  back  office  and 
into  the  boardroom.  At  no  point  in  time  has  there  been  more 
scrutiny  and  importance  placed  on  system  configurations  and  IT 
controls,  as  executives  and  board  members  examine  their  secu- 
rity and  compliance  agendas." 

In  addition,  corporations  are  now  operating  in  an  environment  of 
increased  regulation  designed  to  protect  customer  privacy,  making 
it  even  more  urgent  to  safeguard  networks.  These  regulations 
include  Sarbanes-Oxley  for  public  companies,  the  Health  Insurance 
Portability  and  Accountability  Act  (HIPAA)  across  the  entire  health- 
care supply  chain,  the  Gramm-Leach-Bliley  Act  (GLBA)  in  financial 
services,  the  Federal  Information  Security  Management  Act  (FISMA) 
covering  U.S.  government  security,  and  many  others.  This  has  cre- 
ated a  corporate  culture  in  which  information  security  is  no  longer 
the  exclusive  domain  of  the  IT  department.  Instead,  security  now  has 
moved  to  the  forefront  and  affects  an  organization's  business 
processes,  exposing  the  company  to  potential  litigation  if  it  fails 
to  follow  the  "best  practices"  of  its  industry  to  guarantee  customer 
privacy.  "In  business-critical  IT  environments,  good  corporate 
governance  now  requires  a  policy-based  approach  to  IT  security 
management,  with  the  ability  to  demonstrate  due  care  being  a  criti- 
cal component  of  regulatory  compliance,"  says  Pulaski. 

€)  BINDVIIEW:  GUARDIAN  OF  ENTERPRISE 
U  SECURITY  &  COMPLIANCE 

t  BindView,  the  company  vision  is  to  make  enterprise 
computing  free  from  policy,  security  and  configuration 
breaches.  In  tandem,  the  company's  mission  is  to  be 
the  leading  supplier  of  integrated  solutions,  enabling 
customers  to  effectively  manage  their  IT  security  infrastructures  at 
desired  levels  of  protection,  acceptable  levels  of  risk  and  the  lowest 
total  cost  of  ownership.  "In  2005,  we  expect  that  sustaining  accept- 
able levels  of  IT  security  and  regulatory  compliance  requirements  will 
remain  high  on  corporate  business  agendas,  following  the  critical 
resource  expansions  required  for  meeting  initial  deadlines,"  says 
Pulaski.  "Organizations  are  modeling  their  environments  to  meet 
prescriptive  audit  guidance  and  to  help  ensure  they  achieve  compli- 
ance with  the  high-stakes  reality  of  today's  regulatory  landscape." 

BindView's  award-winning  products,  services  and  solutions  deliv- 
er an  integrated  approach  to  help  customers  reduce  risk  and 
achieve  verifiable  returns  on  their  technology  investments  through  a 
comprehensive  lifecycle  approach  to  IT  risk  management.  This  con- 
tinuous,'closed-loop  process  includes  a  series  of  logical  steps  to 
achieve  maximum  control,  security  and  operating  results.  More  than 
20  million  licenses  have  shipped  to  5,000  companies  worldwide, 
spanning  all  major  business  segments  and  the  public  sector. 

One  company  that  has  taken  advantage  of  the  BindView  approach 
is  Continental  Airlines.  Andre  Gold,  Continental's  director  of  informa- 


tion security,  says  this  allows  his  company  to  focus  on  cyber  secu 
ty  across  all  boundaries  rather  than  confining  it  to  the  IT  departmer 
"In  order  for  a  cyber  security  plan  to  be  successful,  it  has  to  perm 
ate  the  enterprise  and  become  part  of  the  organizational  culture,"  I 
says.  "Once  information  security  within  the  corporate  culture  hi 
been  properly  fostered,  it  makes  the  institution  of  cyber  security  pc 
cies  within  a  corporate  environment  far  easier.  Rather  than  wonde 
ing  or  asking  'Why  do  I  have  to  do  this?'  they  actually  come  to  s< 
the  long-term  benefits  and  believe  in  the  reasons  for  doing  it." 

Working  with  BindView,  Continental  Airlines  was  able  to  esta1 
lish  and  implement  the  system  it  needs,  both  to  satisfy  regulate 
standards  and  its  own  standards  of  privacy.  "BindView  providi 
Continental  with  a  broad  range  of  capabilities  that  offer  us  excelle 

"Once  information  security  within 
the  corporate  culture  has  been 
properly  fostered,  it  makes  the 
institution  of  cyber  security 
policies  within  a  corporate 
environment  far  easier. 

Rather  than  wondering  or  asking 
'Why  do  I  have  to  do  this?' 
they  actually  come  to  see  the 
long-term  benefits  and  believe  in 
the  reasons  for  doing  it." 

-ANDRE  GOLD,  DIRECTOR  OF  INFORMATION 
SECURITY,  CONTINENTAL  AIRLINES 

insight  and  perspective  on  the  regulatory  compliance  and  secur 
issues  that  we  must  adhere  to,"  says  Gold. 

One  of  the  things  he  appreciates  about  this  system  is  the  spe< 
with  which  it  operates.  "We  can  cover  all  of  our  server  assets  within ; 
hour  and  a  half,  which  is  really  impressive  considering  the  global  ma 
nitude  of  the  enterprise,"  he  says.  "We've  all  come  to  realize  that  sec 
rity  is  not  a  hindrance;  it's  just  a  new  process  that  is  required  within  tl 
lifecycle  development  of  our  organization." 

BindView  has  been  essential  to  developing  this  perception,  I 
says.  "They  have  been  able  to  give  us  the  capabilities  necessary 
discover  the  potential  security  risks,  which  provides  an  entire  ente 
prise-wide  view  of  the  environment  we  needed  in  order  to  determir 
where  we  are  most  vulnerable,"  says  Gold.  "That  saved  us  from  ha 
ing  to  guess  about  whether  we  were  —  or  weren't  —  in  compliance 

This  is  a  set  of  cyber  security  advantages  that  extend  f 
beyond  the  airline  industry.  "We  understand  that  virtually  eve 
industry  is  increasingly  affected  by  regulatory  legislation,  whic 
places  strategic  business  importance  on  the  burgeoning 
infrastructure,"  notes  Pulaski.  "At  BindView,  we  continue  ' 
improve  and  evolve  our  IT  security,  compliance  and  audit  co 
erage  to  help  customers  prepare  for  what  lies  ahead.  Wheth 
it's  sustaining  compliance,  enhancing  internal  controls  i 
automating  the  remediation  of  vulnerable  systems,  custome 
can  look  to  BindView  for  a  full  complement  of  rock-solid  soli 
tions  and  services  to  safeguard  their  critical  systems." 


With  your  company's  revenue,  profitability  and  reputation  at  stake,  you're  only  as  secure 
as  your  most  vulnerable  system.  That's  why  the  world's  most  diligent  companies  rely  on 
BindView®  for  rock-solid  IT  risk  management  solutions.  Award-winning  enterprise 
software,  world-class  professional  services  and  a  comprehensive  lifecycle  management 
process  make  the  difference,  7x24  x 365.  So  when  it  comes  to  your  company's  IT  security 
and  compliance,  now  you  know.  BindView  puts  control  in  the  palm  of  your  hand. 


1-713-561-4000 


bindview.com 
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€)  ISS:  KEEPING  ORGANIZATIONS 
U  AHEAD  OF  THE  THREAT 

n  addition  to  the  increased  regulatory  environment  that 
requires  attention,  the  risk  of  break-ins  by  computer  hack- 
ers, as  well  as  the  damage  caused  by  worms  and  viruses 
that  they  create,  cannot  be  overlooked.  In  fact,  the  speed 
with  which  the  damage  can  be  done  has  accelerated  wildly  in 
the  past  two  years. 

Back  in  January  2002,  the  SQL  Slammer  worm  infected  350,000 
computers  and  was  based  on  a  software  vulnerability  that  was  dis- 
covered by  Internet  Security  Systems  six  months  earlier  in  July  2001 . 
"A  vulnerability  is  the  equivalent  of  discovering  that  a  door's  been  left 
unlocked,"  says  Chris  Rouland,  chief  technology  officer  at  Internet 
Security  Systems.  "It  doesn't  mean  someone's  actually  trying  to 
break  in,  but  it  definitely  means  someone  could  break  in."  In  this 
case,  six  months  elapsed  between  the  time  the  vulnerability  was 
noted  and  the  start  of  the  worm. 

In  July  2003,  however,  Microsoft  announced  the  M230-026  vul- 
nerability, and  less  than  a  month  later  the  worm  known  as  the  MS 
Blaster  appeared.  Then  on  April  15  of  this  year,  Microsoft  again 
announced  a  vulnerability  called  LSASS,  and  on  April  30,  the  Sasser 
worm  that  preys  on  that  began  cropping  up  on  the  Internet,  a  scant 
17  days  later.  "We've  gone  from  six  months,  to  one  month,  to  17 
days,"  says  Rouland.  "The  time  frame  from  when  a  vulnerability  is 
discovered  to  when  a  hacker  can  use  it  against  you,  or  when  you 
can  be  exposed  to  a  virus  or  a  worm,  is  condensing  at  lightning 
speed."  In  this  climate,  creating  patches  that  repair  the  vulnerability 
after  a  virus  or  worm  has  struck  have  little  effect.  "You  need  to  be 
able  to  protect  computer  systems  ahead  of  the  threat,"  says 
Rouland.  "Putting  on  a  patch  within  a  few  hours  does  you  no  good 
if  the  damage  can  be  caused  within  a  few  seconds." 

To  aid  in  this,  Internet  Security  Systems  offers  the  Proventia 
Enterprise  Security  Platform  (ESP),  an  enterprise-wide  preemp- 
tive protection  security  platform  that  is  tightly  integrated  with 
existing  IT  business  processes.  Unlike  traditional  approaches  to 
security  which  focus  on  improving  reaction  times,  Proventia 
ESP  enables  organizations  to  avoid  security  incidents  altogeth- 
er and  makes  security  a  practical  component  of  IT  operations. 

"Our  company  invests  very  heavily  in  the  research  of  vulner- 
abilities, and  we're  able  to  block  any  attempts  to  exploit  these 
software  weaknesses,"  says  Rouland.  "Protection  offered  after 
an  attack  has  been  developed  is  too  late  because  business 


"The  time  frame  from  when  a 
vulnerability  is  discovered  to  when 
a  hacker  can  use  It  against  you, 
or  when  you  can  be  exposed 

to  a  virus  or  a  worm, 

Is  condensing  at  lightning  speed." 

CHRIS  ROULAND,  CHIEF  TECHNOLOGY  OFFICER, 
INTERNET  SECURITY  SYSTEMS 

losses  occur  too  quickly,"  he  says.  "We  offer  preemptive  pr 
tection  rather  than  reactive  protection." 

The  Proventia  Enterprise  Security  Platform  is  intelligent  rath 
than  rules-based.  "It  analyzes  everything  that  comes  on  to  tl 
network  and  looks  at  the  behaviors  of  the  connections  ai 
determines  in  real  time  whether  they're  good  or  bad,"  sa 
Rouland.  When  the  system  finds  something  it  recognizes 
bad,  it  instantly  sequesters  it  before  any  damage  has  bei 
done  by  a  process  ISS  calls  virtual  patching.  A  virtual  pati 
allows  networks  to  be  protected  without  having  to  interru 
business  operations  to  download  and  install  numerous  patche 
"Even  if  Proventia  has  never  seen  something  before,  it  Ci 
recognize  that  deep  down  within  the  code  of  an  intruder  the 
is  a  program  that  is  going  to  install  an  account  on  your  cor 
puter,"  he  says. 

This  preemptive  security  approach  lowers  the  cost  of  poli 
ing  the  network  because  the  system  is  proactive  rather  th; 
reactive.  "It  seeks  to  detect  and  prevent  problems  before  th 
manifest  themselves  in  your  environment,"  says  Rouland.  "IS 
approach  is  similar  to  a  vaccination,  where  preemptive  secur 
inoculates  your  business  against  current  and  future  threats,"  I 
says.  "Reactive  security  technology  can  only  treat  the  sym 
toms.  Preemption  keeps  you  out  of  the  ER  entirely." 

WEB  DIRECTORS 
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Venture  Capital 


a  $30  billion  investment  in  the  necessary 
infrastructure. 

"VCs  in  Silicon  Valley  used  to  pride 
themselves  on  being  local,"  says  Margalit, 
who  has  $680  million  under  management. 
"That  was  well  and  good  when  the  U.S. 
was  the  mecca  for  technology,  but  today 
the  leading  markets  are  China,  Japan, 
Korea,  Taiwan.  Entrepreneurs  need  to  talk 
to  the  people  who  are  determining  where 
the  world  is  going,  and  they  can't  do  that 
if  everyone  around  the  table  is  American." 

A  few  venture  and  private  equity 
firms  such  as  WaldenVC,  Worldview 
Technology  Partners  and  Warburg  Pincus 
have  been  investing  in  Asia  for  years — 
and  Apax  Partners  has  long  straddled  the 
Atlantic — but  the  jet-setting  ranks  are 
swelling.  DCM-Doll  Capital  Manage- 
ment's David  Chao  boasts  that  40%  of 
his  portfolio  companies'  revenue  is 
derived  outside  the  U.S. 

Norwest  Venture  Partners'  Promod 
Haque,  who  sits  atop  FORBES'  Midas  List 
of  tech  dealmakers,  says  he  won't  even 
consider  investing  in  an  entrepreneur 
unless  that  person  has  worked  out  an 
international  strategy.  In  June  Haque  and 
his  partners  took  executives  from  eight 
portfolio  companies  on  a  two-week  busi- 
ness-building mission  to  his  native  India. 
One  of  Norwest's  companies,  Virtela 
Communications,  initiated  five  new  deals 
on  that  trip. 

A  global  view  is  required  just  to  keep 
pace  with  foreign  firms  quick  to  copy  an 
idea.  Yahoo  faces  serious  competition  by 
indigenous  copycats  in  countries  such  as 
Korea.  Ebay  has  been  scrambling  to  buy 
up  imitators  in  Korea  and  elsewhere. 
Along  with  other  VCs,  Benchmark  Capi- 
tal invested  $13  million  in  online  net- 
working outfit  Friendster  in  2003. 
William  Gurley,  a  Benchmark  general 
partner,  now  counts  at  least  three  Chinese 
imitators.  "You  can't  plan  U.S.  success 
first  and  then  go  global  ten  years  from 
now.  They're  all  reading  the  tech  business 
magazines  and  VentureWire.  They  know 
what  you're  building  before  you  get 
there,"  he  says. 

Silicon  Valley  Bank,  famed  as  a 
lender  to  young  U.S.  companies,  opened 
offices  in  London  and  Bangalore  in  Sep- 
tember. Next  year  SVB  plans  to  move 


into  China  and  Israel.  The  bank  is  going 
abroad  to  get  an  edge  over  its  U.S.  com- 
petition, but  it  isn't  lending  in  Asia — its 
staff  is  there  to  make  introductions  for 
entrepreneurs  to  potential  customers, 
investors  and  partners.  "Venture  capital 
is  a  global  industry.  We  are  going  to  see 
more  cross-border  companies  being 
funded,"  says  Ash  Lilani,  head  of  global 
sales  and  marketing  at  SVB,  "and  the  ear- 
lier you  get  to  know  startups,  the  deeper 
the  relationships." 

Consultancies  are  seeing  a  nice  boost 
as  well.  Kenneth  DeWoskin,  head  of  busi- 
ness development  for  Pricewaterhouse- 
Coopers  Transaction  Services  in  China, 
says  demand  for  advice  on  how  to  do 
business  in  Asia  has  been  so  taxing  that  he 
has  doubled  the  size  of  his  corps  to  6,000 
in  the  last  24  months.  He  plans  to  add 
another  1,000  employees  in  China  next 
year.  "The  first  thing  I  tell  entrepreneurs 
is,  'Keep  your  bags  packed  at  all  times,'" 
says  DeWoskin. 

Since  the  43-year-old  Erel  Margalit 
founded  Jerusalem  Venture  Partners  in 


Jerusalem  1 1  years  ago,  he's  added  staff  in 
London,  New  York  City,  Shanghai  and 
Tokyo.  His  downtown  Manhattan  office 
has  a  nap  room  for  weary  executives  fly- 
ing in  on  red-eyes.  The  firm  has  set  up  a 
high-speed  data  network  that  allows  part- 
ners and  portfolio  companies  to  access 
secure  information  from  an  office,  air- 
port or  hotel  room.  Every  Monday  morn- 
ing all  of  the  JVP  offices  jump  into  a  video 
conference  to  swap  ideas. 

During  a  partner  meeting  early  last 
year  Hiroshi  Ikegaya,  JVP's  partner  in 
Japan,  alerted  his  colleagues  to  a  hanker- 
ing by  Asian  consumer  electronics  firms 
for  a  chip  that  could  transmit  video  wire- 
lessly  within  the  home.  One  of  Ikegaya's 
partners  knew  some  engineers  in  the 
Israeli  military  who  were  using  such  a 
technology.  Margalit  recruited  an  Indian 
executive  from  Texas  Instruments  to  run 
the  operation  out  of  Los  Altos,  Calif. 
Along  with  Benchmark  Capital,  Gemini 
Israeli  Venture  Funds  and  Genesis  Cam- 
pus, JVP  invested  $12  million  in  the  new 
company,  dubbed  Adimos,  in  July  2003. 


Since  then  Ikegaya  introduced  Adi- 
mos' chief  executive,  Sandeep  Kumar,  to 
Mitsui  &  Co.,  a  giant  Japanese  distributor 
that  also  invests  in  JVP's  funds.  Kumar 
also  called  a  contact  at  Toshiba  Corp. 
Now  Adimos  is  working  with  Toshiba 
and  Mitsui  to  develop  a  wireless 
videochip  that  will  suit  their  needs.  The 
chip  will  be  embedded  in  TVs  to  receive 
music,  pictures  and  movies  from  PCs,  set- 
top  boxes  and  the  Internet. 

Celltick  Technologies,  which  sells  soft- 
ware for  broadcasting  information  to  cell 
phones,  is  based  in  London  and  has  oper- 
ations in  Herzliya,  Israel  and  sales  and 
development  in  Beijing  and  Bangalore. 
Founded  in  2000  just  before  the  U.S.  tele- 
com crash,  Celltick  tried  courting  Euro- 
pean carriers  but  was  told  it  had  already 
spent  too  much  on  3G  infrastructure.  To 
survive,  the  company  began  looking  into 
underdeveloped  regions  such  as  India  and 
China.  In  November  2001  Chief  Execu- 
tive Yossi  Wellingstein  slashed  his  staff 
from  60  to  28.  Anyone  who  wasn't  willing 
to  travel  got  cut. 


Celltick  has  signed  up  carriers  in 
China,  India,  Russia,  Sri  Lanka,  Brazil  and 
even  two  countries  in  Africa.  Hutchison 
Telecom's  1.5  million  Indian  mobile  users 
get  their  cricket  scores  by  phone  through 
Celltick  software.  Says  Wellingstein,  "We 
travel  to  wherever  the  projects  are.  No 
matter  how  short  you  are  on  cash,  you 
never  skimp  on  travel." 

Risks  will  always  abound.  In  China 
red  tape  and  issues  about  piracy  and 
intellectual  property  are  obstacles.  In 
India  there  is  a  20%  turnover  rate  at  most 
IT-outsourcing  shops  and  driving  to  their 
gated  corporate  campuses  requires  navi- 
gating streets  jammed  with  beggars,  cows 
and  elephants.  An  engineer  for  Lumenare 
Networks  was  sitting  on  a  bench  outside 
his  office  in  Noida,  in  the  northern  state 
of  Uttar  Pradesh.  His  cell  phone  rang,  and 
when  he  picked  it  up,  a  monkey  leapt  at 
him  and  bit  his  hand  in  an  attempt  to 
grab  the  phone.  Not  something  that 
Lumenare's  venture  backers  at  Sevin 
Rosen  Funds  in  Silicon  Valley  ever  had  to 
worry  about  before.  F 


"My  advice  is:  Keep  your  bags  packed." 
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Steve  Shannon  has  an  audacious  plan  to 
transform  the  way  Americans  watch  TV. 
So  do  Microsoft,  SBC  and  Qualcomm,  and 
many,  many  others  |  By  Scott  Woolley 


THE  FIRST  TIME  STEVE  SHANNON  DEBUTED  A  PRODUCT  HE  SAID  WOULD 
alter  television,  he  quickly  was  proved  right.  In  1999  Shannon  unveiled 
ReplayTV,  the  world's  first  "digital  video  recorder,"  which  stored  pro- 
grams on  a  PC  hard  disk  rather  than  on  videotape.  It  introduced  view- 
ers to  features  they  soon  couldn't  live  without,  such  as  the  ability  to 
pause  live  TV  when  the  telephone  rings  and  to  easily  skip  past  the  clut- 
ter of  commercials. 

The  idea  was  a  rousing  success — 6.5  million  homes  now  have  DVRs.  But  for 
Shannon  the  experience  ended  in  a  crushing  failure.  TiVo,  a  rival  that  hit  the  market 
just  after  Replay,  made  up  for  its  late  start  with  an  easier-to-use  product,  and  cable 
and  satellite  companies  jumped  in  with  cheaper  copycat  boxes.  In  2001  new  man- 
agement stepped  in  to  try  and  revive  the  franchise  by  offering  slick  features  such  as 
the  ability  to  swap  copyrighted  TV  shows  over  the  Internet,  all  but  daring  Hollywood 
to  wage  a  legal  counterattack.  It  was  a  fatal  miscalculation.  Irate  studios  paralyzed  the 
company  in  court  and  Replay  ultimately  dissolved  in  bankruptcy  in  2003. 

Today  Shannon  is  back,  with  a  second  dream  machine  that  he  vows  will  prove 
even  more  revolutionary  than  his  first.  The  new  Akimbo  box,  which  went  on  sale 
last  month,  uses  much  of  the  same  technology  as  a  ReplayTV  but  to  a  more  radical 
end:  Users  can  easily — and  legally — buy  sitcoms,  movies  and  other  video  over  the 
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Internet  for  viewing  on  their  TV  sets.  "We 
don't  need  to  put  wires  in  the  ground.  We 
don't  need  to  launch  a  $1  billion  satellite 
into  orbit,"  he  says.  Instead,  his  fare  will 
get  to  TV  screens  by  hitching  a  free  ride 
on  customers'  existing  Internet  connec- 
tions. "We're  going  to  roll  out  a  nation- 


wide video-on-demand  service,"  he  says, 
despite  a  payroll  of  just  30  people. 

Backed  by  $16.5  million  •  from 
investors,  Shannon  is  betting  the  initial 
converts  to  his  new  service  will  be  "small 
but  rabid"  groups  of  viewers  who  want  to 
watch  stuff  that's  too  arcane  or  obscure 


for  the  big  cable  nets:  Chinese  soap 
operas  for  immigrants,  reruns  of  local 
high  school  football  games  for  the  quar- 
terback's parents.  Akimbo  has  signed  a 
few  deals,  letting  existing  channels  get 
sold  piecemeal  over  new  networks, 
including  fare  from  CNN,  the  Cartoon 
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The  day  will  come  when  any 
show  will  he  available  on  demand 
from  cable  and  the  Web.  First  up: 


five-minu 
in  bikinis 


e  highlights  of  babes 
By  Dorothy  Pomerantz 


RYAN  MAGNUSSEN  IS  AN  EXPERT  PURVEYOR  OF  THE 
short,  sharp  thrill.  While  in  college  in  1992  he  formed 
his  first  company,  Vertical  Addictions,  which  took  pas- 
sengers up  600  feet  in  a  hot  air  balloon,  attached  bungee 
cords  to  their  ankles  and  pushed  them  over  the  side. 
Most  of  the  jumpers  were  young  guys  looking  for  a  rush. 

Magnussen's  latest  company,  Ripe  Digital  Entertainment,  ap- 
plies the  bungee-jump  mentality  to  television.  His  new  network, 
RipeTV,  offers  only  short  shows  packed  with  cheap  thrills — 
3-  to  15-minute  snippets  of  dirt  bike  racing,  lingerie  models  and 
guys  barrel-rolling  off  a  two-story  roof. 

RipeTV  will  debut  in  6  million  Comcast  digital  cable  homes 
early  next  year  as  a  video-on-demand  service,  letting  viewers  pull 
down  any  one  of  1 0  shows  or  all  4  episodes  of  one  series  or  the  en- 
tire 40  shows  offered  each  month.  "It's  all  about  instant  gratifica- 
tion," Magnussen  says,  with  a  trace  of  a  smile.  He  also  is  talking 
with  Comcast's  Internet-access  service,  Yahoo  Japan,  Microsoft's 
MSN  online  service  and  wireless  carriers  about  distributing  the 
RipeTV  format  to  an  international  audience  that,  he  insists,  could 
include  300  million  homes  and  cell  phones  by  2006. 

Men  18  to  34  years  old — and  Magnussen,  33,  is  one  of 
them — have  a  massive  case  of  attention  deficit  disorder.  A  recent 
Nielsen  report  shows  that  this  coveted  advertiser  target  spent 
13%  less  time  watching  prime-time  network  TV  during  the  past 
season  than  in  die  year  before.  In  many  cases  the  men  watch  the 
same  number  of  shows  but  for  shorter  spans. 

None  of  Ripe's  first  ten  shows  runs  longer  than  15  minutes. 


Sponsors  will  insert  their  brands  into  shows  as 
jumping  animations,  see-through  logos  or  pop- 
ups  at  the  bottom  of  the  screen.  What  male 
viewer  would  fast-forward  and  risk  missing  a 
hilarious  stunt  or  a  buxom  woman? 

So  far  Magnussen  has  yet  to  sign  up  a  single 
advertiser,  but  he  says  the  network  will  be  sold 
out  by  the  time  it  launches.  He  is  proposing  an 
average  cost  per  thousand  viewers  of  $20,  on  par 
with  cable's  king,  ESPN.  He  justifies  it  by  point- 
ing out  that  viewers  are  guaranteed  to  see  the 
on-screen  inserts.  And  because  the  channel  is 
on-demand,  sponsors  will  know  the  precise 
number  of  viewers  instead  of  getting  a  rough 
estimate  through  Nielsen.  At  first,  ads  will  be 
RipeTV's  only  revenue  source;  cable  companies 
get  a  small  split  (less  than  10%)  to  promote  the 
channel,  and  production  partners  get  a  cut. 

RipeTV  runs  on  $2  million  pumped  in  by 
Magnussen  and  his  partner,  Patrick  Bradley 
(plus  $1  million  from  friends  and  family).  Their 
cash  was  left  over  from  the  dot-com  boom.  In 
1995  Magnussen  graduated  from  the  University 
of  Southern  California  and  parlayed  a  school 
business  plan  into  a  thriving  Web-design  firm 
called  Zentropy,  which  hit  $80  million  in 
annual  revenue  in  three  years.  He  and  Bradley 
sold  out  to  Interpublic  in  1999  for  $50  million, 
and  Magnussen  found  himself  rich  and  aimless 
in  Los  Angeles. 

He  worked  out  religiously,  partied  hard  and 
built  a  house  in  the  Hollywood  Hills  where  he 
would  hang  out  with  Bradley  and  try  to  come  up 
with  the  next  big  thing.  "I  had  this  kind  of  hubris 
that  I  could  do  anything,"  Magnussen  says.  "I 
did  well  enough  at  my  last  business  that  I  wanted 
to  do  something  I'm  passionate  about." 

He  interviewed  dozens  of  executives  in  cable, 
advertising  and  the  Internet  in  search  of  a  need 
he  could  fill.  His  cable  pals  told  him  that  in  five  years  most  shows 
would  be  delivered  only  when  viewers  expressly  called  up  the  pro- 
grams, rather  than  the  endless  stream  that  now  spills  out  of  regu- 
lar cable  channels.  The  admen  told  him  their  biggest  concern  was 
the  coming  death  of  the  30-  and  60-second  TV  commercial.  And  the 
Internet  execs  said  they  were  desperate  for  video  to  fill  up  an  ever- 
expanding  broadband  pipeline. 


164     FORBES"  November  29,  2004 


Network,  Ifilms  and  CinemaNow,  though 
its  offerings  are  so  far  thin  (see  Stephen 
Manes'  review  on  page  74). 

Shannon  is  part  of  a  rapidly  growing 
band  of  rebels  who  share  visions  of  revo- 
lutionizing the  way  video  is  delivered — ■ 
and  reshaping  what  people  can  watch, 


and  how  they  can  watch  it.  They  range 
from  Akimbo-style  startups  to  estab- 
lished innovators  such  as  Netflix  and 
TiVo  to  techies  inside  such  titans  as  the 
cable  guys,  the  local  phone  monopolies 
and  Microsoft  (see  box,  p.  166). 

A  passel  of  new  channels  will  offer 


programming  that  can  be  purchased  a  la 
carte.  Comcast,  the  nation's  largest  cabler 
with  21  million  paying  homes,  offers 
2000  shows  on  demand.  Microsoft  is 
working  on  how  to  zap  home  videos 
from  your  TV  to  a  pal's. 

SBC  Communications,  the  amalgam 


Patrick  Bradley  and 
Ryan  Magnussen 
(background)  and 
some  of  their  riper 
talent  at  Ryan's 
Hollywood  pad. 


In  October  2003  Magnussen  and  Bradley  struck  a  develop- 
ment deal  with  Comcast,  and  they  descended  on  the  company's 
hometown  of  Philadelphia  to  start  work  on  a  video-on- 
demand  show.  It  would  feature  weekly  happenings  around 
Philly  and  include  interactive  advertising  for  local  restaurants 
and  shops.  The  show  never  made  it  to  the  air,  but  they  secured 
a  promise  from  Comcast  to  take  a  first  look  at  any  of  their  next 


ideas.  In  a  month  of  scarfing  down 
cheesesteaks  and  bottles  of  wine,  Mag- 
nussen packed  on  27  pounds  and  decided 
he'd  rather  be  in  southern  California. 

The  pair  returned  to  Magnussen's  Hol- 
lywood home  to  throw  ideas  around.  "We 
were,  like,  "We  love  Maxim.  We  loved  MTV  at 
the  beginning,' "  he  says.  "We  liked  the  whole 
underground-youfh-culture  thing." 

In  January  they  went  to  the  big  annual 
convention  in  Las  Vegas  where  TV  producers 
sell  their  shows,  shopping  for  "the  whole  un- 
derground thing."  Magnussen  and  Bradley 
were  the  only  ones  there  negotiating  exclu- 
sive video-on-demand  rights.  They  quickly 
locked  up  bikini  videos  from  Bennett  Pro- 
ductions, skateboarding  videos  from  Video 
Action  Sports  and  a  Big  Brother-type  reality 
show  from  Canada. 

The  tapes  weren't  very  good,  and  Mag- 
nussen got  bored  with  wading  through 
languid  shots  of  the  Hawaii  seascape  to  get  to 
riveting  moments  of  surfers  defying  80-foot- 
high  waves.  So  he  had  editors  start  cutting 
the  videos  down  to  the  "best  parts."  Just  the 
rides.  Just  the  jiggles.  Just  the  thrills.  The 
results  were  shown  to  ten  test  audiences  of 
15  young  men  each,  and  they  heartily 
approved.  What  they  wanted  were  five- 
minute  shows  they  could  have  running  in 
the  background  while  they  fragged  aliens  on 
their  Xboxes. 

Since  then  RipeTV  has  signed  up  such 
content  partners  as  Destroy  Entertainment, 
which  produces  extreme  sports  and  CKY 
("can't  kill  yourself)  stunt  videos,  and 
Chum,  which  owns  a  spate  of  popular  cable 
channels  in  Canada.  Magnussen  says  he  has 
enough  video  to  last  1 8  months,  after  which 
he  aims  to  produce  much  of  the  jiggly  fare  in-house.  Ripe  spends 
all  of  $100,000  a  month,  but  Magnussen  expects  that  to  triple  by 
the  time  the  network  launches  in  the  first  quarter.  If  he  can  prove 
these  fleeting  video  bits  draw  in  the  men,  he  doubtlessly  will 
attract  imitators  and  could  get  bought — or  squashed— by  the 
big  guys.  Bring  it  on,  he  says:  "If  they  come  and  want  to  buy  us — 
or  say  they'll  crush  us — well,  that  will  be  a  good  day."  F 
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TV  Rebels,  Take  Two 


■m  - 

Early  video-over-the-lnternet  services  flopped  with 
consumers.  Now  a  bevy  of  new  video  distribution 

schemes  aim  to  get  it  right. 

Like  older  "Webcasters"  this 
newcomer's  box  relies  on  the  public  Internet  to 
carry  video.  But  it  lets  shows  be  viewed  on  TVs  at 
broadcast  quality,  not  on  PCs  in  tiny  windows. 

Software  giant  just  launched  a 
new  version  of  Windows  called  Media  Center 
2005.  Also  meant  to  work  with  TVs;  may 
breathe  life  into  unpopular  Web  delivery  systems 
like  Movielink. 

Another  newcomer;  has 
a  box  due  out  in  January  2005  that  is  similar 
to  Akimbo. 

Will  pass  I  million  of  its  local  phone 
customers'  homes  with  video-ready  fiber  lines  this 
year  and  double  that  next  year. 


Also  deploying  fiber  for  a  video  service  at  a 
cost  of  $4  billion  to  $6  billion. 

Established  innovators  just 
partnered  to  offer  movie  rentals  over  the  Internet. 
They  plan  to  use  existing  TiVo  machines  to  display 
films  on  TVs. 


Will  invest  $800  million  in  a 
brand-new  50-  to  100-channel  TV  network  slated 
to  debut  in  2006.  Its  quirk:  Shows  are  meant  to  be 
watched  on  cell  phones. 


of  three  of  the  seven  old  Baby  Bells,  plans 
to  spend  between  $4  billion  and  $6  billion 
to  roll  out  a  39,000-mile  fiber  network 
designed  for  new  video  services.  It  aims  to 
have  fiber  within  easy  reach  of  1 8  million 
homes  in  two  to  three  years.  Meanwhile, 
Verizon  is  spending  $800  million  to  bring 
fiber  lines  all  the  way  up  to  the  doorstep 
of  1  million  homes  and  businesses  this 
year.  It  promises  to  add  another  2  million 
next  year. 

This  next  video  revolution,  moreover, 
will  spill  over  onto  other  kinds  of  screens. 
This  month  Qualcomm  said  it  will  spend 
$800  million  to  launch  a  service  in  2006 
that  will  beam  50  to  100  channels  of 


video — not  to  TV  sets  but  to 
cell  phones.  And  Sony  in 
September  unwrapped  new 
"e-Surveillance"  gear  that 
zips  video  from  security 
cameras  to  your  laptop,  your 
TV  or  even  your  cell  phone. 

People  won't  watch  an 
entire  episode  of  The  Sopra- 
nos on  their  pocketphone, 
"but  there  are  lots  of  other 
opportunities  for  when 
you're  killing  time  or  there's 
something  you're  particu- 
larly interested  in,"  says  Paul 
Jacobs,  who  is  overseeing  the 
Qualcomm  push.  Red  Sox 
nuts  will  download  the  latest 
instant  replay,  he  says;  a 
shareholder  in  a  particular 
company,  alerted  that  it  was 
just  cited  on  TV,  will  be  able 
to  call  up  the  bite  on  his  cell. 

Timothy  Richardson 
classifies  such  fans  as 
belonging  to  "verticals  with 
compulsive  buying  pat- 
terns." He  runs  Broadcast 
Mobile,  a  small  Miami  shop 
that  is  helping  several  dozen 
clients  develop  cell  phone 
video  for  sports,  investing, 
music — and,  ahem,  porn,  he 
says.  Skin  flicks  on  your  cell: 
It's  a  whole  new  definition  of 
an  obscene  phone  call. 

For  a  telecom  industry 
awash  in  a  glut  of  unused 
network  capacity,  the 
prospect  of  a  flurry  of  billion-dollar 
orders  is  the  most  hopeful  news  in  years. 
It  could  ignite  new  spending  for  routers 
and  servers  and  switches  and  software 
and  consultants  and  more.  And  while  this 
next  video  revolution  will  take  years  to 
unfold,  eventually  it  could  topple  old 
orders  and  wreck  a  few  big  balance  sheets. 
AT&T,  Sprint  and  MCI  took  huge  charges 
last  month,  whacking  a  total  of  $18  bil- 
lion from  the  value  of  their  networks.  The 
charges  reflect  a  new  reality:  phone  traffic 
they  once  carried  exclusively  has  fled  to 
new  networks,  mainly  cell  phone  systems 
and  the  Internet.  The  big  cable  companies 
may  one  day  face  similar  upheaval. 


But  haven't  we  been  here  before,  only 
to  falter?  The  Bells  and  the  cable  bigs  first 
touted  this  interactive-video  revolution 
over  a  decade  ago,  way  before  its  time 
only  to  blow  big  sums  on  jittery  service 
and  then  retreat.  Time  Warner  Cable's 
interactive  TV  experiment  in  Orlandc 
famously  flopped  in  the  mid-1990s.  The 
dot-com  boom  funded  dozens  of  Web- 
based  "channels"  that  fizzled. 

So  when  Shannon  pitched  the 
Akimbo  idea  to  dozens  of  venture  capita! 
firms  two  years  ago,  right  in  the  teeth  ol 
the  tech  crash,  he  was  unsurprised  to  see 
his  listeners  roll  their  eyes  in  disdain.  "] 
was  practically  climbing  over  dead  bodie: 
to  show  them  another  moron  with  ar 
interactive  TV  idea,"  he  says. 

But  he  nailed  his  pitch  at  Drapei 
Fisher  Jurvetson,  a  blue-chip  Silicon  Val- 
ley venture  fund.  Five  fundamental 
forces  needed  to  make  Akimbo  wort 
were  all  pushing  in  the  right  direction,  he 
told  the  Draper  folks.  The  number  ol 
homes  with  high-speed  Web  access  is 
taking  off  (now  at  23%  of  households) 
Home  computer  networks  also  are  or 
the  rise  (roughly  half  of  broadbanc 
homes  also  have  home  networks).  Mean- 
while, costs  are  plummeting.  It  costs 
Akimbo  roughly  25  cents  to  send  a  two- 
hour  movie  over  the  Net,  while  in  2001 
it  would  have  cost  $10,  Shannon  says 
Storage  costs  fall  35%  a  year,  so  that  $5C 
drives  now  can  hold  200  hours  of  video 
The  clincher:  A  new  generation  of  videc 
takes  MPEG-2's  typical  50-to-l  compres- 
sion to  the  next  level,  200-to- 1 ,  packing 
that  two-hour  movie  into  a  manageable 
1  gigabyte  or  less.  (No  relation  to  Steve; 
but  a  famous  Bell  Labs  mathematician 
named  Claude  Shannon  laid  the  theoret- 
ical underpinning  for  this  trick.) 

All  those  technologies  were  sure  tc 
improve  further,  Steve  Shannon  told  the 
VCs, 'inexorably  improving  the  econom- 
ics of  video  on  the  Internet.  Shannon 
capped  his  pitch  with  a  vow  to  avoid 
ReplayTV's  mistake  of  fighting  Holly- 
wood. Quite  the  opposite:  He  aims  to  be 
the  content  creator's  best  friend,  offering 
an  alternative,  low-cost  distribution  sys- 
tem that  could  strengthen  the  program 
producers'  hand  against  the  dominant 
cable  operators  and  satellite  services 
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REASONS  TO  THINK  ABOUT 
HIGH-PERFORMANCE,  AFFORDABLE, 
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WHY  IBM? 

The  IBM  eServer™  xSeries*  family  with  Intel  Xeon 
Processor-based  Xtended  Design  Architecture  is 
the  next-generation  architecture  designed,  priced 
and  supported  for  businesses  of  every  size. 
Giving  you  unbelievably  high  performance  at  an 
unbelievably  low  price. 

The  entry-level  x226  is  the  most  affordable  xSeries 
system  in  the  2-way  space.  The  x236  offers 
maximum  internal  scalability  in  an  IBM  industry- 
standard  tower.  Our  x336  gives  you  new  levels  of 
performance  density  in  a  2-way  rack-mounted  system. 
And  the  x346  offers  exceptional  scalability  and 
flexible  growth  in  a  2U  system. 

Of  course,  all  of  these  systems  are  powered  by  state- 
of-the-art  64-bit  Inter  Xeon™  Processors. 

Now  let's  talk  about  storage  attachments  for  your 
eServer  xSeries  systems.  Let's  talk  IBM  TotalStorage" 
systems.  The  entry-level  DS300  is  for  businesses  of 
any  size.  Rack-ready,  it's  designed  to  let  you  pay  as 
you  grow.  The  very  hard  to  outgrow  DS400  is  xSeries 
storage  to  the  max.  Fast.  Expandable.  And  it  scales 
up  to  5.8  terabytes.2  Both  share  reliability  and  data 
protection  features  found  in  IBM  eServer  solutions. 

Now,  what  if  you're  a  mid-sized  business  with  little  or 
no  IT  staff?  Enter  the  IBM  Express  Portfolio.  All  of  the 
above  xSeries  and  storage  products  offer  Express 
models,  specifically  designed  and  optimized  for  mid- 
sized businesses.  IBM  Express  offerings  are  easy  to 
configure.  Easy  to  install.  Easy  to  manage.  And  easy 
on  the  checkbook. 


WHY  64-BIT? 

IBM's  innovations  are  ideal  complements  for  64-bit 
Intel  Xeon  Processors:  light  path  diagnostics; 
Calibrated  Vectored  Cooling;  remote  monitoring; 
8  DIMM  slots.  We've  got  it  all. 

IBM  eServer  xSeries  systems  are  cost-effective  by 
almost  every  measure  of  TCO.  And  almost  every 
measure  of  ROI.  They  fit  in  standard  racks  and  are 

easily  scalable. 

Our  new  Xtended  Design  Architecture  works  with 
your  32-bit  industry-standard  apps.  And  your  new 
64-bit  industry-standard  apps.  And  those  32-bit 
and  64-bit  apps  that  are  still  on  the  drawing  board. 

WHY  NOW? 

This  is  the  future.  This  is  where  developers  are  going. 
Where  the  industry  standard  is  forming.  Where 
business  is  headed. 

The  transition  is  well  under  way.  Above  all,  64-bit 
is  stable.  It's  reliable.  It's  powerful.  It's  fast.  It's  here. 
And  we're  paving  the  way. 

Every  64-bit-enabled  xSeries  server  is  designed 
to  have  more  memory,  which  allows  you  to  run 
more  powerful  apps.  And  if  you're  reticent  about 
making  the  move  to  64-bit,  relax.  Xtended  Design 
Architecture  actually  enhances  your  32-bit  apps,  so 
you  can  do  more  with  what  you  already  have.  Do 
more  now.  Do  more  later.  Do  more  period  with  64-bit 
Intel  Xeon  Processors  and  IBM  Xtended  Design 
Architecture. 


IBM  EXPRESS  PORTFOLIO  -  BUILT  FOR  MID-SIZED  BUSINESSES. 


03  DEMAND  BUSINESS 


These  servers  and  storage  units  are  designed  with 
one  thing  in  mind -you.  It's  an  exciting  story.  You 
need  to  learn  more  at  ibm.com/eserver/64reasons 


'IBM  web  price  for  the  xSeries  226  (2.3  Ghz  processor.  512  MB  memory,  80  GB  SATA  HDD),  current  as  of  10/18/04,  and  is  subject  to  change  without  notice.  Starting  price  may 
not  include  a  hard  drive,  operating  system  or  other  features  Price  does  not  include  tax  or  shipping.  Reseller  prices  may  vary.  See  www.pc.ibm.com/us/eserver/xseries.  IBM  does 
not  warrant  non-IBM  products.  Terabyte  equals  one  trillion  bytes  when  referring  to  total  disk  drive  capacity.  Accessible  capacity  may  be  less.  IBM,  the  e-business  logo,  eServer, 
the  eServer  logo,  Calibrated  Vectored  Cooling,  ChipKill,  IBM  Express  Portfolio,  Predictive  Failure  Analysis.  TotalStorage.  xSeries  and  Xtended  Design  Architecture  are  trademarks 
or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Intel.  Intel  Inside,  the  Intel  Inside  logo  and  Intel  Xeon  are 
trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Linux  is  a  trademark  of  Linus  Torvalds  in  the  United  States, 
other  countries,  or  both  Microsoft  and  Windows  NT  are  trademarks  of  Microsoft  Corporation  in  the  United  States,  other  countries,  or  both.  Other  company,  product  and  service 
names  may  be  trademarks  or  service  marks  of  others.  ©2004  IBM  Corporation.  All  rights  reserved. 


.  :  


Internet  Video 


:  DirecTV  and  EchoStar.  (From  the  TV  net- 
works' perspective  "it's  pretty  simple," 
says  Anthony  Vinciquerra,  the  head  of 
i  Fox  Networks  Group.  "The  concept  is: 
the  more  distribution  the  better.") 

The  spiel  worked.  Draper  agreed  to 
;organize  a  $4.5  million  investment  to 
:  launch  Akimbo.  Another  Valley  stalwart, 
Kleiner  Perkins  Caufield  &  Byers,  soon 
led  a  second  venture  group  that  chipped 
in  another  $12  million.  Shannon  set 
about  lining  up  content  for  his  box  to 
j  offer,  shuttling  between  Hollywood  stu- 
idios,  cable  networks,  broadcast  networks, 
sports  leagues  and  international  TV  chan- 
nels. They  all  loved  the  idea  of  finding  a 
I  new  alternative  to  cable  and  satellite,  says 
i Shannon,  "though  not  everybody  wanted 
to  be  the  first  to  jump  on  board." 

At  Microsoft,  executives  were  tracking 
the  same  forces  that  Akimbo  is  trying  to 
; harness.  "This  stuff  wasn't  possible  two 
I  years  ago,"  says  Lynne  Elander,  a  former 
'cable  executive  who  now  runs  a  Microsoft 


Paul  Jacobs  is  spending  $800  million  to 
build  a  TV  network  for  cell  phones. 

division  devoted  solely  to  new  ways  of 
delivering  video.  "But  it  is  now.  New 
entrants  have  the  ability  to  take  advantage 
of  huge  leaps  in  technology." 

Microsoft  TV  is  now  a  full-blown 
division  of  the  company  with  several 
hundred  people  working  full-time  on 
software  for  TV  systems.  Microsoft  had 
spent  years  cozying  up  to  the  cable  indus- 
try, investing  in  Comcast  and  hoping  to 
embed  its  software  into  cable  boxes.  Now 
its  primary  opportunity  lies  with  the  Bells 
and  their  new  fiber  push.  It  has  struck 
alliances  with  SBC,  Bell  Canada  and  Tele- 
com Italia. 

Microsoft  recently  showed  a  focus 
group  of  couch  potatoes  a  demonstration 
of  what  it  calls  Internet  Protocol  Televi- 
sion. What  if  your  children  could  send 
you  videos  of  your  grandchild's  first 
steps,  the  Microsoft  marketers  asked  the 
focus  group,  and  it  popped  up  instantly 


alongside  Friends  and  Seinfeld  as  a  video 
you  could  watch  with  a  simple  click  of  the 
remote  control?  The  focus  group  went 
crazy.  Elsewhere,  Microsoft  also  is  work- 
ing on  new  features  in  its  Windows  oper- 
ating system  that  would  let  a  PC  or  laptop 
manage  the  shows  coming  in  to  your  TV. 

The  big  cable  companies  may  have 
the  most  to  lose  if  Microsoft  and  the  Bells 
can  manage  to  make  all  this  work.  For 
now  Comcast  and  its  brethren  are  ped- 
dling video-on-demand,  which  it  hopes 
will  blunt  the  need  for  people  to  turn  to 
the  Internet  for  more  variety. 

President  Stephan  Burke  vows  that 
the  2000  shows  the  company  now  offers 
on  demand  will  quintuple  within  the  next 
two  to  three  years.  Last  month  in  Col- 
orado Comcast  subscribers  were  able  to 
pull  down  video  statements  of  the  state's 
two  main  rivals  for  a  U.S.  Senate  seat,  in 
which  the  politicians  held  forth  on  seven 
policy  questions  prior  to  the  election  ear- 
lier this  month.  Comcast  also  launched  a 
deal  to  display  NFL  highlights  on  demand 
that  began  this  season.  Six  million  of 
Comcast's  21  million  subscribers  can 
now  get  its  on-demand  offerings  (see 
"Attention  Deficit  Television,"  p.  164). 

Incumbents  could  also  box  out  new- 
comers' systems  by  locking  up  access  to 
mainstream  video  fare.  Cable  channels 
have  always  been  offered  in  large  bundles, 
while  the  next  video  revolution  seeks  to 
chop  them  up  and  sell  them  in  pieces. 
Earlier  this  year  Congress  held  hearings 
on  whether  to  bust  up  the  cable  cabal  and 
let  consumers  buy  individual  channels, 
but  fierce  protests  from  the  cable  indus- 
try have  so  far  blocked  the  idea. 

Steve  Shannon  believes  the  future  of 
television  will  be  slice-and-dice.  He  com- 
pares it  to  the  music  business,  which 
stubbornly  hewed  to  the  concept  of  sell- 
ing fixed  bundles  of  songs  (packaged  in 
CD  albums)  rather  than  letting  listeners 
choose  their  favorite  tracks.  That  is,  until 
Apple's  iTunes  service  showed  them  the 
upside  of  selling  songs  by  the  slice. 

"We've  seen  it  happen  in  music.  We 
expect  the  same  phenomenon  in  video," 
Shannon  says.  "Distribution  will  no 
longer  be  the  reason  why  you  need  a  deal 
with  a  cable  company  Anybody  is  going 
to  be  able  to  deliver  video  to  anybody."  F 
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Righteous 
Tax  Credit 

The  New  Markets  Tax  Credit  is 
supposed  to  revive  depressed  areas. 
Whatever  else  it  does,  it  will  probably 
revive  the  fortunes  of  middlemen 
and  dealsters  |  By  Matthew  Swibel 


Uncle  Sam  rocks: 
ranco  is  tapping  tax 
to  redo  a  church  as 
her  headquarters. 


GRAMMY- AWARD-WINNING  FOLK  ROCKER  AN 
DiFranco  laments  in  one  song  that  "...  they'n 
building  condos  downriver  from  where  thi 
plant  had  been"  and  in  another  lambastes  cap 
italism  as  "the  devil's  wet  dream." 
But  that  isn't  stopping  her  from  doing  a  deal  wit! 
HSBC  bank  to  tap  into  millions  in  federal  New  Market- 
Tax  Credits.  She's  using  the  money  to  turn  a  neglectec 
Gothic  Revival  church  (circa  1876)  in  her  home  city  o 
Buffalo,  N.Y.  into  a  new  headquarters  for  her  Righteou 
Babe  record  label.  The  credits  are  supposed  to  create  job 
in  economically  distressed  areas.  But  Righteous  Babe  proj 
ect  manager  Jessie  E.  Schnell  admits  the  label  isn't  plan 
ning  to  add  to  its  12 -person  local  staff;  a  live  concert  spaa 
in  the  project's  plans,  however,  should  mean  work  fo: 
part-time  concessionaires  in  the  gentrifying  area.  "It': 
kind  of  cruel,"  says  Schnell.  "We've  been  able  to  use  thesi 
tax  loopholes  created  by  big  government." 

Beloved  by  Republicans  and  Democrats  alike,  the  Nev 
Markets  program  is  just  one  of  a  huge  array  of  state  anc 
federal  tax  credits  used  to  reward  special  interests,  micro 
manage  the  economy  and  promote  social  goals.  In  lat< 
2000  Congress  authorized  the  Treasury  to  allocate  $6  bil 
lion  worth  of  tax  credits  over  seven  years  to  encourag* 
job-generating  investments  in  places  where  poor  familie: 
live.  Surprise:  Of  the  nation's  census  tracts,  39% — con 
taining  36%  of  the  population — qualify. 

You  can't  just  make  an  investment  and  claim  a  credit 
which  is  a  dollar-for-dollar  break  off  a  tax  bill.  There's  2 
whole  Rube  Goldberg  process  here.  First,  not-for-profi 
and  for-profit  groups  apply  to  get  themselves  certified  b\ 
the  Treasury  as  "community  development  entities"  b) 
demonstrating  that  their  mission  is  serving  or  investing  ir 
low-income  communities.  (For  example,  community  rep; 
must  make  up  20%  of  a  CDE's  board.)  Then  the  CDE; 
apply  for  tax-credit  allocations,  which  Treasury  awards  or 
the  basis  of  a  scoring  system  that  looks  at  the  dollai 
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40  1 (k)  ROLLOVER 


What  makes 
theT.  Rowe  Price 
SmartChoice  Rollover 
smarter? 


With  theT.  Rowe  Price  SmartChoice  Rollover  IRA, 
you  get  the  rollover  you  want,  and  we  do  the  work. 

We  select  the  investments  —  with  theT.  Rowe  Price  SmartChoice  Rollover  IRA,  you  don't  have  to 
go  through  the  complex  task  of  choosing  individual  funds.  We'll  provide  a  well-diversified  port- 
folio for  you  with  one  of  our  Retirement  Funds.  And  we'll  adjust  the  fund  over  time  to  reflect 
your  need  for  reduced  investment  risk  —  gradually  making  the  investment  more  conservative 
as  your  retirement  date  approaches. 

Proven  performance  —  with  our  67  years  of  proven  performance,  you'll  feel  confident  knowing 
thatT.  Rowe  Price  is  the  smart  choice  for  your  rollover. 

Low  expenses  — with  no  loads,  sales  charges,  or  commissions,  and  expense  ratios  for  the 
Retirement  Funds  40%  below  their  category  averages,*  al  Rowe  Price  Rollover  IRA  is  the 
smarter  choice.  All  funds  are  subject  to  market  risk. 

To  get  started,  just  call.  Our  Rollover  Specialists  will  handle  the  rest.  If  you  want,  we  can 
even  open  your  account  right  over  the  phone  and  handle  most  of  the  paperwork  for  you. 


TROWEPRICE.COM/ROLLOVER 


1-800-341-1206 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

Based  on  the  fiscal  year-end  data  available  as  ol  9/30/04.  The  Retirement  Funds'  total  expense  ratios  veisus  their  Lipper  category  averages  lor  individual  investor  lunds  are  0.66%  lor  the 
Retirement  2005  Fund  versus  1.44%  lor  the  balanced  lunds  category;  0.70%,  0.78%,  0.83%,  and  0.83%  lor  the  Retirement  2010, 2020, 2030,  and  2040  Funds,  respectively,  versus  1.48%  lor 
the  flexible  portfolio  funds  category;  0.74%,  0.80%.  and  0.82%  for  the  Retirement  2015, 2025,  and  2035  Funds  respectively,  versus  1 .54%  for  the  multi-cap  core  funds  category;  and  0.59% 
lor  the  Retirement  Income  Fund  versus  1.16%  for  the  income  funds  category.  (Source  lor  data:  Lipper  Inc.)  I,  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR07030I 


Taxing  Matters 


amount  requested,  investor  commit- 
ments, management  experience  in  low- 
income-community  investments — and 
vaguely  defined  "community  impact." 

Once  an  allocation  is  made,  the  CDE 
has  five  years  to  dole  out  the  credits  for 
such  "qualified"  investments  as  real  estate 
and  loans  to  small  businesses.  You  could 
write  a  treatise  on  what  is  "qualified,"  but 
it's  a  lot  easier  to  say  what's  not:  residen- 
tial rentals,  massage  parlors,  golf  courses, 
liquor  stores,  racetracks,  large  farms  and 
casinos.  The  credits  can  equal  up  to  39% 
of  the  private  investment  in  a  project;  that 
translates  into  a  federal  subsidy  equal  to 
28%  of  total  project  costs. 

Those  applying  to  a  CDE  to  get  credits 
don't  have  to  show  that  projects  couldn't 
be  done  without  the  credits.  Lewis  Retail 
is  building  an  820,000-square-foot  mall 
in  fast-growing  Riverside,  Calif.  By  its  cal- 
culation, the  median  household  income 
within  a  2-mile  radius  of  the  mall  is 
$72,000.  No  matter,  the  U.S.  Census  pegs 
median  income  in  the  shopping  mall's 
census  tract  at  $40,000,  just  75%  of  the 
median  income  in  California.  Anything 
below  80%  of  a  state  median  qualifies  a 
neighborhood  for  the  credit. 

So  Lewis  Retail  received  a  low-interest 
$21  million  construction  loan  from  WNC 
California  Community  Development 
Fund,  a  for-profit  Treasury-certified  CDE. 
Lewis  says  it  is  sharing  the  benefit  with 
tenants  like  Petsmart,  in  the  form  of  lower 
rents,  and  is  planning  to  provide  job  train- 
ing for  nearby  trailer  park  residents.  In  San 
Diego  a  retail  development  financed  with 
New  Markets  Tax  Credits  will  rent  to  Star- 
bucks and  Wells  Fargo;  the  bank,  which 
had  already  lent  construction  money  to 
the  nonprofit  developing  the  project,  then 
invested  in  it  through  a  CDE,  getting  a  tax 
credit  in  the  process. 

Loans  to  real  estate  developers  are 
particularly  attractive  to  the  CDEs  because 
at  least  real  estate  stays  put.  If  a  loan  is 
made  to  an  operating  business  in  an  eli- 
gible census  tract  and  the  business  moves 
elsewhere  or  fails  within  seven  years,  the 
credit  might  have  to  be  paid  back.  How- 
ever, the  Treasury  and  other  federal  agen- 
cies don't  have  any  system  in  place  for 
monitoring  beneficiaries,  a  2004  Govern- 
ment Accountability  Office  report  found. 
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Cleaning  up:  New  Markets  Tax  Credits  helped 
a  tiny  Alaska  company  buy  new  equipment. 


The  Righteous  Babe  deal  gives  a 
glimpse  of  how  complicated  credit  deals 
are.  After  taking  a  personal  interest  in  the 
dilapidated  church,  then  owned  by  the 
City  of  Buffalo,  DiFranco  invested 
$70,000  to  fix  the  roof.  She  then  formed  a 
limited  liability  company  with  a  CDE  affil- 
iate of  the  not-for-profit  Local  Initiatives 
Support  Corporation  and  HSBC.  The  LLC 
plans  to  buy  the  dilapidated  church  from 
the  city  for  $175,000.  HSBC  is  making  a 
$4.2  million  investment.  In  return,  the 


bank  will  get  New  Markets  credits  over 
seven  years  worth  $3.7  million  and  an 
additional  $1.5  million  in  historic  preser- 
vation tax  credits,  which  can  be  claimed 
immediately.  It  also  gets  the  spread 
between  Righteous  Babe's  lease  payments 
and  the  building's  operating  costs.  It  gets 
public  kudos  for  civic  involvement,  even 
though  it  should  be  making  a  double- 
digit  annual  return  on  the  deal. 

DiFranco's  record  company  is  putting 


in  $1  million  toward  renovation  and  will 
become  majority  owner  of  the  building. 
Other  private  lenders  will  kick  in  an  addi- 
tional $4  million  to  cover  the  rest  of  the 
church  rehab  bill.  The  City  of  Buffalo  will 
have  saved  a  historic  church  without  tap- 
ping its  own  resources,  and  the  federal 
Treasury  will  be  out  $5.2  million. 

The  New  Markets  Tax  Credit  already 
has  a  ready-made  lobby — of  accountants 
and  lawyers — pushing  for  its  renewal.  For 
example,  a  handful  of  accounting  firms, 
including  the  Reznick  Group  in  Baltimore, 
which  helped  structure  DiFranco's  deal, 
have  together  spent  hundreds  of  thou- 
sands of  dollars  hosting  conferences.  They 
are  already  reminding  the  CDEs  about  the 
need  to  push  Congress  to  reauthorize  the 
credits  in  2007. 

"We're  getting  capital  for  businesses 
that  need  it  to  survive,"  enthuses  David 
Hoffman,  president  and  founder  of  for- 
profit  Alaska  Growth  Capital,  which  got  a 
$2  million  New  Markets  allocation  in 
2003  and  used  $390,000  of  it  to  help 
Tyonek  Native  Corp. — an  Indian-owned 
business  in  a  village  of  150 — expand.  A 
Tyonek  subsidiary,  Envirotech,  removes 
the  toxic  elements  from  oilfield  mud 
through  a  chemical  process  that  requires 
pumps,  vacuums,  conveyor  belts  and 
other  equipment.  "The  first  year  was  sort 
of  a  Flintstones  operation,"  says  Bart  K. 
Garber,  chief  executive  of  Tyonek.  He 
wanted  to  invest  in  better  equipment  but 
got  rejected  by  two  banks. 


Then  Alaska  Growth  dangled  its  cred- 
its in  front  of  Wells  Fargo,  and  the  bank 
agreed  to  invest  in  Alaska  Growth,  which 
made  the  $1  million  loan  to  Tyonek  and 
transferred  $390,000  in  tax  credits  to 
Wells  Fargo.  The  capital  paid  for  new 
equipment.  Six  months  later  payroll  has 
increased  from  3  to  12.  "We  couldn't  have 
grown  without  the  loan,  and  the  loan 
wouldn't  have  been  made  if  it  weren't  for 
the  tax  credits,"  Garber  says.  F 


The  credit  is  supposed  to  generate 

investment  where  poor  people  live. 
Surprise:  39%  of  census  tracts  qualify. 


Who  better  than  Arnold  Palmer  to  get  a  kid  out  of  the  rough?  That's  why  Samsung  and 
CompUSA  have  teamed  up  in  November  at  all  CompUSA  stores  to  benefit  the  Arnold 
Palmer  Hospital  for  Children  &  Women.  With  every  purchase  of  a  Samsung  710MP 
monitor  or  CLP  500  printer,  from  November  1  through  November  30,  2004,  Samsung 
will  donate  $10  to  the  hospital.  Plus,  when  you  purchase  CompUSA's  network 
installation  technical  service,  CompUSA  will  donate  10%  of  the  proceeds  to  the  Arnold 
Palmer  Hospital  for  Children  &  Women.  To  find  out  how  you  can  make  a  donation,  visit 
www.samsungusa.com/palmer.  For  more  information  about  Samsung's  Four  Seasons  of 
Hope,  visit  www.fourseasonsofhope.com.  Because  no  one  should  ever  go  without. 


M  O  R  E 

SPACE 

AND  MORE  GRACE  ON  THE  ROAD  J 

EMBASSY  SUITES 
HOTELS* 


IMAGINE  YOUR  LIFE  ON  THE  ROAD  BEING 
BETTER.  EMBASSY  SUITES  HOTELS®  OFFER 
SPACIOUS  ACCOMMODATIONS  AND  GRACIOUS 
AMENITIES  TO  MATCH. 


Can  you  imagine  your  life  on  the  road  being  better?  Can 
you  imagine  more  spacious  accommodations?  A  cooked- 
to-order  breakfast?  A  friendly  spot  for  a  relaxing  beverage 
at  the  end  of  the  day?  Can  you  imagine  high-speed  Internet 
access  wherever  you  go  and  the  best  room  rate  guaranteed 
whenever  you  book?  And  it's  always  nice  to  imagine  plenty 
of  points  in  a  terrific  frequent-guest  program. 

Such  simple  pleasures  needn't  be  a  figment  of  your 
imagination.  Embassy  Suites  Hotels,  the  nation's  largest  brand 
of  upscale  all-suite  properties,  already  offer  those  amenities  and 
much  more  to  business  travelers  who  want  their  lives  on  the 
road  to  be  a  lot  more  comfortable. 

Every  Embassy  Suites  Hotel  offers  the  ultimate  amenity: 
more  personal  space.  Unlike  traditional  hotels  that  squeeze 
guests  into  one  cramped  room,  Embassy  Suites  offer  every 
guest  a  large,  two-room  suite.  Each  of  the  more  than  42,000 
accommodations  at  the  more  than  170  Embassy  Suites  world- 
wide is  exquisitely  appointed.  Each  has  a  separate  living  area 
with  a  sofa  bed  and  desk,  a  private  bedroom  and  a  mini-kitchen. 
Each  suite  is  equipped  with  two  remote-controlled  televisions, 
two  telephones  with  voice  mail  and  data  ports,  a  refrigerator 
and  microwave  oven,  a  wet  bar  and  a  coffee  maker,  and  an  iron 
and  ironing  board. 

Embassy  Suites  Hotels  also  have  completed  installation  of 
high-speed  access  throughout  their  hotels.  Depending  on  the 
property,  every  Embassy  Suites  Hotel  offers  a  wired  or  wireless 
solution  in  each  suite.  Wireless  access  also  is  available  in 
~~ — ~ 


all  Embassy  Suites  hotel  lobbies,  atriums  and  prominent  dmir 
areas.  Wired  or  wireless  solutions  are  available  within  all  mee 
ing  and  conference  rooms,  too.  Hotel  room  guest  charges  f< 
high-speed  access  do  not  exceed  $9.95  for  a  24-hour  perioi 
and  Embassy  Suites  Hotels  also  offer  wireless  access  device 
detailed  instructions  for  the  "plug  and  play"  service  and  a  to 
free,  24-hour  assistance  number  for  technical  questions. 

Embassy  Suites  offer  business  travelers  a  more  enjoyab 
experience  on  the  road,  thanks  to  a  thoughtful  collectic 
of  guest  services  and  amenities.  Every  guest  receives 
complimentary,  cooked-to-order  breakfast  each  morninc 
Beverages  are  available  each  evening  at  a  two-hour  Manager 
Reception  (subject  to  local  laws).  A  complimentary  copy  c 
USA  Todays  is  delivered  to  each  suite.  Every  Embassy  Suite 
Hotel  is  built  around  a  spacious,  airy  central  atrium  that  help 
guests  relax  and  feel  more  comfortable.  The  majority  of  hote 
have  a  swimming  pool,  sauna,  exercise  center  and  roor 
service  so  guests  can  relax,  play,  work  out  or  dine  on  the 
own  schedules. 

And  20  years  of  steady  growth  means  Embassy  Suite 
Hotels  are  available  just  about  everywhere  in  the  U.S.,  Canaa 
and  in  selected  locations  within  South  America.  Properties  ar 
located  at  major  gateway  airports,  near  convention  centers  am 
in  major  business  centers  such  as  lower  Manhattan  and  th 
Chicago  lakefront.  There  are  lavish  properties  in  importar 
leisure  markets  such  as  Niagara  Falls,  Canada,  and  Los  Marlin 
in  the  Dominican  Republic.  And  the  goal  is  to  add  95  mor 
Embassy  Suites  Hotels  by  2010. 

Practicalities?  Travelers  need  not  hunt  for  the  best  rat 
at  an  Embassy  Suites  Hotel.  That's  always  available 
embassysuites.com.  You 'can  make  a  reservation  by  phone  b 
calling  800-EMBASSY.  And 
as  part  of  the  Hilton  family, 
Embassy  Suites  Hotels  par- 
ticipate in  Hilton  HHonors, 
the  worldwide  frequent- 
guest  program  that 
includes  more  than  2,500 
hotels,  resorts  and  vacation 
ownership  properties. 


EMBASSY  SUITE 
HOTELS® 


TAKEOFF 

PASSENGERS 

Introducing  the  Vector"  JetCard.- 
It's  easy  to  get. 
Easy  to  afford. 


ii 


And  how  cool  would  it  be  to  fly  to  Palm  Beach  in  your  own  private  jet? 
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T  HIS  FIERCEST,  CORPORATE  RAIDER 
Irwin  L.  Jacobs,  a  member  of  The  Forbes 
400  richest  Americans  from  1986  to 
1988,  terrorized  chief  executives,  forcing 
them  to  either  fix  their  problems  or  sell 
them  off — to  him,  if  possible.  He  bought 
stakes  in  Kaiser  Steel,  Walt  Disney,  Borg- 
Warner  and  Pabst  Brewing,  financing  his  predations 
with  his  own  cash,  then  selling  for  a  quick  profit. 

These  days  Jacobs,  63,  plays  a  very  different  but  no 
less  intense  game.  From  its  headquarters  in  Minnesota, 
he  runs  privately  held  Genmar  Holdings,  the  nation's 
second-largest  pleasure  boat  company  after  Brunswick, 
with  expected  revenue  this  year  of  $1.1  billion.  He  is  a 
shadow  of  his  former  silhouette  as  it  appeared  in  the 
sagas  of  the  takeover  era,  The  Predators'  Ball  and  Den  of 
Thieves.  Now  he  is  doing  a  lot  more  holding  than  shed- 
ding of  assets.  Not  that  he  would  turn  down  the  right 
offer  for  his  40%  stake  in  Genmar.  For  now  he's  content 
to  operate  the  company. 

In  fact,  for  most  of  the  last  two  decades  Jacobs  has 
fought  to  keep  Genmar  from  capsizing.  All  told  he  and 
fellow  investors  have  poured  $300  million  into  boat- 
building since  he  bought  the  bankrupt  Larson  Industries 
in  1977  and  later  renamed  the  company.  "If  Genmar 
were  public,  the  market  would  have  called  me  a  lunatic 
for  investing  this  kind  of  money,"  says  Jacobs.  Genmar 
(put  together  from  General  Marine,  a  name  he  wanted 
but  couldn't  use)  was  indeed  public  for  a  while,  between 
1987  and  1989.  A  plan  to  take  it  public  again  in  1999  with 


a  $100  million  stock  offering  fizzled  after  potential  buyers 
sneered  at  Genmar's  low  margins,  $130  million  in  debt 
and  negative  net  worth  of  $2.6  million.  Jacobs  took  it 
hard.  "I'd  be  a  liar  if  I  said  I'd  do  this  again,"  he  sighs. 

Yet  he  has  achieved  some  surprising  results  as  business 
manager.  Since  the  aborted  offering  Jacobs  has  doubled 
Genmar's  sales,  buying  bankrupt  Outboard  Marine  Corp.'s 
boat  business  in  2000  for  $28  million.  He's  sold  assets  to 
repay  $250  million  in  bank  debt  owed  by  Genmar.  Today 
the  company,  which  has  5,600  employees,  is  debt  free,  prof- 
itable (operating  income — in  the  sense  of  earnings  before 
interest,  ta^xes,  depreciation  and  amortization — should  hit 
$120  million  in  2004)  and  has  $125  million  in  cash. 

The  key  has  been  patience,  something  of  a  novel 
virtue  for  Jacobs.  That,  along  with  new  products,  better 
manufacturing  processes  and  clever  marketing.  All  this  in 
a  choppy  $13  billion  pleasure  craft  market.  Boat  sales, 
peaking  at  524,000  in  1988,  shrank  to  297,000  last  year. 
The  average  selling  price  has  been  dropping,  too,  from 
$12,883  in  2002  to  $12,611  last  year,  reports  Boating 
Industry  magazine. 

Jacobs  clearly  has  something  to  prove.  "Larson  was 
one  nightmare  after  another,"  he  recalls  of  the  early  days. 
"I  paid  $575,000,  and  over  the  next  two  and  a  half  years  I 
lost  $5  million.  My  people  were  saying,  'What  are  we 
doing  this  for?' " 

He  had  an  answer.  "I  can  never  just  dip  in  my  toe,  I 
have  to  jump  in,"  Jacobs  says.  In  1981  he  doubled  the  size 
of  the  company  by  buying  Aegis,  a  publicly  traded  maker 
of  cruisers,  runabouts  and  fishing  boats.  Four  years  later 
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Irwin  Jacobs 
isn't  raiding 
''companies  anymore. 
He's  running  them— 
and  trying  to  make 
ago  of  the  nation's 
umber  two  boatmaker. 
By  Mark  Tatge 
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he  acquired  AMF  in  a  hostile  bid,  paying 
$560  million.  He  sold  off  20  units  (60%  of 
the  company)  for  $545  million  and  kept 
AMF's  boat  business. 

Because  he  believed  the  market  was 
undervaluing  the  company,  he  decided  to 
take  Gen  mar  private  in  1989  for  $435  mil- 
lion with  the  help  of  Minnesota  Twins 
owner  Carl  Pohlad.  Jacobs  continued  to 
bulk  up,  paying  $25  million  in  1992  for 
some  defaulted  junk  bonds  with  a  face 
value  of  $150  million.  The  bonds,  held  by 


sales' — but  all  of  them  have  to  go  to  dealers 
to  complete  a  transaction.)  The  saturation 
has  helped  him  attract  such  sponsors  to  the 
FLW  Tour  as  U.S.  Bank,  Fuji  Photo  USA, 
Castrol,  Kellogg's  and  Seven-Up. 

Since  2001  Genmar's  boat  sales  have 
doubled,  thanks  in  part  to  the  Outboard 
Marine  acquisition.  Last  year  Genmar  sold 
15.7%  of  the  160,000  fiberglass  boats 
bought  domestically,  a  close  second  to 
Brunswick's  1 7.3%,  reports  Statistical  Sur- 
veys. The  product  line  is  deep — from 


glass  onto  molds.  Two  years  ago  he 
opened  a  $21  million,  97,000-square-foot 
plant  in  Little  Palis,  Minn,  at  Larson  Glas- 
tron,  the  site  of  his  first  boat  acquisition  27 
years  before.  Robots  do  the  dirty  work 
here,  pressing  out  hulls  in  closed  molds, 
reducing  emissions  of  noxious  styrene  by 
90%.  Forty  minutes  later  out  pops  an  18- 
foot  fiberglass  double-hull  ready  for  trim- 
ming and  assembly,  compared  with  the 
typical  20-hour  drying  time  for  hand- 
sprayed  hulls.  The  plant,  which  employs 


Italian  designed,  U.S.  made:  the 
Marquis  59— as  in  59  feet  of  yacht. 


Drop  us  a  line:  The 
can  also  haul  water-skiers. 


the  family  that  then  controlled  7-Eleven, 
yielded  two  prize  catches:  Ranger  bass 
boats  and  Carver  yachts. 

A  year  later  Genmar  was  sinking 
under  heavy  debt  as  U.S.  boat  sales 
collapsed.  Genmar  lost  a  cumulative 
$100  million  from  1990  through  1993.  In 
1994  Jacobs  and  other  investors  pumped 
in  $100  million.  The  market  rebounded, 
and  by  1 999  Genmar  had  a  net  income  of 
$41  million  on  sales  of  $704  million. 

In  1996  Jacobs  teamed  up  with  Wal- 
Mart,  the  largest  retailer  of  fishing  tackle,  to 
sponsor  the  Wal-Mart  FLW  Tour  (for  For- 
rest L.  Wood,  the  founder  of  Ranger  boats), 
a  championship  series  for  the  sport  of  bass 
fishing — the  tour  has  become  the  angling 
equivalent  of  Nascar  or  the  PGA  Tour.  FLW 
has  since  grown:  Next  year  it  will  offer 
eight  different  circuits  with  purses  totaling 
$30  million.  Winners  who  pilot  a  Genmar 
Ranger  (fiberglass  hulls  of  18  to  25  feet) 
get  a  bigger  share  of  the  purse. 

There's  no  such  thins  as  too  much 
brand  recognition.  Jacobs  has  FLW  in  the 
tides  of  a  television  show,  a  radio  program, 
a  magazine  and  a  Web  site.  (The  Web  lands 
a  fourth  of  the  buyers — $350  million  in 


Ranger  bass  boats  ($22,000  to  $50,000)  to 
midpriced  runabouts,  ski  boats  and  cruis- 
ers ($13,000  to  $250,000)  to  65-foot 
Carver  yachts  ($200,000  to  $1.2  million) 
assembled  by  hand. 

In  September  Jacobs  launched  what  he 
claims  is  the  first  national  boat  rental  pro- 
gram. For  $300  to  $1,000  a  month,  dealers 
can  lease  new  Triumph  fishing  and  pon- 
toon boats  and  rent  them  by  the  haJf-day 
or  hour  to  consumers.  Genmar  insures  the 
boat,  the  boater  and  the  dealer  against 
property  and  liability  claims;  built  from 
polyethylene,  the  craft  are  virtually  inde- 
structible (a  promotional  video  shows  a 
hull  suffering  a  sledgehammer  blow  with 
nary  a  scratch).  When  the  36-month  lease 
expires,  dealers  can  return  the  boat  to  Gen- 
mar or  buy  it  for  37%  of  the  original  price. 
The  rental  market,  Jacobs  claims,  is  poten- 
tially three  or  four  times  the  size  of  the 
market  for  boat  purchases:  People  are 
more  willing  at  first  to  try  than  to  buy. 

Jacobs  hasn't  neglected  the  factories, 
shifting  some  hull  production  away  from 
an  inefficient  open-molding  system,  in  use 
since  the  1940s,  which  requires  workers  to 
hand-spray  toxic  resins  and  layers  of  fiber- 


125  people,  molds  40  boats  a  day  up  to  24 
feet  long  and  can  build  60%  of  Genmar's 
250-plus  models.  Engineers  1,000  miles 
away  in  Greenville,  Pa.  use  the  Internet  to 
monitor  the  more  than  500  variables  of 
the  manufacturing  process.  The  finished 
boat  is  lighter,  stronger  and  less  likely  to 
blister  or  crack.  The  new  process  cuts 
labor  costs  by  two-thirds. 

Now  Jacobs  is  using  closed-mold  tech- 
nology for  other  fiber-molded  products, 
like  shower  stalls  and  car  bumpers.  "I 
never  thought  10  or  15  years  later  I  would 
still  be  this  involved,"  he  says. 

What's  this — has  the  dealster  been 
transformed  into  a  factory  engineer?  Yes 
and  no.  He  notes  that  this  year  he  sold 
Genmar's  aluminum  boat  division  (Crest- 
liner,"  Lowe  &  Lund),  with  sales  of  $300 
million,  to  rival  Brunswick  for  $191  mil- 
lion cash.  "I  couldn't  resist  at  that  price," 
he  gloats.  He  also  reminisces  about 
exploits  from  the  mid-1990s.  "I  bought  an 
entire  block  in  downtown  Minneapolis  for 
$1.5  million,"  he  says.  "I  sold  it  for  $13.5 
million  two  years  later."  It's  going  to  take  a 
lot  of  boatbuilding  to  match  that  kind  of 
percentage  return.  F 
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Sometimes,  the  best  way  to 
manage  your  retirement  fund 

is  to  ignore  it. 

No  matter  your  age,  it  never  k 
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Target  Retlreme„t  Funds  „,  vou      ^  *"*  ^  *«*  V»*«* 

work  for  you. 

First,  our  Target  Retirement 
punds  balance  your  money 
appropriately  between  stocks, 
bonds,  and  cash.  Then  they 
automatically  monitor  you 
investments,  rebalancing 
your  assets  to  reduce 
as  you  get  closer  to 
retirement.  These  are 
Vanguard®  funds, 
so  you  get  all  the 

benefits  of  our  persistently  low  fees  and  expenses. 

There  is,  of  course,  an  element  of  risk  in  any  investment.  To  learn  how 
these  retirement  funds  pay  personal  attention  to  your  money,  please  call  us. 
Or  visit  Vanguard.com?  We  can  help. 


THEVanguardGROUP 


Cail  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information.  Read  and 
consider  it  carefully  before  investing.  ©  2004  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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Ken  Hendricks  grew  a  billion-dollar 
business  out  of  a  fragmented  industry. 


Up 


Ken  Hendricks  spent 
a  lifetime  trying  to  win 
the  respect  his  father 
never  got.  With  an 
$850  million  fortune 
made  from  selling  roofing 
supplies,  he's  got  it. 
By  David  Armstrong 


O  YOU  KNOW  THE  SONG  'THE  LITTLE  MAN'?"  ASKS  KENNETH  HENDRICKS 
as  he  drives  a  visitor  around  Beloit,  Wis.  in  his  black  Jeep  Grand  Cherokee. 
The  Alan  Jackson  song  is  one  of  Hendricks'  favorites.  He  plays  it,  and  then 
plays  it  again,  imploring  his  guest  to  listen  to  the  words,  a  melancholic  ode  to 
disappearing  Main  Street  merchants  and  values,  done  in  by  large  corporations 
and  discount  chain  stores  on  the  outskirts  of  town. 

The  song  may  be  a  bit  hokey,  but  the  62-year-old  Hendricks  identifies  with  the 
underdog.  As  a  kid  growing  up  in  nearby  Janesville,  he  sensed  the  contempt  "the  country 
club  set"  had  for  his  blue-collar  family  because  of  his  father's  humble  job  as  a  roofer. 

"They  looked  down  their  noses  at  him,"  Hendricks  says.  "He  went  to  work  every 
single  day  of  his  life.  That  wasn't  good  enough?  Some  kid  got  to  go  to  a  fancy  school  and 
that  made  him  different  than  me?  That  just  sets  in  your  gut." 
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Innovation  drives  everything  we  do. 


From  innovative  drive  systems  challenging  the  electric  car  land  speed  record  to  research 
m  the  first  "self-healing"  power  grid,  our  breakthroughs  have  proven  time  and  again  that 
today's  revolutionary  ideas  lead  the  way  to  greater  productivity  and  competitive  advantage 
ror  customers  tomorrow.  Over  100,000  power  and  automation  professionals  around  the 
world.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 


www.abb.us 


©2004  ABB  Inc. 
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Don't  underestimate  a  chip  on  the 
shoulder  as  motivating  tool.  Hendricks,  a 
high  school  dropout,  joined  his  father  in 
the  trade  and  eventually  started  his  own 
shingle  wholesaling  business.  Today  Beloit- 
based  American  Builders  &  Contractors 
Supply  is  the  largest  wholesaler  of  roofing 
supplies  in  the  U.S.  and  among  the  largest 
suppliers  of  vinyl  sidings  and  windows. 

"We  didn't  invent  anything.  But  even 
Jesus  Christ  had  a  roof,  and  it  probably  had 
to  be  repaired,"  says  Hendricks.  Last  year 
ABC  Supply  netted  $67  million  on  sales  of 
$1.8  billion.  The  sole  owner  of  the  privately 
held  company,  Hendricks  joined  The 
Forbes  400  this  year  with  an  estimated  net 
worth  of  $850  million. 

For  a  rich  guy,  Hendricks  doesn't  sur- 
round himself  with  a  flotilla  of  underlings. 
ABC  has  no  public  relations  department;  the 
boss  doesn't  even  keep  a  secretary  outside 
his  office.  He  answers  his  own  phone  and 
is  quick  to  hand  out  his  cell  number  to  any 
of  his  4,500  employees  who  need  it.  He  has 
no  interest  in  joining  a  country  club  and  es- 
chews golf,  preferring  cross-country  mo- 
torcycle trips.  Hendricks  rarely  uses  the  cor- 
porate jet.  When  he  flies  commercial,  he 
goes  coach.  "Pay  an  extra  $600  to  sit  up  in 
front  of  that  curtain  for  three  hours?"  he 
laughs. 

Before  Hendricks  came  along,  the  busi- 
ness of  selling  roofing  supplies — asphalt 
shingles,  sheet  metal,  tiles,  rolled  roofing  for 
commercial  buildings — to  contractors  was 
highly  fragmented.  "Not  a  lot  of  others  saw 
that  opportunity  to  take  a  business  that  had 
been  local  or  regional  and  turn  it  into  a  na- 
tional one.  It's  a  big  vision,  and  it's  hard  to 
do,"  says  William  Good,  executive  vice 
president  of  the  National  Roofing  Con- 
tractors Association. 

An  aspiring  architect,  Hendricks 
dropped  out  of  high  school  at  17,  when 
his  girlfriend  got  pregnant.  He  took  two 
jobs,  one  on  a  repair  truck  for  Wisconsin 
Power  &  Light.  While  driving  around 
town  he  kept  his  eyes  peeled  for  houses 
with  worn  shingles.  After  his  shift  he'd  go 
back,  knock  on  the  door  and  offer  to 
reshingle  the  roof  that  weekend. 

Soon  he  was  able  to  quit  the  power 
company  job  and  hire  his  own  roofing 
crews.  He  nailed  his  first  big  break  when  a 


hailstorm  hit  the  central  Wisconsin  town 
of  Berlin.  As  always  after  a  hailstorm,  roof- 
ing contractors  descended,  jacking  up  their 
normal  rates.  Hendricks  took  the  insur- 
ance company's  claims  adjuster  to  dinner 
and  offered  to  charge  his  regular  rate  in 
exchange  for  combining  all  the  damaged 
roofs  under  one  contract.  The  next  time  a 
hailstorm  hit  a  nearby  town,  he  was  called 

"We  didn't  invent 
anything.  But  even 
Jesus  Christ  had 

a  roof,  and  it 
probably  had  to 
 he_repaireiL"  

back.  The  work  led  to  contracts  to  roof 
military  bases  and  eventually  Kmarts.  By 
1971,  not  yet  30  years  old,  he  had,  he  esti- 
mates, 500  roofers  working  for  him 
around  the  country. 

But  overseeing  dozens  of  simultaneous 
job  sites  kept  him  on  the  road  for  months  at 
a  time.  For  a  man  with  five  kids  it  was  an  un- 
sustainable pace.  He  burned  out  and  gave 
away  the  business  in  pieces  to  his  employees. 
He  tried  to  settle  into  a  leisurely  life  pursuing 
a  sideline  renovating  real  estate,  but  boredom 
set  in.  "It  was  like  clipping  coupons,"  he  says. 

He  was  already  thinking  about  the  need 
for  a  national  distribution  chain.  As  a  con- 
tractor running  from  state  to  state,  he  was 
dealing  with  dozens  of  suppliers,  none  of 
which  could  sell  him  everything  he  needed. 
He  also  knew  there  was  a  lot  of  compla- 
cency, waste  and  room  for  improvement. 

He  bought  his  first  three  distributor- 
ships from  Bird  &  Sons  in  1982  and  didn't 
let  up  on  the  buying  spree  for  15  years. 
Using  a  revolving  line  of  credit  from  Bank 
of  America,  Hendricks  had  157  oudets  by 
1997  and  a  profit  of  $10  million  on  $789 
million  in  revenue. 

He  made  it  work  by  negotiating  volume 
discounts  with  manufacturers  and  keeping 
a  tight  lid  on  costs.  He  used  to  deliver  shin- 
gles to  job  sites  with  renovated  trucks  in- 
stead of  buying  new  ones.  He  recycles  pallets 


and  sells  them  back  to  the  manufacturers. 
ABC's  point-of-sales  system  was  built  with  a 
$20,000  software  package — still  the  heart  of 
the  company's  computer  system  today. 

Hendricks  may  not  have  the  latest  cus- 
tomer-relationship software,  but  he  does 
have  an  understanding  of  what  his  cus- 
tomers need.  "I've  been  up  on  the  roof.  I 
know  what  those  guys  go  through.  My 
whole  life  has  been  about  making  that  pro- 
fession respectable." 

ABC  gives  its  customers — mostly  small 
to  midsize  contractors — flyer  mailings, 
sample  packs  of  shingles  and  free  seminars 
on  how  to  use  new  materials;  it  even  makes 
yard  signs  to  help  contractors  advertise. 
Hendricks'  wife,  Diane,  started  her  own 
company  to  sell  low-cost  insurance  policies 
to  contractors.  "If  our  customers  do  well, 
we  do  well,"  says  Hendricks.  Same  goes  for 
his  workers.  Employees  are  routinely  flown 
in  to  Beloit  for  educational  programs,  given 
hammers  and  nails  and  taught  how  to  do 
their  customers'  job.  The  best-performing 
locations  will  split  a  $400,000  bonus  at  the 
end  of  the  year.  A  good  regional  sales  man- 
ager can  make  $350,000  a  year. 

"I  had  2  suppliers  when  I  was  in  busi- 
ness. Now  we  have  10  to  12  vendors  lining 
up  at  the  door,"  says  Jim  L.  Gann,  who  sold 
his  3  Alabama  roofing  supply  outlets  to 
Hendricks  in  1990,  when  they  were  doing 
$4  million  in  sales,  and  joined  the  company 
as  a  regional  manager.  Today  those  oudets 
are  doing  $28  million  in  sales. 

But  the  bank  loans  that  fueled  this 
growth  were  getting  burdensome.  In  1997 
the  company  refinanced  them  with  a  ten- 
year  $100  million  bond  paying  10.6%,  a 
steep  rate  even  at  the  time.  "It  was  a  leap  of 
faith,"  says  Kendra  Story,  Hendrick's 
daughter  and  ABC's  financial  officer.  The 
acquisitions  put  sales  over  $1  billion  the 
next  year,  but  interest  costs  pushed  ABC  to 
a  $2.6inillion  loss  in  1998,  only  the  second 
unprofitable  year  in  its  history. 

It's  always  been  a  family- run  company. 
Five  of  Hendricks'  seven  children  work  for 
ABC.  But  in  1998  Hendricks  recruited  out- 
sider David  Luck,  the  head  of  Bridge- 
stone/Firestone's  1,600-store  retail  chain, 
to  be  ABC's  president.  In  1999  the  company 
eked  out  a  profit  of  $6.6  million  on  sales  of 
$1.2  billion.  While  sales  have  grown  50% 
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SSA  Global  extends  ERP 
across  every  enterprise 
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since  then,  overhead  has  not,  and  the  com- 
pany was  able  to  pay  down  debt.  It  retired 
the  bond  issue  this  year. 

The  biggest  threat  now  is  competition 
from  the  big  hardware  chains.  Hendricks' 
answer:  "We've  got  256  different  shingles 
by  brand,  weight  and  color.  Home  Depot's 
not  going  to  waste  the  shelf  space.  It's  a 
low-margin  business." 


Robert  Shannon  is  a  contractor  in 
Mineola,  N.Y.  with  50  roofers  working  for 
him.  He's  the  kind  of  customer  ABC  and 
Home  Depot  crave.  Some  bad  customer- 
service  experiences  soured  him  on  Home 
Depot,  and  he's  loyal  to  ABC.  "They've  de- 


livered  shingles  overnight  from  Boston,  stuff 
I  needed  the  next  day,"  says  Shannon.  "No 
other  supplier  does  that.  They  understand  if 
you  have  nine  crew  members  standing 
around  with  nothing  to  do,  that  costs 
money."  It  helps  to  know  the  business.  F 


The  grass  is  greener  on  these  buildings 
Left:  Apple  Computer  store  in  Chicago. 
Right:  Corporate  headquarters  of  ABC  Supply 
in  Beloit,  Wis. 


Raise 
The  Roof 


Amsterdam  affords  a  visitor  many  delights.  But  leave  it  to 
a  man  who  has  spent  his  entire  life  working  on  roofs  to 
notice  the  grass  that  grows  on  top  of  Schiphol  Interna- 
tional Airport. 

That's  where  Ken  Hendricks  first  saw  so-called  green 
roofs,  eco-friendly  roofing  systems  that  cover  the  tops  of  build- 
ings with  vegetation  to  reduce  absorbed  heat  and  trap  rain- 
water runoff  that  often  forces  builders  to  fit  bulky  stormwa- 
ter-retention  systems  into  their  projects;  those  man-made 
ponds  in  the  middle  of  corporate  parks  aren't  there  just  for 
esthetics. 

Popular  in  Europe  for  decades,  green  roofs  have  only  re- 
cently begun  to  catch  on  in  the  U.S.  Among  the  buyers:  Ford 
Motor,  run  by  greenish  William  Clay  Ford  Jr.  In  2003,  when  the 
company  built  a  new  truck  factory  in  Dearborn,  Mich.,  Bill  Ford 
had  a  living  carpet  installed  on  its  10-acre  roof. 

As  impressed  as  Hendricks  was  with  the  European  roofing 
system  he  saw  some  problems:  Most  green  roofs  require  com- 
plicated layers  of  material  spread  out  over  the  whole  roof  before 
the  grass  is  planted.  The  plantings  take  a  long  time  to  grow  and 


also  make  it  difficult  to  gain  access  to  the  underlying  structure 
to  repair  cracks  and  leaks. 

Hendricks  and  a  roofing  engineer  from  his  American  Builders 
&  Contractors  Supply  came  up  with  a  patent-pending  system— 
GreenGrid— that  gets  around  ali  that  by  using  interlocking  mod- 
ules of  plants.  With  this  system,  green  roofs  can  be  grown  in  nurs- 
eries and  easily  installed  on  top  of  a  building  with  several  trips  up 
the  elevator.  The  2-by-4-foot  modules  are  kept  light  in  weight  with 
a  clay-soil  mixture;  real  soil  would  need  to  be  replenished. 

"Maybe  someday  you'll  fly  into  a  city,  look  below  and  see 
nothing  but  green,"  says  Hendricks. 

He's  put  the  roof  on  his  company's  headquarters  in  Beloit, 
Wis.,  where  it's  both  a  testing  ground  for  variations  in  the  sys- 
tem and  a  pretty  cool  place  for  employees  to  hang  out.  He  has  li- 
censed the  technology  to  Weston  Solutions,  an  environmental 
service  firm  in  Chicago.  Weston  has  put  the  system  on  top  of  the 
2,400-square-foot  roof  of  Chicago's  Apple  Computer  Store 
(Steve  Jobs  picked  the  plant  himself— a  smooth,  carpety  Sedum 
kamtschaticum),  two  Chicago  Target  outlets  and  several  of 
Chicago's  municipal  buildings. 

The  modules  cost  anywhere  from  $9  to  $20  a  square  foot, 
on  top  of  the  usual  outlays  for  conventional  roofing  underneath. 
Warning:  Whatever  money  you  save  on  energy  bills  might  be 
taken  up  by  landscapers.  The  roofs  may  need  to  be  occasionally 
weeded.  — D.  A. 
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Lock  in  the  prime  rate. 
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Introducing  the  new  Capital  One  PrimeLock  Card. 

Finally,  a  credit  card  that's  always  as  low  as  the  Prime  Rate  -  now  4.75%.*  Avoid  introductory  rates  that 
expire  after  a  limited  time.  With  the  PrimeLock  Card  from  Capital  One,  your  rate  is  set  at  prime  for  as  long  as 
you  have  the  card.  Get  in  on  the  rate  other  banks  only  give  their  biggest  customers.  Get  the  new  Capital  One 
PrimeLock  Card.  No  more  rate-watching.  No  more  worries.  No  more  hassles. 


what's  in  your  wallet?* 


'Prime  Rate  as  of  10/1/04.  By  mail  only  Applies  only  1o  new  and  qualified  applicants  Rates  subiect  to  change  rf  the  account  is  not  kepi  in  good  standing 
Addilional  restrictions  apply.  Terms  subject  to  change  without  notice.  ©  2004  Capital  One  Services.  Inc.  All  rights  reserved. 
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V 

Chocolate  is  tempting,  but  sugar-free  chocolate  hasn't  always 
had  the  same  attraction.  Candy  companies  knew  there  was 
a  pent-up  demand  for  better-tasting  sugar-free  chocolate  and 
asked  Cargill  to  help  create  it.  We  combined  our  expertise  in 
sugar  replacers  with  our  knowledge  and  passion  for  making 
chocolate  to  develop  a  sugar-free  chocolate  that  was  superior 
to  anything  before.  Now  candy  makers  and  other  food 
companies  are  using  it  to  create  new  products  that  are  winning 
consumers  and  rapidly  growing  the  market  for  sugar-free 
chocolate.  This  is  how  Cargill  works  with  customers. 
collaborate     >    create    >  succeed. 


Nourishing  Ideas.  Nourishing  People: 


AMERICA'S  LARGEST 


Twenty-Ton  Cult 

At  RV  megadealer  Lazy  Days,  spending  money  never 


felt  so  good 


By  Brett  Nelson 


IRED  OF  FARMING  TOMATOES 
and  corn  in  northeastern  Ten- 
nessee, young  Donald  Wallace 
bought  a  house  trailer  and 
moved  to  Tampa  to  start  a  land- 
scaping business  with  his  father  and 
brother.  After  cleaning  it  up  a  bit  Wallace 
later  sold  the  trailer  at  a  $500  profit — a 
windfall  in  1976.  He  tried  this  arbitrage  a 
few  more  times,  with  good  results.  Soon 
the  family  was  in  the  recreational  vehicle 
business.  "Our  plan  was  to  sell  two  units  a 
month,"  he  says. 

Today  Wallace  moves  2.5  units  each 


and  every  hour  he  is  open  for  business 
at  his  gargantuan  Lazy  Days  RV  Center 
in  Seffner,  a  backwater  just  east  of 
Tampa,  Fla.  That  adds  up  to  8,000  RVs  a 
year  at  prices  from  $5,000  for  a  small 
used  trailer  to  $1.2  million  for  a  45-foot, 
20-ton  diesel  coach. 

This  selling  frenzy  makes  Lazy  Days  the 
world's  largest  single-site  RV  dealer,  netting 
$25  million  last  year  on  $756  million  in 
revenues.  La  Mesa  RV  in  San  Diego  boasts 
similar  sales,  but  has  12  outlets.  With  130 
acres,  the  Lazy  Days  site  has  room  for  26 
full-time  representatives  from  14  manu- 


facturers fielding  questions.  Out- 
of-state  customers  account  for 
every  other  RV  sold. "  [Lazy  Days] 
takes  some  of  my  clients,"  says 
Duane  Spader,  a  dealer  in  Sioux 
Falls,  S.D. — 1,600  miles  away. 

Lazy  Days  carries  17  RV 
brands,  including  American 
Coach,  Fleetwood  and  Monaco. 
Wallace  and  his  squadron  of  160  salespeo- 
ple are  able  to  turn  a  massive  inventory  of 
new  and  used  RVs  a  blistering  eight  times  a 
year  in  dollar  terms — three  times  the  in- 
dustry average. 

Part  Wal-Mart,  part  country  club, 
Wallace's  dealership  is  a  sight  to  behold, 
with  a  banana-color  banklike  headquar- 
ters, a  1,200-vehicle  show  lot,  230  service 
bays  and  a  300-site  RV  campground.  The 
piece  de  resistance  is  a  17,000-square-foot, 
British  West  Indies  style  clubhouse  built 
last  December  for  customers  who  have 
shelled  out  at  least  $250,000  for  a  coach. 
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Jeff  came  with: 

The  impression  that  all 
financial  advice  was  the  same. 


AMERICA'S  LARGEST 

Private  Compa 


Big-Wheel  Bazaar 


The  number  of 
complimentary  meals  served  to 
customers  in  Lazy  Days'  main  cafeteria 

Success  rate  for  converting 
new  customer  leads  into  deliveries. 


Annual  coupon  on 
Lazy  Days'  bonds— maturing  in  2012 
but  callable  in  2008— available  in 
December. 

"Crown  Club"  members  have  access 
to  43  additional  service  bays  geared  for  fix- 
ing complex  motor  homes.  While  they 
wait,  they  can  eat  at  the  clubhouse's 
restaurant,  sidle  up  to  the  bar  at  happy 
hour,  swim  in  the  pool  or  picnic  beneath 
stately  oaks  covered  in  Spanish  moss — all 
gratis.  One  enamored  Crown  Clubber, 
Margaret  Daniels  of  Sarasota,  who  has 
bought  six  coaches  in  the  last  seven  years, 
spent  most  of  October  at  Lazy  Days, 
mainly  because  she  just  liked  being  there. 

It's  no  accident  that  to  get  from  the 
campground  to  the  clubhouse  visitors 
who  otherwise  weren't  looking  to  trade  up 
must  pass  by  a  fleet  of  glistening  40-foot 
RVs.  "We  don't  want  you  to  buy  one  motor 
home,"  says  Kenneth  Scolaro,  head  of  sales 
and  a  25-year  veteran  who  got  his  start 
washing  coaches  at  17.  "We  want  you  to 
buy  ten  over  the  course  of  your  life." 
Repeat  customers  account  for  30%  of  Lazy 
Days'  revenues. 

After  stalling  in  1999  and  2000,  Lazy 
Days'  sales  have  since  grown  at  a  16%  clip. 
At  that  rate  the  company  should  qualify  in 
two  years  for  our  List  of  America's  largest 
private  companies  (see  p.  204). 


Lazy's  gross  margin  is  nearly  1 5%,  bet- 
ter than  most  dealers'.  Size  gives  Wallace 
an  edge  with  suppliers,  but  he  gives  back 
some  of  that  spread  in  commissions  and 
cocktails  at  the  Crown  Club,  leaving  a  net 
margin  of  just  3%.  Hurricanes  Frances, 
Ivan  and  Jeanne  will  put  some  wind  be- 
hind that  number.  So  far  insurance  com- 
panies have  leased  600  trailers  from  Lazy 
Days  on  behalf  of  displaced  Floridians.  The 
RVs  will  depreciate,  but  not  enough  to  off- 
set the  rental  income. 

Some  of  those  temporary  home- 
steaders may  end  up  buying  RVs  from 
the  likes  of  sales  rep  Brian  Dunlap.  The 
42-year-old  ex-car  salesman  starts  each 
day  at  8  a.m.  with  one  hour  of  manda- 
tory sales  training.  The  lessons  drive 
home  subtle  techniques,  like  using  the 
word  "opportunity"  rather  than  "deal." 
After  training,  Dunlap  usually  checks 
the  lot  for  changes  in  inventory. 

Then  it's  showtime.  With  first-time 
customers  the  salesman  conducts  a 
lengthy  interview,  jotting  notes,  hoping  to 
narrow  the  search  to  four  or  five  models 
before  taking  the  inevitably  sweaty  tour  of 
the  lot.  On  average,  the  whole  process 
chews  up  five  or  six  hours. 

If  he  makes  an  "opportunity,"  Dunlap 
will  get  17%  to  21%  of  the  gross  profit 
from  the  sale.  An  average  rep  makes 
$80,000  a  year,  plus  benefits.  The  best  pull 


in  three  times  the  average.  If  one  sales 
agent  lands  a  customer  who  had  previ- 
ously bought  from — or  even  spent  a  few 
hours  with — another  agent,  the  original 
rep  gets  a  cut. 

Wallace's  next  trick:  servicing  all  those 
motor  homes.  "I've  had  customers  that 
bought  from  Lazy  Days  say  they  can't  get 
[a  service  appointment]  for  six  months," 
says  Gayle  Hill,  co-owner  of  $40  million 
(sales)  Leisure  Tyme  RV  in  Pensacola.  Lazy 
Days  says  its  backlog  is  two  to  eight  weeks, 
depending  on  the  season.  The  company  is 
spending  $4  million  this  year  on  renova- 
tions, in  part  to  make  room  for  more  ser- 
vice managers  (it  now  has  21)  who  over- 
see this  margin-fattening  side  of  the 
business. 

Wallace  already  cashed  out  a  hefty 
chunk  in  1 999,  when  Lazy  Days'  employee 
stock  ownership  plan  bought  a  majority  of 
the  company,  then  valued  at  $170  million. 
His  take:  an  estimated  $130  million.  This 
spring  his  700  employees  got  in  on  the 
action  when  Bruckmann,  Rosser,  Sherriil, 
a  New  York  private-equity  firm,  took  out 
the  ESOP  and  other  shareholders  for  $217 
million.  Wallace  kept  a  10%  stake. 

Any  chance  of  a  public  offering? 
"The  fundamentals  of  this  industry  are 
strong,"  says  Thomas  Baldwin,  a  BRS 
managing  director.  "We're  not  looking 
for  the  door."  F 
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Jeff  left  with: 


A  team  of  financial  experts,  with  a  dedicated 
single  point  of  contact. 

A  Financial  Foundation®  plan  that 
considers  mortgages,  loans  and  retirement 
as  well  as  investments. 

Advice  that's  built  on  our  ongoing  Wealth 
Management  Process,  not  a  one-time  consultation. 

A  clear  understanding  of  why  Total  MerrillSM 
enables  us  to  deliver  more  complete  advice. 


It  used  to  be  you  could  measure  financial  progress  simply  by  following  the  stock  market. 
Today,  you  need  to  consider  every  piece  of  your  financial  life.  Our  clients  see  value  in  that. 

Picking  stocks  and  bonds  isn't  enough  anymore.  Now  you  need  a  team  of  experts  that  account  for  every  piece  of 

your  financial  life.  That's  Total  Merrill.  We  take  a  holistic  view  of  your  money,  and  we  make  sure  it  all  works 

together  as  hard  as  it  possibly  can."  -The  Kilhorn  team, 

Merrill  Lynch  Financial  Advisors 
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TRACKING 
PROGRESS 


TOTAL  MERRILL 


2all  a  Merrill  Lynch  Financial  Advisor  or  1-80Q-MERRILL.  Or  visit  www.totalmerrill.com 


ient  profile  simulations  arc  for  illustration  only.  Client  experiences  and  results  may  vary.  ©2004  iYlerrill  Lynch,  Pierce,  Fennel 
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OUTSOURCING 

SCOMPETITIV 


INTRODUCTION 

BY  PETER  BENDOR-SAMUEL  - 
PRODUCED  AND  WRITTEN  BY 
JERRY  BOWLES 


ALTHOUGH  OUTSOURCING  IS  A  40-YEAR-OLD 
VEHICLE  FOR  ADDRESSING  BUSINESS  NEEDS, 
IT  HAS  BECOME  HOT  (AND  A  POLITICAL  HOT 
POTATO)  LATELY  BECAUSE  OF  THE  EMERGENCE 
OF  A  NEW  GLOBAL  REALITY  —  THE  RELIABILITY 
OF  OFFSHORE  SERVICES.  OFFSHORING 
DRAMATICALLY  IMPROVES  THE  VALUE  PROPOSI- 
TION (THE  VALUE  OF  OUTSOURCING)  FOR 
POTENTIAL  USERS,  PROVIDING  DRAMATIC  NEW 
WAYS  TO  BOTH  CUT  COSTS  FOR  EXISTING 
PROCESSES  AND  OBTAIN  ACCESS  TO 
RESOURCES.  MORE  THAN  JUST  ENABLING 
COMPANIES  TO  CONTINUE  THE  TREND  OF 
REDUCING  OVERHEAD  COSTS,  OFFSHORE 
OUTSOURCING  PROVIDES  A  POWERFUL  ADDITIVE 
TO  THEIR  PRODUCTS  AND  SERVICES  THAT  THEY 
COULD  NOT  OTHERWISE  AFFORD  TO  PUT  IN 
PLACE.  DESPITE  THESE  COMPELLING  REALITIES, 
OFFSHORE  OUTSOURCING  IS  NOT  A  PANACEA. 
NOT  EVERYTHING  CAN,  OR  SHOULD,  BE  MOVED 
OFFSHORE.  AN  OFFSHORE  SERVICE  ELEMENT 
CHANGES  THE  SECURITY,  TECHNICAL,  OPERA- 
TIONAL/DELIVERY, LEGAL  AND  FINANCIAL  RISKS 
IN  OUTSOURCING.  MOREOVER,  SUCH  OFFSHORE 
STRATEGIES  CANNOT  BE  EFFECTIVE  WITH  A 
ONE-SIZE-RTS-ALL  APPROACH  AND  REQUIRE 
THAT  A  PROVIDER  AND  BUYER  COLLABORATE 
ON  DEVELOPING  A  CUSTOM  SOLUTION. 


Capitalizing  on  the  reliability  of  offshore  services  requires 
new  approach  to  structuring  the  outsourcing  agreement, 
company's  offshore  outsourcing  strategy  will  depend  on  th 
processes  outsourced  and  will  be  tailored  to  the  vanou 
enablements  and  a  specific  industry  environment.  There  w 
be  challenges  in  managing  an  environment  that  resides  a 
multiple  shores.  It  is  crucial  that  solutions  include  risk  mitigj 
tion,  effective  change  management  programs  and  a  metha 
for  handling  cultural  differences.  Such  solutions  also  w 
require  larger,  proactive  governance  teams. 

In  the  final  analysis,  the  reliability  of  offshore  services  striri 
away  much  of  the  risk  that  early  adopters  encountered.  Th 
value  associated  with  today's  reliable  outsourced  offshor 
services  is  enormous,  but  buyers  of  outsourced  service 
must  be  grounded  in  the  issues  associated  with  outsourcim 
and  offshoring,  and  must  understand  how  to  fully  capitaliz 
on  their  value. 

Peter  Bendor-Samuel  is  founder  and  CEO  of  Everest  Grou, 
and  founder  of  the  Outsourcing  Center. 

HOW  HEWITT  BECAME  THE  HR  BPO 
INDUSTRY  LEADER 

For  an  average  U.S.  organization,  total  spending  on  HI 
processes  represents  approximately  1.5%  of  total  revenu 
and  varies  between  $1,500  and  $2,000  per  employee 
depending  on  the  size  of  the  organization,  according  to  Gartne 
Inc.  Little  wonder  that  HR  business  process  outsourcing 
booming,  with  corporations  increasingly  turning  to  outsid 
vendors  for  expertise,  technology  and  cost  savings. 

"HR  leaders  are  under  tremendous  pressure  to  manage  costj 
and  provide  more  services,  and  that  has  made  HR  BPO  one  C 


DUTSOURCING. 
EVERYBODY 
ELSE  IS  DOING  IT. 
I/VHAT'S  RIGHT 
FOR  YOU? 


We're  VMC,  arid  we  believe  that  no  two  outsourcing  decisions  are  the  same. 

Your  specific  requirements  and  needs  for  managerial  control  are  important  to  us.  We'll  help 
you  develop  unique,  sensible  ways  to  speed  and  improve  product  development,  manage 
IT  infrastructure  costs,  increase  employee  productivity,  and  enhance  customer  service  and 
sales.  Whether  on  your  turf  or  ours,  we  deliver  the  right  people,  processes  and  technology. 

Fresh  ideas,  with  the  project  methodologies  and  staffing  horsepower  to  back  them  up. 
VMC  is  a  subsidiary  of  staffing  giant  Volt  Information  Sciences,  Inc.  (NYSE:  VOL). 

Go  to  WWW.vmc.com  or  call  877-393-8622  to  see  what  we  can  do  for  you. 


roduct  Development      IT  Infrastructure     Customer  Contact 
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the  fastest-growing  segments  of  the  outsourcing  marketplace," 
says  Bryan  Doyle,  global  HR  Outsourcing  leader  for  Hewitt, 
which  pulled  off  the  strategic  coup  of  the  year  in  June  by 
announcing  that  it  was  acquiring  rival  Exult,  Inc.  to  create  the 
clear  market  leader  in  the  HR  business  process  outsourcing 
(BPO)  industry. The  $690  million  stock  transaction  creates  an  HR 
services  giant  expected  to  post  more  than  $3  billion  this  year. 

Calling  the  merger  —  completed  on  October  1,  2004  — 
"the  most  significant  deal  in  our  firm's  64-year  history,"  Dale 
Gifford,  Hewitt  chairman 
and  CEO,  said:  "Hewitt  now 
has  the  most  comprehen- 
sive and  flexible  solution  in 
the  marketplace,  providing 
companies  with  unmatched 
execution,  excellence  and  experience  in  HR." 

The  merged  organization,  known  as  Hewitt  Associates,  Inc., 
becomes  the  leading  provider  of  HR  BPO  services  with  a 
market  share  greater  than  30%,  according  to  Everest  Partners. 
Hewitt  already  serves  more  than  18  million  participants  from 
more  than  300  companies  with  benefits  outsourcing  and  more 
than  2,300  companies  with  HR  consulting.  With  the  addition  of 
Exult,  Hewitt  expects  revenue  to  increase  by  approximately 
35%,  including  more  than  50%  growth  in  outsourcing  for 
fiscal  2005,  relative  to  Hewitt's  expected  fiscal  2004  revenue. 

"We're  now  a  one-stop  shop  for  HR  outsourcing,"  says  Doyle 
"The  combination  makes  Hewitt  the  only  organization  capable 
of  offering  total  HR  BPO  services  —  benefits,  payroll,  HR  infor- 
mation systems,  recruiting,  learning  and  other  HR  services  — 
on  an  integrated  basis  with  complete  HR  consulting  expertise." 

WHEN  THE  EXPERTS  NEED  HELP, 
THEY  TURN  TO  VMC 

When  leading  companies  like  Microsoft,  Hewlett-Packard, 
Nordstrom,  AT&T,  Caterpillar,  Expedia  and  3M  need  an 
outsourcing  partner  for  data  center  operations,  customer  and 
employee  call  center  solutions,  or  quality  assurance  testing, 
they  often  turn  to  VMC,  a  leading  provider  of  outsourcing 
solutions  for  product  development,  IT  infrastructure  manage- 
ment and  customer  contact.  VMC's  relationship  with 
Microsoft  in  providing  testing  and  other  IT  support  services 
for  Microsoft's  Xbox  video  game  system  was  chosen  as 
runner-up  for  the  best  partnership  in  the  2004  Outsourcing 
Excellence  Awards,  given  annually  by  the  Outsourcing  Center 
in  Dallas. 


"VMC  established  a  relationship  with  Microsoft  th 
epitomizes  everything  that  is  great  about  outsourcing,"  sa 
VMC's  Chief  Operating  Officer  Glenn  Hoogerwerf.  "V 
helped  them  reduce  the  operating  costs  of  the  Xbox  prograi 
improved  the  focus  for  their  internal  programs,  provid 
access  to  game  testing  expertise  and  abilities,  and  reduo 
Microsoft's  risk  for  the  overall  program.  Our  relationship  is 
shining  example  of  what  outsourcing  should  be  for  everyoi 
—  two  organizations  excelling  at  what  they  both  do  best, 

produce  a  superior  produc 
VMC's  product  develc 
ment  services  include  har 
ware  and  software  testin 
game  testing,  softwa 
development,  Web  develc 
ment,  technical  communications  and  localization  services, 
infrastructure  services  include  desktop  support,  server  ma 
agement,  help  desk,  deployments,  process  manageme 
and  network  operations  center  management.  In  the  cu 
tomer  contact  area,  VMC  provides  outbound  telesales  ar 
inbound  customer  care.  The  company  is  a  wholly  ownd 
subsidiary  of  staffing  giant  Volt  Information  Sciences.  Indee 
VMC  works  with  many  Volt  clients  to  help  them  transitic 
from  company-managed  contingent  staffing  deploymen 
into  externally  managed  outsource  relationships  governed  t 
service  level  agreements. 

"When  we  founded  VMC  in  1999,  we  had  one  small  test  la 
six  employees  and  one  customer.  In  2004,  I'm  proud  to  sj 
that  we  have  grown  to  over  3,000  employees  and  do  busines 
with  industry-leading  companies  throughout  North  Americ 
Europe  and  Asia,"  Hoogerwerf  says.  "We  founded  our  comp. 
ny  on  a  simple  premise:  That  sometimes,  even  the  exper 
need  help  getting  everything  done,  and  done  right.  We  set  on 
to  fulfill  that  need  with  talented,  driven  professionals  wh 
manage  each  project  as  if  it  were  their  own.  In  the  end,  ot 
business  is  doing  whatever  it  takes  to  help  clients  grow."  I 
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"CAPITALIZING  ON  THE  RELIABILITY  OF  OFFSHORE 

SERVICES  REQUIRES  A  NEW  APPROACH  TO 
STRUCTURING  THE  OUTSOURCING  AGREEMENT" 

-Peter  Bendor-Samuel 

Founder  and  CEO  of  Everest  Group,  Founder  of  the  Outsourcing  Center 
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Focus  on  what  you  do  best 

Get  the  most  value  from  the  rest. 

Separate  yourself  from  the  competition  with  outsourcing  -  a  proven  strategy  to  focus  attention 
and  resources  on  making  your  company  an  industry  leader.  Everest  Group  has  successfully  advised 
companies  around  the  world  for  10  years  and  has  handled  more  deals  in  the  Business  Process 
Outsourcing  space  than  any  other  outsourcing  advisory  firm. 

At  Everest,  we'll  help  you  navigate  the  outsourcing  process  and  steer  clear  of  risks.  Our  consultants 
possess  the  know-how  and  techniques  to  ensure  a  high-quality,  successful  relationship,  and 
our  proven  methodology  reduces  transaction  cycle  time  and  maximizes  value. 


EVEREST 


Everest  Group  Two  Galleria  Tower  1 3455  Noel  Road,  Suite  21 00  Dallas,  Texas  75240  Tel:  214.451 .3000  www.everestgrp.com 
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The  Importance 
Of  Being  Private 

Public  offerings  may  be  back,  but  Kohler  and 
other  big  U.S.  private  companies  show  why  going 
public  may  not  always  be  the  thing  to  do. 
By  John  H.  Christy  and  Shlomo  Reifman 


first  family  of  fixtures 
t  to  right):  Rachel  Kohler, 
alie  Black,  Herbert  V.  Kohler  Jr., 
id  Kohler  and  Laura  Kohler. 


|  OOGLE'S  $1.7  BILLION  INITIAL 
public  offering  in  August  gave 
entrepreneurs  reason  to  rub  the 
sleepy  dust  out  of  their  eyes.  All 
year  the  new-issues  market  had 
been  slowly  awakening.  Through  the  end 
of  October  U.S.  companies  raised  $29  bil- 
lion in  initial  stock  sales,  almost  twice  the 
total  raised  in  all  of  2003. 

The  ten  companies  in  the  following 


table  could  easily  join  the  12,000-deep 
roster  of  publicly  traded  companies.  By 
our  calculations,  based  on  estimates  of 
their  sales  and  earnings  and  on  market 
values  of  similar  companies,  this  group  is 
worth  at  least  $140  billion. 

Financial-data  provider  Reuters  Group 
Pic.  sells  for  2.2  times  revenue.  Apply  that 
multiple  to  Bloomberg's  $3.3  billion  in 
sales  and  you  get   $7  billion.  But 


Bloomberg's  sales  grew  an  estimated  8% 
during  the  2001-03  malaise  on  Wall  Street, 
while  Reuters'  shrank  by  17%.  Using  mul- 
tiples of  sales  and  profits  for  companies 
with  similar  growth  rates,  Bloomberg's 
value  comes  to  $10  billion. 

The  ultimate  benchmark  is  a  sale, 
though  the  price  will  include  some  diffi- 
cult-to-quantify  factors.  "Once  you  get  to 
a  ballpark  range,  the  personalities  and 
motivations  for  selling  take  over,"  says 
Marc  Khouzami,  an  investment  banker  at 
Paragon  Capital  Partners  in  New  York. 
"Coming  up  with  the  final  valuation  is 
almost  more  of  a  behavioral  study  than  a 
financial  one." 

For  some  of  these  ten 
companies  that  might  be  a 
moot  exercise.  They  sell 
$125  billion  in  products  and 
services  each  year.  Their 
brands — Mars,  L.L.  Bean, 
Fidelity— were  household 
names  long  before  "Google" 
became  a  verb.  Yet  their 
owners  may  never  cash  out. 

What  is  it  about  being 
private  that  prompts  them 
to  pass  up  the  opportunity 
for  shareholder  liquidity  and 
new  capital? 

For  Kohler,  the  130- 
year-old  Wisconsin  maker 
of  kitchen  and  bath  fixtures, 
it  comes  down  to  long-term 
planning.  "When  we  say 
'long-term,'  we're  not  talk- 
ing about  three  or  five 
years,"  says  Natalie  Black, 
Kohler's  general  counsel. 
"We  mean  generations." 

Kohler  is  an  exception  to 
the  old  saw  that  the  first  gen- 
eration earns  the  money  and 
the  third  fritters  it  away.  Black's  husband, 
Chairman  and  President  Herbert  V. 
Kohler  Jr.,  is  a  grandson  of  founder  John 
Michael  Kohler,  an  Austrian  immigrant 
who  created  the  company's  first  bathtub 
by  baking  enamel  onto  a  horse  trough. 
Kohler  wants  to  keep  the  business  in  the 
family.  He  oversaw  a  recapitalization  of  the 
company  in  1998  that  makes  it  harder  for 
him  or  any  Kohler  heir  to  sell  shares  to  the 
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public.  Voting  control  of  Kohler's  shares  is 
now  held  by  an  ironclad  trust  that  makes  a 
public  offering  or  any  other  sale  "highly 
unlikely,"  Black  says. 

Free  from  the  quarterly  pressure  of 
Wall  Street  conference  calls,  Kohler  is  able 
to  be  more  patient  in  its  business  planning 
than  its  public  peers.  Take  China — a 
promising  but  difficult  market  for  foreign- 
ers. Kohler,  which  had  exported  products 
to  China  since  the  1930s,  started  manufac- 
turing in  the  country  in  1991 
when  foreign  companies  still 
had  to  form  joint  ventures  with 
local  partners.  "That  was  a  big 
risk  for  us,"  Black  says.  "There 
weren't  a  lot  of  foreign  compa- 
nies making  money  in  China 
back  then.  A  lot  of  public  com- 
panies might  have  been  forced 
to  pack  up  and  run." 

Today  all  of  Kohler's  opera- 
tions in  China  are  wholly 
owned,  profitable  and  among 
the  company's  fastest  growing. 
Black  says:  "If  not  for  our  being 
private,  we  probably  never 
would  have  tried  to  enter 
China." 

Kohler's  expansion  into  the 
resort  business  is  also  some- 
thing that  Wall  Street  might  have  vetoed. 
In  the  1970s  consultants  told  the  company 
to  tear  down  a  building  one  hour  north  of 
Milwaukee  (originally  used  as  housing  for 
employees)  or  convert  it  into  offices. 
Kohler  had  a  different  idea:  turn  it  into  a 
hotel.  Kohler  later  bought  an  abandoned 
military  airstrip  nearby. 

No  faint-hearted  diversification. 
"There  was  still  live  ammunition  there 
when  we  bought  it,"  Black  recalls.  "It  was 
an  environmental  nightmare."  Today  the 
former  airstrip  is  the  Whistling  Straits  golf 
course,  which  staged  the  2004  PGA 
Championship,  and  the  old  building  was 
reincarnated  as  the  American  Club,  the 
Midwest's  only  luxury  resort  hotel  to  get 
the  AAA's  highest  rating.  This  and  a  string 
of  other  resorts  present  an  opportunity 
for  synergy,  of  a  sort:  The  hotels  showcase 
Kohler's  furniture,  fixtures,  whirlpool 
bathtubs  and  power  generators. 

Among  enterprises  of  their  size,  the 


holdouts  in  the  table  are  the  exception.  Big 
companies  need  public  shares  for  any  of 
several  reasons,  says  Jon  Anda,  global  head 
of  corporate  finance  at  Morgan  Stanley: 
they  offer  -a  source  of  new  capital,  a  cur- 
rency for  acquisitions,  liquidity  for  estate 
planning  and  a  means  to  reward  employ- 
ees with  options. 

Kohler's  Black  notes  that  job  security 
can  be  as  alluring  in  today's  shaky  job 
market  as  stock  options  were  in  the  bubble 
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NAME 

SALES 
(SBIL) 

EMPLOYEES 
(THOU) 

ESTIMATED 
VALUE 
(SBIL) 

FIDELITY  INVESTMENTS 

9.2 

31 

45 

MARS 

18.2 

31 

35 

CARGILL 

62.9 

101 

32 

BLOOMBERG 

3.3 

8 

10 

MENARD 

6.1 

27 

8 

PUBLIX  SUPER  MARKETS 

16.9 

125 

5 

BOSE 

1.7 

8 

4 

KOHLER 

3.2 

26 

3 

L.L.  BEAN 

1.2 

4 

2 

FRY'S  ELECTRONICS 

2.1 

6 

1 

Sources:  Company  information;  Forbes  estimates;  Reuters  Fundamentals 
via  FactSet  Research  Systems. 

years.  "Okay,  we  don't  have  options,"  she 
says.  "But  we're  not  going  anywhere,  and 
we're  not  going  to  get  taken  over." 

Not  that  Kohler  stock  would  be  such  a 
bad  deal:  Executives  are  able  to  buy  and 
sell  shares  from  Kohler  at  book  value, 
which  has  compounded  at  an  1 1%  annu- 
alized rate  over  the  past  32  years — easily 
beating  the  S&P  500's  7.5%  return,  minus 
dividends  on  either  investment. 

Bill }.  Myrick,  chief  operating  officer  of 
84  Lumber,  which  ranks  78th  on  our  list 
with  $2.5  billion  in  sales,  notes  that  decision 
making  at  private  companies  can  be  light- 
ning fast.  When  his  company  was  disap- 
pointed with  gross  margins  at  its  405  lum- 
beryards, he  and  owners  Joe  A.  Hardy  and 
his  daughter  Maggie  Hardy  Magerko  cre- 
ated a  new  bonus  system  for  store  managers 
that  was  tied  to  both  profit  and  revenue. 

"It's  not  that  public  companies  can't 
do  something  like  that,"  Myrick  says.  "It's 
just  that  we  sat  down  for  two  hours  and 


walked  out  of  the  room  with  a  plan.  Tai 
days  later  it  was  in  place  and  all  our  storo 
managers  knew  about  it."  After  twe 
months  under  the  new  system,  84  I.umbei 
had  improved  its  gross  profit  margin  b) 
two  percentage  points. 

For  entrepreneurs  used  to  that  sort  oi 
flexibility,  going  public  can  be  a  shock 
Domino's  Pizza  Chief  Executive  Davie: 
A.  Brandon,  who  was  tapped  by  Bain 
Capital  to  guide  the  company  through 
its  $340  million  offering  in 
July,  cautions  entrepreneurs 
about  getting  too  comfortable  it 
they  have  any  plans — however 
remote — to  go  public.  "Once 
you  open  your  books,  the  world 
sees  exactly  who  you  are,"  he 
says.  "For  a  lot  of  entrepreneurs 
used  to  a  close-fisted  approach, 
that's  a  really  torturous  change." 
He  suggests  "practicing"  for 
going  public  by  writing  press  re- 
leases and  preparing  financial 
statements  as  if  you  were  already 
public. 

The  Sarbanes-Oxley  law  on 
corporate  governance  adds  a 
new  twist  to  the  long-standing 
debate  about  whether  to  go 
public.  "It's  getting  harder  to 
find  good  directors,"  says  Anda.  "And  the 
people  you  want  as  directors  may  not  be 
willing  or  available." 

The  biggest  regulatory  burden  of 
being  public  is  filing  quarterly  and  annual 
financial  statements;  Sarbanes-Oxley 
doesn't  change  that.  Many  private  compa- 
nies already  comply  with  some  of  the  leg- 
islation's other  mandates:  documentation 
of  financial  controls;  having  a  majority  of 
independent  directors;  and  having 
independent  audit  and  compensation 
committees.  "To  the  extent  that  you're 
operating  the  way  that  you're  supposed  to, 
Sarbanes  should  not  be  that  much  of  a 
difficulty,"  says  Morton  Pierce,  cochair- 
man  of  the  Dewey  Ballantine  law  firm. 

"An  IPO  is  a  branding  event,"  says 
Morgan  Stanley's  Anda.  "It  affects  your 
business;  it  affects  the  morale  of  your 
employees.  You  want  it  to  be  successful, 
especially  if  you're  a  family-held  company 
that  has  been  waiting  many  years."  F 
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WHEN     WE     SAY  COMFORT 

WE     MEAN     MORE     THAN  OUR 

HAND-CRAFTED 

LEATHER  SEATS 


With  Flight  Options,  you'll  enjoy  the  comfort  that  comes  from  having  options.  From  card 
membership  to  leasing  to  fractional  ownership,  now  you  can  have  it  all.  From  the  one  company 
that  puts  you  above  all.  Real  peace  of  mind,  now  that's  comforting. 


PUT  YOUR  TRAVEL  ON  A  HIGHER  PLANE. 
CALL  877.703.2348  TODAY.  |  www.flightoptions.com 

Flight  Options,  LLC  is  an  affiliate  of  Raytheon  Company. 
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Private  Mission 


ur  tabulation  of  the  largest  U.S. -headquartered  privately 
held  companies  excludes  those  with  fewer  than  100 
employees,  nonprofits  that  do  not  pay  taxes,  mutuals, 
cooperatives,  auto  dealers  and  companies  that  derive  more  than 
half  of  their  sales  from  real  estate.  Also  omitted:  companies  in 
which  another  company  owns  more  than  a  50%  stake.  For  com- 
panies with  both  public  and  private  subsidiaries,  we  count  only 
the  revenues  that  come  from  the  private  operations. 


FORBES'  definition  of  a  private  company  is  a  corporation 
that  has  either  too  few  shareholders  to  be  required  to  file 
financial  statements  with  the  Securities  &  Exchange  Commis- 
sion (although  they  may  have  publicly  traded  debt)  or  else  have 
common  stock  restricted  to  a  small  group  of  insiders  such  as 
family  or  employees. 

Starting  on  page  180  are  articles  on  two  of  the  companies  on 
this  year's  list  and  one  rising  star  likely  to  make  a  future  list. 


RANK 

'04    1  *03 

COMPANY/ 
BUSINESS 

HEADQUARTERS 

REVE 
2003 
(SMIL) 

NUES 
CHANGE 

(%) 

EMPLOYEES 

1 

i 

CARGILL/agricultural  commodities,  food 

Minneapolis,  MN 

62.9006 

15.6 

101,000 

2 

2 

KOCH  INDUSTRIES/chemicals,  energy,  tech 

Wichita,  KS 

50,000e17 

25.0 

30,000 

3 

3 

MARS/candy,  pet  food,  electronics 

McLean,  VA 

18,200c 

8.3 

31.000 

4 

4 

PUBLIX  SUPER  MARKETS/supermarkets 

Lakeland,  FL 

16,946 

5.7 

125,000 

5 

7 

BECHTEL/engineering,  construction 

San  Francisco,  CA 

16,337 

40.8 

42,000 

6 

5 

PRICEWATERHOUSECOOPERS/accounting 

New  York,  NY 

15,900e3 

8.2 

125,000 

7 

6 

ERNST  &  YOUNG/accounting 

New  York,  NY 

14.5473 

11.0 

100,600 

8 

8 

C&S  WHOLESALE  GROCERS/food 

Keene,  NH 

13.5002 

19.5 

9,000 

9 

9 

MEIJER/merchandise,  grocery  stores  in  Midwest 

Grand  Rapids,  Ml 

11,900c 

3.5 

70,000 

10 

i  n 

nt  dui  i  unuotnT/grocery  siores,  tooo  processor 

San  Antonio,  TX 

11.5002 

7  R 

f.D 

fin  nnn 

DU,UUU 

11 

14 

SWIFT  &  CO/beef,  pork 

Greeley,  CO 

9,879 

17.9 

22,000 

12 

12 

HUNTSMAN  COMPANiES5/chemicals 

Salt  Lake  City,  UT 

9.2521 

2.8 

13,000 

13 

13 

FIDELITY  INVESTMENTS/mutual  funds 

Boston,  MA 

9,224 

3.2 

30,500 

14 

■ 

SEMGROUP/oil  &  gas  marketing 

Tulsa,  OK 

8,335 

52.6 

446 

15 

15 

JM  FAMILY  ENTERPRISES/Toyota  distributor 

Deerfield  Beach,  FL 

7,700 

1.3 

3,700 

16 

16 

ENTERPRISE  RENT-A-CAR/auto  rental 

St  Louis,  MO 

7,400 

7.2 

57,349 

17 

17 

SCIENCE  APPLICATIONS  INTL/technology  research 

San  Diego,  CA 

6,720 

13.8 

42,700 

18 

22 

SC  JOHNSON  &  SON/home  cleaning,  storage  supplies 

Racine,  Wl 

6.5002 

21.0 

12,000 

19 

25 

ALTICOR/Amway  products 

Ada,  Ml 

6,200 

26.5 

13,000 

20 

21 

MENARD/home  improvement  stores 

Eau  Claire,  Wl 

6,065e 

10.3 

27,000 

21 

18 

UNISOURCE  WORLDWIDE/paper  prods,  packaging 

Norcross,  GA 

5,900 

0 

7.100 

22 

20 

ADVANCE  PUBLICATIONS/newspapers.  magazines,  cable 

New  York,  NY 

5,890e 

5.8 

29.200 

23 

23 

MDFC  HOLDING/vegetables,  Dole  fresh  fruits 

Los  Angeles,  CA 

5,607 

9.8 

63,107 

24 

77 

TENASKA  ENERGY/power  util,  natural  gas,  energy 

Omaha,  NE 

5,591 

151.0 

470 

25 

59 

CAPITAL  GROUP  COMPANIES/mutual  funds 

Los  Angeles,  CA 

5,590e 

53.1 

6.000 

26 

19 

MARMON  GROUP/manufacturing,  service  cos 

Chicago,  IL 

5,560 

3.4 

28,000 

27 

28 
26 

SOUTHERN  WINE  &  SPIRITS/wholesale 

Miami,  FL 

5,400 

22.7 

8.000 

28 

GIANT  EAGLE/supermarkets 

Pittsburgh,  PA 

5.1002 

7.6 

28.000 

29 

MBM/food  distributor  to  restaurants 

Rocky  Mount,  NC 

4,7442 

12.0 

3,500 

SEE  FOOTNOTES  ON  PAGE  228 
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YOU  SEE  AN  ANCIENT  CULTURE. 
WE  SEE  MODERN  HOMEOWNERS. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


|P  In  1998,  our  fund  managers  recognized  the  investment 
TErjnds°N  opportunity  presented  by  a  mortgage  company  serv- 
HMMHi  ing  India's  rapidly  growing  middle  class.  We  purchased 
stock  in  the  company,  and  our  fund  shareholders  were  able  to 
get  in  on  the  ground  floor  of  a  dynamic  housing  boom. 

Taking  advantage  of  a  global  opportunity  like  this  requires  a 
unique  perspective.  One  that  comes  from  having  offices  in  over  25 
countries  and  on-the-ground  analysts  utilizing  research  techniques 
that  have  been  honed  for  over  50  years.  It's  what's  made  Templeton 
a  pioneer  in  global  investing. 

For  more  information  on  how  Templeton's  experience  and 
expertise  in  global  investing  may  benefit  your  portfolio,  see 
your  financial  advisor,  call  1-800-FRANKLIN,  Ext.T622  or  visit 
franklintempleton.com 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


TEMPLETON  WORLD  FUND  j  Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
\verage  Annual  Total  Returns  9/30/04  -  class  a*    charges  and  expenses.  You'll find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain  from 

your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Investment  return  and  principal 
value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost. 
Performance  data  quoted  includes  the  maximum  5. 75%  initial  sales  charge  and  represents  past  performance, 
which  does  not  guarantee  future  results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent 
montlrend performance  figures,  please  visit  franklintempleton.com. 
Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Holdings  subject  to  change. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


1-Year 

8.95% 

5-Year 

2.73% 

10-Year  8.52% 


fThe  ?und  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  7/1/92,  fund  shares  were  offered  at  a  higher  initial  sales  charge;  thus,  actual  returns  would 
have  been  lower.  On  1/1/93,  the  fund  implemented  a  Rule  12b-1  plan,  which  affects  subsequent  performance.  Average  annual  total  returns  represent  the  aveiage  annual  increase  in  value  of  an  investment  over  the 
indicated  periods  and  assume  reinvestment  of  dividends  and  capital  gains  at  net  asset  value.  fobii/04 


i'S  LARGEST 


Private  Companies 


WARNER  MUSIC  GROUP 

"Anything  but  Beethoven,"  studio  mogul 
Jack  Warner  once  said  of  possible 
movie  subjects.  But  he  had  no  quarrel 
with  the  music  business,  which  he 
entered  in  1958.  In  2004  Time  Warner 
unloaded  Warner  Music  for  $2.6  billion 
to  a  group  led  by  Thomas  H.  Lee 
Partners  and  Edgar  Bronfman  Jr. 


4U 


RANK 

'04    1  '03 

COMPANY/ 
BUSINESS 

HEADQUARTERS 

■»* 

REVE 
2003 
(SMIL) 

EMPLOYEES 

30 

31 

REYES  HOLDINGS/food,  beverage  wholesale 

Rosemont,  IL 

4.630 

10.8 

4,100 

31 

30 

HY-VEE/food  and  drug  stores 

West  Des  Moines,  IA 

4,525e 

7.0 

46.000 

32 

34 

PLATINUM  EQUITY/venture  capital  investments 

Beverly  Hills,  CA 

4,500 

12.5 

32,000 

33 

27 

COX  ENTERPRISES/ newspapers.  TV;  car  auctions 

Atlanta,  GA 

4,474* 

0.7 

52,800 

34 

41 

ROUNDY'S/grocery  stores,  food  wholesale 

Milwaukee,  Wl 

4,383 

20.5 

20,000 

35 

45 

FLYING  J/truck  stops,  convenience  stores 

Ogden,  UT 

4,297 

25.8 

12,000 

36 

33 

HALLMARK  CARDS/cards;  TV  programs;  art  materials 

Kansas  City,  MO 

4,092e4 

1.3 

17,644 

37 

32 

LEVI  STRAUSS  &  CO/jeans,  casual  apparel 

San  Francisco,  CA 

4,091 

-1.3 

12,300 

38 

53 

QUIKTRIP/convenience  stores 

Tulsa,  OK 

4,051 

43.9 

7,000 

39 

67 

TRANSAMMONIA/fertilizer,  petrochem  trader,  distrib 

New  York,  NY 

3,967 

71.8 

305 

40 

37 

GULF  STATES  TOYOTA/car  distributor 

Houston,  TX 

3,835e 

2.3 

3.150 

41 

35 

GRAYBAR  ELECTRIC/wholesale 

Si  Louis,  MO 

3,802 

-4.4 

7.900 

42 

58 

STATER  BROS  MARKETS/supermarkets  in  southern  Calif 

Colton,  CA 

3.8002 

38.0 

15.321 

43 

42 

HEARST/publisher,  broadcaster 

New  York,  NY 

3,723e4 

4.4 

16,800 

44 

43 

SCHWAN  FOOD/frozen  pizza,  ice  cream 

Marshall,  MN 

3,700 

5.7 

24,000 

45 

86 

GULF  OIL/wholesale 

Chelsea,  MA 

3.6002 

71.4 

350 

46 

36 

GUARDIAN  INDUSTRIES/flat.  auto  glass;  fiberglass 

Auburn  Hills,  Ml 

3,56Qe 

-3.4 

19,000 

47 

■ 

MERVYN'S/department  stores 

Hayward,  CA 

3,553 

-6.9 

28.000 

48 

50 

GORDON  FOOD  SERVICE/food  wholesale,  retail 

Grand  Rapids,  Ml 

3.4502 

15.0 

6,400 

49 

■ 

WARNER  MUSIC  GROUP/recorded  music 

New  York,  NY 

3,400e 

NA 

4,200 

50 

44 

MILLIKEN  &  CO/textiles.  chemicals 

Spartanburg,  SC 

3,390e 

-0.8 

14,000 

51 

39 

PETER  KIEWIT  SONS'/heavy  construction;  mining 

Omaha,  NE 

3,375 

-8.8 

15,000 

52 

48 

WEGMANS  FOOD  MARKETS/supermarkets;  home  centers 

Rochester,  NY 

3,300 

9.3 

32,917 

53 

49 

BLOOMBERG/financial  data,  news 

New  York,  NY 

3,250e 

8.3 

8,200 

54 

52 

KOHLER/plumbing  fixtures,  generators 

Kohler,  Wl 

3,200 

8.8 

26,000 

55 

69 

OSI  GROUP/meat 

Aurora,  IL 

3,200e 

39.1 

12,000 

56 

46 

RALEY'S/food  and  drug  stores 

West  Sacramento,  CA 

3,200 

0 

16.200 

57 
58 

40 

EBY-BROWN/distributor  of  candy  to  convenience  stores 

Naperville,  IL 

3,100 

-16.0 

2,100 

61 

HT  HACKNEY/food,  bottled  water,  oil  distributor 

Knoxville.  TN 

3,100 

17.0 

3,500 

SEE  FOOTNOTES  ON  PAGE  228 
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Your  life  with  instant  replay 


I  at  2:15 


Shared  instantly. 


Make  a  splash  wherever 
/ou  go.  Video  phones  from 
Nokia...the  perfect  way 
to  save  and  send  life's 
surprising  moments. 
Feel  connected. 


NOKIA 


video  phone 


Capture,  store  and  send  video 

-sync  calendar  and  contacts  with  PC 
-high-speed  Internet  with  EDGE 
-MP3  player  and  ringtones 
-Bluetooth"' wireless 
-small,  sleek  design 


S2004  Nokia.  Inc.  All  fights  reserved  Nokia.  Nokia  Connecting  People  and  Nokia  6230  are  trademarks  or  registered  trademarks  of  Nokia  Corporation  Some  features  may 
se  carrier-  or  network-dependent  —  check  with  your  service  provider  for  availability  Simulated  screen  image  Bluetooth  is  a  registered  trademark  of  Bluetooth  SIG 


NOKIA 

Connecting  People 
.  nokia.com/us 


AMFRIfA'S  LARGEST 

Private  Companies 


ftp 


-Hp 
...  - 


BURGER  KING 

Burger  King  has  had  many 
owners  since  David  Edgerton 
and  Jim  McLamore's  first  burger  stand  opened 
in  Miami  in  1954.  Pillsbury  bought  it  in  1967  for 
$18  million.  In  2002  British  beverage  giant  Diageo 
sold  it  to  Texas  Pacific  Group  and  others  for  $1.5  billion. 


RANK 

'04    I  '03 

COMPANY/ 
BUSINESS 

HEADQUARTERS 

m 

mm 
mm 

EMPLOYEES 

59 

47 

JR  SIMPLOT/polaloes,  vegs,  meat;  fertilizer 

Boise,  ID 

3,100 

0 

11,500 

60 

51 

MCKINSEY  &  CO/consulting 

New  York,  NY 

3,000e 

0 

11,500 

61 

60 

JOHNSONDIVERSEY/cleaning  &  sanitation  products 

Sfurtevant,  Wl 

2,948 

10.9 

13,000 

62 

64 

KINRAY/drug,  health  supplies  distrib 

Whitestone,  NY 

2,910 

16.4 

700 

63 

63 

SCHNEIDER  NATIONAL/trucking;  third-party  logistics 

Green  Bay,  Wl 

2,905 

11.7 

21,000 

64 

71 

SINCLAIR  OIL/oil  refineries,  gas  stations;  resorts 

Salt  Lake  City,  UT 

2,900e 

28.9 

7,000 

65 

78 

A-MARK  FINANCIAL/ rare  coins,  precious  metals 

Santa  Monica,  CA 

2,800 

27.3 

112 

66 

65 

PERDUE  FARMS/poultry 

Salisbury,  MD 

2,800 

12.0 

19,800 

67 

75 

RACETRAC  PETROLEUM/convenience  stores 

Smyrna,  GA 

2,771e 

23.2 

4.687 

68 

■ 

NALC05/water-treatment  chems 

Naperville,  IL 

2,767 

4.6 

10,000 

69 

89 

ALLEGIS  GROUP/tech  staffing  services 

Hanover.  MD 

2,750e 

3.5 

4,600 

70 

62 

KEYSTONE  FOODS/beef,  poultry  for  food  service  ind 

W  Conshohocken.  PA 

2,750e 

5.8 

6.500 

71 

157 

GROCERS  SUPPLY/distnbutor 

Houston,  TX 

2.72912 

81.9 

9.500 

72 

79 

BOOZ  ALLEN  HAMILTON/consultmg 

McLean,  VA 

2,700 

22.7 

14,800 

73 

55 

CLARK  ENTERPRISES/construction 

Bethesda,  MD 

2,700 

-3.6 

4,200 

74 

72 

WAWA/cunvenience  stores 

Wawa,  PA 

2,691 

23.0 

15,000 

75 

101 

JF  SHEA/home  builder,  general  contractor 

Walnut,  CA 

2,597 

30.2 

2,685 

76 

85 

GOLUB/Pnce  Chopper  supermarkets 

Schenectady,  NY 

2,540 

5.0 

22.000 

77 

73 

EDWARD  JONES/securities  brokerage 

St  Louis,  MO 

2,539 

11.4 

29.773 

78 

82 

84  LUMBER/home  improvement  stores 

Eighty  Four,  PA 

2,538 

16.6 

6,800 

79 

160 

COLONIAL  GROUP/oil  &  gas  wholesale,  retail 

Savannah,  GA 

25002 

16.0 

1,100 

80 

108 

LEPRINO  FOODS/inozzarella 

Denver,  CO 

2,500e 

31.6 

3.350 

81 

■ 

ROCKWOOD  SPECIALTIES/pigments,  additives,  plastics 

Princeton,  NJ 

2,500e1 

229.0 

10,000 

82 

■ 

VISTAR/distrib  to  restaurants 

Centennial,  CO 

2,500 

12.1 

3.441 

83 

66 

INTERNATIONAL  DATA  GROUP/computer  mags:  mkt  research 

Boston,  MA 

2,460 

2.1 

13,510 

84 

68 

CONSOLIDATED  ELEC  DISTRIBUTORS/wholesale 

Westlake  Village,  CA 

2.340e 

1.7 

5.000 

85 

84 

ALEX  LEE/'food  wholesale,  supermarkets 

Hickory,  NC 

2,320* 

6.9 

10.300 

86 

57 

QUALITY  KING  DISTRIBUTORS/drugs.  personal  care  prods 

Ronkonkoma,  NY 

2,300e 

5.6 

850 

87 

109 

SHEETZ/convenience  stores 

Altoona.  PA 

2,300* 

21.1 

9,950 
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Shared  at  2:35 


Your  life  with  instant  re 


Shared  instantly. 


.hoot  a  basket.  Shoot  a 
novie.  The  Nokia  video 
)hone...a  perfect  way  to 
ave  and  share  life's 
)layful  moments, 
eel  connected. 


MQKIA 


video  phone 


Capture,  store  and  send  video 

-video  streaming 
-digital  camera 

-email  and  high-speed  Internet  with  EDGE 
-sync  calendar  and  contacts  with  PC 
-Bluetooth"  wireless 


IMOKIA 

Connecting  People 


)2004  Nokia.  Inc.  All  rights  reserved.  Nokia.  Nokia  Connecting  People  and  Nokia  6620  are  trademarks  or  registered  trademarks  of  Nokia  Corporation, 
ome  features  may  be  carrier-  or  network-dependent  —  check  with  your  service  provider  for  availability  Simulated  screen  Image  Bluetooth  is  a 
;gistered  trademark  of  Bluetooth  SIG. 


nokia.com/us 


AMERICA'S  LARGEST 

_J>rivate  Companies  

SEALY 

Founded  in  1907  as  Ohio  Mattress, 
this  firm  was  taken  private  in  1989, 
bought  by  Bain  Capital  in  1997  and 
flipped  to  Kohlberg  Kravis  Roberts 
in  2004.  Brands  contributing  to 
its  $1.2  billion  of  revenues:  Sealy, 
Sealy  Posturepedic,  Stearns  &  Foster 
and  Bassett. 


m 

M 

COMPANY/ 
BUSINESS 

HEADQUARTERS 

REVENUES 
2003  CHANGE 
(SMIL)  (%) 

EMPLOYEES 

88 

76 

BELK/department  stores 

Charlotte,  NC 

2,265 

1.0 

17,200 

89 

105 

HUNT  CONSOLIDATED/HUNT  OIL/oil  &  gas 

Dallas,  TX 

2,250c 

166 

2.900 

90 

93 

CONTIGROUP  COS/poultry,  pork;  milling 

New  York,  NY 

2,200 

10.0 

15.500 

91 

143 

GLAZER'S  WHOLESALE  DRUG/wine.  spirits 

Dallas,  TX 

2.2002 

15.8 

5.500 

92 

88 

H  GROUP  HOLDING/Hyatt;  assisted-living  centers 

Chicago,  IL 

2,200e 

7.5 

41,500 

93 

278 

HP  HOOD/milk,  juice,  cheese,  desserts 

Chelsea,  MA 

2,200" 

120.0 

5.000 

94 

80 

SCHNUCK  MARKETS/Midwest  supermarkets 

St  Louis,  MO 

2,200* 

0 

16.500 

95 

99 

SCHREIBER  FOODS/packages  cheese;  frozen  entrees 

Green  Bay,  Wl 

2,200e 

10.0 

4,500 

96 

81 

SERVICES  GROUP  OF  AMERICA/food  wholesale,  beef 

Seattle,  WA 

2,200 

33.3 

3,500 

97 

141 

SAVE  MART  SUPERMARKETS/supermarkets 

MnHpQtn  HA 

2,194 

32.6 

9,417 

98 

96 

JELD-WEN/windows,  doors 

Klamath  Falls,  OR 

2,189e 

9.5 

21,000 

99 

■ 

SOLO  CUP/disposable  containers 

Highland  Park,  IL 

2.1891 

162.0 

11,900 

100 

115 

TRAVELCENTERS  OF  AMERICA/truck  stops 

Westlake,  OH 

2,176 

16.3 

10,500 

101 

74 

INGRAM  INDUSTRIES/book  distrib;  marine  transport 

Nashville,  TN 

2,164e 

-3.8 

6,730 

102 

70 

SPRINGS  INDUSTRIES/home  furnishings 

Fort  Mill,  SC 

2,162e 

-6.0 

16,000 

103 

100 

CH2M  HILL  COMPANIES/construction,  building  management 

Englewood,  CO 

2,154 

10.2 

14,000 

104 

91 

ANDERSEN/windows.  doors 

Bayport.  MN 

2,150e 

NA 

8,000 

105 

183 

F  OOHMEN/drug  distrib,  benefit  mgmt  services 

Germantown.  Wl 

2,141 

28.5 

950 

106 

135 

WINCO  FOODS/grocery  stores 

Boise.  ID 

2,139 

25.8 

7,500 

107 

95 

FRY'S  ELECTRONICS/consumer  electronics  stores 

San  Jose,  CA 

2,100e 

5.0 

6,000 

108 

56 

GILBANE/commercial  construction 

Providence,  Rl 

2,100 

-24.0 

1,700 

109 

132 

GOLDEN  STATE  FOODS/food  processor,  distributor 

Irvine,  CA 

2,100 

23.5 

2,500 

110 

127 

CARLSON  COS/restaurants,  hotels,  cruises,  travel 

Minnetonka,  MN 

2,050e8 

-5.5 

38,000 

111 

94 

CUMBERLAND  FARMS/convenience  stores 

Canton,  MA 

2.050c 

25.0 

7.000 

112 

90 

GRANT  THORNTON  INTERNATIONAL/accountmg 

Chicago,  IL 

2,050e3 

2.0 

21,500 

113 

102 

QUINTILES  TRANSNATIONAL/medical  research  services 

Durham,  NC 

2,046 

2.7 

15,991 

114 

103 

TISHMAN  REALTY  &  CONSTRUCTION/construct.  bldg  mgmt 

New  York,  NY 

2,035e 

2.8 

900 

115 

180 

ERGON/petroleum  refining;  electronics 

Jackson,  MS 

2,025e 

46.7 

2,300 

116 

129 

DEBRUCE  GRAIN/grain.  fertilizer 

Kansas  City.  MO 

2,018 

16.7 

425 
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)ur  blue-sky  scenario: 

nore  U.S.  manufacturing  jobs, 

:leaner 

J.S.  manufacturing  plants. 

ince  1986,  Toyota  has  been  building  vehicles  and  creating  manufacturing  jobs  in  the  U.S.  Today,  with  our  eight  manufacturing 
lants,  sales  and  marketing  operations,  research  and  design  facilities,  and  through  our  dealers  and  suppliers,  Toyota's  U.S. 
perations  account  for  more  than  190,000  jobs*  And  with  two  new  state-of-the-art  manufacturing  facilities  being  built  to  strict 
nvironmental  standards,  we're  continuing  our  commitment  to  responsible  growth  as  an  employer,  and  a  neighbor. 

yota  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  ©2004 


>yota.com/usa 


TOYOTA 


 AMERICA'S  LARGEST 

Private  Companies 


WL  GORE  &  ASSOCIATES 

Chemical  engineer  Wilbert  Gore 
chafed  at  the  reluctance  of  his 
employer,  DuPont,  to  exploit 
polytetrafluoroethylene,  a.k.a.Teflon. 
In  1958  Gore  struck  out  on  his  own. 
An  early  break:  NASA  put  Gore 
cables  in  the  July  1969  moon 
mission.  Big  item  today:  Gore-Tex. 


COMPANY/ 
BUSINESS 


HEADQUARTERS 


117 

106 

HOUCHENS  INDUSTRIES/supermarkets 

Bowling  Green,  KY 

2.0052 

4.8 

9,229 

118 

117 

AECOM  TECHNOLOGY/construction;  consulting 

Los  Angeles,  CA 

2.0002 

8.1 

17500 

119 

124 

E&J  GALLO  WINERY/wine 

Modesto,  CA 

2,000e 

13.6 

4.600 

120 

38 

INTERTECH  GROUP/polymers.  composites 

North  Charleston,  SC 

2.000c1 

NA 

13,000 

121 

122 

SCOULAR/grain  trading  &  storing,  feed,  ingredients 

Omaha,  NE 

2,000 

11.1 

340 

122 

104 

SAMMONS  ENTERPRISES/insurance;  industrial  equip 

Dallas,  TX 

1.971 

1.1 

3.250 

123 

■ 

US  ONCOLOGY/cancer  treatment,  research 

Houston,  TX 

1,966 

19.2 

8,100 

124 

163 

LANOGA/lumber  stores  in  Midwest,  West 

Redmond,  WA 

1,952 

34.3 

8,000 

125 

107 

DEMOULAS  SUPER  MARKETS/grocery  stores 

Tewksbury,  MA 

l,950e 

2.6 

12,900 

126 

121 

QUAD/GRAPHICS/catalog,  magazine  printer 

Sussex,  Wl 

1,950 

8.3 

12,000 

X 

134 

STRUCTURE  TONE/general  contractor 

New  York,  NY 

19502 

14.7 

1,200 

111 

BROOKSHIRE  GROCERY/supermarkets 

Tyler,  TX 

l,944e 

4.8 

12,000 

123 

RICH  PRODUCTS/ingredients  for  bakeries 

Buffalo,  NY 

1,910 

7.1 

6,500 

130 

146 

CENTRAL  NATIONAL-GOTTESMAN/pulp,  paper  distributor 

Purchase,  NY 

1,900 

18.8 

850 

131 

118 

DR  PEPPER/7  UP  BOTTLING  GROUP/soft  drink  bottler 

Dallas,  TX 

l,900e 

4.4 

8,900 

188 

LOVE'S  TRAVEL  STOPS/travel  centers 

Oklahoma  City,  OK 

1,900 

40.7 

3,500 

116 

FOLLETT/college  bookstores 

River  Grove,  IL 

1,899 

2.6 

10,000 

113 

WHITING-TURNER  CONTRACTING/commercial  construction 

Baltimore,  MD 

1,876 

0.1 

1.352 

135 

137 

ASPLUNDH  TREE  EXPERT/tree-trim  svcs  for  utilities 

Willow  Grove,  PA 

1,838 

9.5 

28.948 

136 

131 

UNIGROUP/United  Van  Lines,  Mayflower 

Fenton,  MO 

1,809 

5.9 

1.350 

137 

207 

JM  HUBER/engineered  wood;  chems:  oil  &  gas 

Edison,  NJ 

1.8051 

46.6 

4.850 

138 

144 

BASHAS'/Bashas'  supermarkets  in  Arizona 

Chandler,  AZ 

1,800 

12.5 

13,800 

139 

176 

EBSCO  INDUSTRIES/magazine  subscription  services 

Birmingham,  AL 

1,8002 

286 

5,000 

140 

178 

KSNGSTGN  TECHNOLOGY/memory  modules,  cards 

Fountain  Valley,  CA 

1,800 

28.6 

2,200 

141 

148 

MARY  KAY/cosmetics  marketer 

Addison,  TX 

1,800 

12.5 

3,600 

170 

ABC  SUPPLY/roofing  materials  distrib 

Beloit,  Wl 

1,793 

25.8 

4,128 

189 

VANGUARD  HEALTH  SYSTEMS/acute  care  hospitals 

Nashville,  TN 

1,783 

33.0 

14,247 

,144 

114 

HENSEL  PHELPS  CONSTRUCTION/commercial  construction 

Greeley.  CO 

1.767 

-5.6 

2.500 

EE 

142 

GENERAL  PARTS/Carquest  parts  stores;  parts  distrib 

Raleigh,  NC 

1,754c1 

6.2 

17,000 

SEE  FOOTNOTES 
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At  Bristol-Myers  Squibb,  our  mission  is  clear.  To 
discover  and  develop  innovative  treatments  for 
the  world's  most  serious  diseases,  such  as  cancer, 
AIDS  and  mental  illness.To  erase  their  devastates 


effects.  And  someday,  to  wipe  them  off  the  face  of 
the  earth. The  employees  of  Bristol-Myers  Squibb 
around  the  globe  are  united  in  our  dedication  and 
commitment  to  extend  and  enhance  human  life. 


IIP  Bristol-Myers  Squibb  Company 

Hope,  Triumph,  and  the  Miracle  of  Medicine 


AMERICA'S  LARGEST 

Private  Companies 


PUBLIX  SUPER  MARKETS 

George  W.  Jenkins  opened  his  first 
grocery  store  in  Winter  Haven,  Fla. 
a  few  months  after  the  1929  stock 
market  crash.  Forty-four  years 
later  the  chain's  revenues  topped 
$1  billion.  Publix  now  has  sales  of 
$16.9  billion  from  834  stores  across 
five  southern  states. 


WE  SEASON 


BOTTLED  WATER 

»  prepared  for 

CANE  SEASON 

Stock  up  now 


■ 
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L) 

CHANGE 

(%) 

EMPLOYEES 

146 

112 

SOFTWARE  HOUSE  INTL/computer,  software  vendor 

Somerset,  NJ 

,739 

-7.3 

717 

147 

125 

WALSH  GROUP/general  contractor 

Chicago,  IL 

,7252 

-1.7 

3.750 

148 

145 

BOSE/ audio  systems 

Framingham,  MA 

,700 

6.3 

8,000 

149 

147 

DELAWARE  NORTH  COS/park  sves,  sports  concessions 

Buffalo,  NY 

,700 

6.3 

30,000 

150 

153 

PURDUE  PHARMA/prescription,  over-the-counter  drugs 

Stamford,  CT 

,700 

9.6 

4,700 

151 

133 

AG  SPANOS  COS/commercial,  residential  construction 

Stockton,  CA 

,7002 

0 

600 

152 

175 

ASHLEY  FURNITURE  INDUSTRIES/furniture 

Arcadia,  Wl 

,680e 

20.0 

9,300 



153 

155 

BUILDERS  FIRSTSOURCE/building  materials 

Dallas,  TX 

,675 

9.3 

6,500 

154 

248 

DUNAVANT  ENTERPRISES/cotton  merchant 

Memphis,  TN 

,664 

51.4 

2.115 

155 

one 

oUNHbLI  btVLKAub/wine,  spirits  wholesale 

New  York,  NY 

,660e 

oo.b 

o,UUU 

156 

150 

DRESSER5/energy-related  equip,  sves 

Addison,  TX 

,657 

4.3 

8,300 

157 

154 

PARSONS/engineering,  construction 

Pasadena,  CA 

,651 

7.6 

9,000 

158 

119 

HUNT  CONSTRUCTION  GROUP/commercial  construction 

Scottsdale,  AZ 

,650 

-9.3 

850 

159 

152 

SWINERTON/commercial  construction 

San  Francisco,  CA 

,617 

3.7 

1,331 

160 

181 

BASS  PRO/sporting  goods  stores 

Springfield,  MO 

,610e 

17.5 

10,700 

161 

184 

G-l  HOLDINGS/roofing,  building  materials 

Wayne,  NJ 

,608 

18.1 

3.500 

162 

156 

FRANK  CONSOLIDATED  ENTERPRISES/auto  fleet  lessor 

Des  Plaines,  IL 

,600 

6.7 

550 

163 

162 

MEDLINE  INDUSTRIES/medical.  surgical  supplies 

Mundelein,  IL 

,600 

10.0 

4.200 

164 

231 

RED  APPLE  GROUP/oil  refining;  convenience  stores 

New  York,  NY 

,600« 

39.1 

5,800 

165 

173 

REINHART  FOODSERVICE/wholesale 

La  Crosse,  Wl 

,600e 

13.4 

2.200 

166 

87 

RENCO  GROUP/mining,  metals 

New  York,  NY 

,600> 

-24.0 

8.000 

167 

161 

LIFE  CARE  CENTERS  OF  AMERICA/nursing  centers 

Cleveland,  TN 

,598 

9.5 

30,000 

168 

139 

VERTIS/advertising;  marketing  sves 

Baltimore.  MD 

,586 

-5.3 

8,000 

169 

191 

WL  GORE  &  ASSOCIATES/fabrics;  medical  products 

Newark,  DE 

,579 

18.7 

6.900 

170 

174 

DOT  FOODS/wholcsale 

Mount  Sterling,  IL 

,573 

11.6 

2,200 

171 

172 

AMSTED  INDUSTRIES/railroad,  industrial  equip 

Chicago,  IL 

,560e 

10.2 

9,100 

172 

151 

Dl  GIORGIO/White  Rose  foods,  food  wholesale 

Carteret,  NJ 

,544 

-1.0 

1,238 

173 

171 

DISCOUNT  TIRE/tire  stores 

Scottsdale,  AZ 

,541 

8.8 

9.500 

174 

168 

FOSTER  FARMS/poultry,  deli  meats;  feed  mills 

Livingston,  CA 

,520e 

6.0 

11,000 

SEE  FOOTNOTES  ON 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits. 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/communication 


=L!!U= 


=p  Pitney  Bowes 

Engineering  the  How  of  communication7 
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THE  LEADER  IN  CUSTOMER 
ANALYTIC  APPLICATIONS  BRINGS 
YOU  A  NEW  GENERATION 
OF  ENTERPRISE  Bl  SOLUTIONS. 


BUSINESS  SAP  SAS  SIEBEL 

OBJECTS 


Cutthroat  competition.  Intense  profit  pressure.  Price  erosion.  Declining  loyalty.  Business 
today  dictates  working  not  just  harder,  but  smarter.  Meeting  these  new  business  demands, 
and  overcoming  the  inherent  challenges,  requires  a  new  generation  of  Bl  solutions  unavailable 
from  traditional  Bl  vendors. 

Siebel,  the  leader  in  customer  analytic  applications,  brings  you  Siebel  Business  Analytics- 
Bl  solutions  that  empower  everyone  with  actionable,  real-time  insight  from  the  largest  data 
warehouses  and  across  enterprise  sources.  With  a  mission-critical  architecture  that  supports 
multi-terabytes  of  data,  thousands  of  users,  and  24x7  availability.  And  proven  application 
solutions,  with  built-in  industry-specific  best  practices  that  are  flexible,  quickly  implemented, 
integrate  with  your  infrastructure,  and  provide  low  TCO. 

Our  innovative  Bl  solutions  have  catapulted  Siebel  into  the  leadership  position  in  analytic 
applications  for  sales,  marketing,  service,  and  senior  management,  with  over  75%  of  our  customers 
using  Siebel  Business  Analytics  beyond  CRM  and  across  a  full  range  Of  enterprise  sources. 

Learn  why  the  most  analytically  sophisticated  companies  rely  on  Siebel.  Visit  www.siebel.com/newgen 


Business  Analytics 

CUSTOMER  INSIGHT  •  ENTERPRISE  INTELLIGENCE 


Special  Advertising  Section 


Written  by  John  Dickinson 
Produced  by  Bob  Grossman 


Business  intelligence  means  many  things  to  different  people,  but  running  through 
/eryone's  definition  is  the  analysis  of  enterprise  information  with  the  goal  of  making 
etter  business  decisions.  That's  always  been  the  aim  of  business  decision  makers,  and 
usiness  intelligence  technology  has  made  that  objective  more  attainable  than  ever 
sfore,  making  people  more  productive  than  ever.  "There's  just  no  downside  to  using  this 
:uff,"  says  Cerner  Corporation  CIO  Rich  Miller. 

Business  intelligence  has  been  with  us  as  a  business  tool  for  a  while  —  and  has  improved 
Dnsiderably  over  the  years  —  but  there  are  some  new  trends  that  have  recently 
Lade  major  changes  in  how  the  technology  works  and  who  uses  it.  The  first  is  that  today's 
ecision  making  happens  very  quickly  and  needs  to  rely  on  information  about  what  is 
appening  at  the  very  moment  the  decision  is  to  be  made.  "Business  intelligence  has  to 
appen  in  real  time,"  says  Laura  DiSciullo,  director  of  contact  center  product  management 
>r  Avaya,  "because  we're  making  a  decision  about  someone  at  the  other  end  of  a  phone  call, 
ot  someone  we're  meeting  with  next  week." 


Second,  business  intelligence  tools  have  to  reliably  predict 
e  outcome  of  business  decisions.  Those  can  range  from  how 
deal  with  a  customer  visiting  a  bank  branch  to  really  big  ques- 
ts involving  costly  capital  investments.  Any  of  these  deci- 
Dns  may  require  analysis  of  thousands  of  data  points  using  a 
iriety  of  analytical  tools,  and  today's  business  intelligence  sys- 
ms  have  to  deliver  on  that.  "It's  the  predictive  quality  of 
day's  software  that  is  the  real  source  of  intelligence  —  and 


value  for  customers  —  in  business  intelligence,"  says  Rob 
Stephens,  SAS's  director  of  technology  strategy. 

The  third  trend  is  best  summed  up  by  Paul  Rodwick,  Siebel 
Business  Analytics  marketing  vice  president,  when  he  says, 
"Business  intelligence  has  become  pervasive.  The  decision 
maker  is  no  longer  sitting  in  a  corner  office  —  he  or  she  may 
be  sitting  in  a  call  center  wearing  a  headset.  For  that  matter, 
the  business  intelligence  user  making  the  decision  may  even 
be  the  business  process  itself." 
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Today's  business  intelligence  systems  have  to  address  those 
needs  and  make  it  easy  for  business  managers  and  clerical 
staffers  to  access  and  analyze  enterprise  data  in  a  meaningful 
way  and  get  the  solutions  they  need.  Users  have  to  access  a 
variety  of  statistical  and  other  analytical  tools  packaged,  in  such 
a  way  that  they  don't  need  to  be  analysts  themselves  —  the 
business  intelligence  software  does  that  part  for  them.  All  users 
have  to  do  is  ask  the  questions  when  they  have  them  and  get 
the  answers  when  they  need  them. 

The  information  used  by  business  intelligence  software  is  not 
confined  to  any  one  source  either.  That's  because  today's  busi- 
ness intelligence  tools  know  how  to  access  information  from 
across  the  enterprise,  integrate  it  into  an  accessible  data  store 
and  analyze  it  in  ways  that  will  formulate  meaningful  answers 
to  business  questions  in  any  department.  "Business  intelli- 
gence is  more  enterprise-wide  today  with  departmental  infor- 
mation and  solutions  consolidated  into  enterprise  environ- 
ments with  lots  of  cross-fertilization,"  says  Rodwick. 

Avaya,  SAS  and  Siebel  are  leading  companies  in  the  business 
intelligence  world,  and  each  draws  on  its  background  when  it 
comes  to  how  the  company  has  crafted  its  business  intelli- 
gence tools.  All  of  these  companies'  products  are  designed  to 
be  comprehensive,  easy  to  access  and  use,  as  well  as  to  pro- 
duce information  in  real  time  that  is  easy  to  interpret.  "I  just 
don't  understand  why  everyone  doesn't  use  tools  like  these," 
says  Bill  Peters,  AAA  Mid-Atlantic's  program  director  for  cus- 
tomer relationship  management. 


Avaya  is  best  known  for  its  business  communicatio 
systems,  and  has  a  sterling  reputation  as  a  provider  of  end-tc 
end  applications  and  management  systems  used  by  enterpns 
contact  centers.  But  there's  a  lot  more  to  Avaya 's  products  tha 
just  routing  calls  from  one  person  or  system  to  another. 

That's  because  Avaya  has  embedded  business  intelligence 
technology  inside  of  its  contact  center  software  in  order  t 
enhance  the  company's  experience  with  the  caller.  "We  leve 
age  information  about  the  caller's  history  with  the  enterpns 
against  everything  there  is  to  know  about  the  call,"  says  Laur 
DiSciullo,  "and  create  a  solution  that  is  right  for  the  caller's  si 
uation  at  the  time  of  the  call." 

Information  about  the  call  might  include  the  time  of  day,  th 
nature  of  the  request  or  the  particular  product  in  question.  Th 
caller's  history  is  important  too  because  the  caller  may  be  fror 
a  large  account,  or  it  may  be  the  caller's  fifth  or  sixth  call  on  th 
same  subject.  The  business  intelligence  components  of  Avaya' 
software  analyze  the  combination  of  all  the  data  points  to  dete 
mine  the  correct  way  to  handle  the  call  based  on  the  best  prao 
tices  established  by  the  company. 

For  example,  should  the  caller  be  pu 
on  hold?  Or  should  the  caller  be  routed 
immediately  to  someone  who  cai 
answer  the  question?  The  analysis  maj 
lead  Avaya's  software  to  send  the  callei 
to  a  self-help  system,  or  it  may  lead  t 
routing  the  call  to  a  technical  or  sale 
specialist  for  a  quick  answer.  "This  typ 
of  system  is  most  appealing  to  the  com 
panies  that  are  most  customer  focused,] 
says  DiSciullo. 

In  fact,  Avaya  is  seeing  a  trend  toward  even  better  custome 
service  in  the  future  using  its  software.  Companies  are  devei 
oping  skills  inventory  databases  for  their  employees  that  can  b> 
leveraged  along  with  the  customer  and  call  data  to  find  the  pei 
feet  solution  for  the  caller.  "The  right  person  to  answer  th 
question  may  not  be  anywhere  near  the  call  center,"  say 
DiSciullo.  She  cites  as  an  example  that  a  particular  type  of  mor 
gage  question  might  best  be  answered  by  a  certain  individuc 
who  is  a  branch  officer  located  across  the  country. 

Avaya  makes  a  concerted  effort  to  create  an  application 
environment  that  makes  the  business  intelligence  tools  in  it 
products  very  accessible  to  users.  "Business  intelligence  is  i 
term  that  is  scary  for  some  people,"  says  DiSciullo.  In  order  ti 


With  SAS,  the  leader  in  business  analytics  software. 


AS9 


Make  breakthrough  decisions. 
And  make  an  impact. 

Go  beyond  business  intelligence  with  SAS",  the  one  software  that  delivers  accurate  information  to 
everyone.  So  you  can  drive  profits,  reduce  costs,  manage  risk  and  transform  the  way  you  do  business. 
Now  that  SAS "9  has  arrived,  you  can  take  advantage  of  our  proven  predictive  analytics  through  a  single, 
scalable  platform  that  spans  the  enterprise.  And  interact  with  SAS  by  choosing  the  custom-tailored 
interface  that  fits  the  way  you  work.  Give  us  a  call  at  1  866  270  5739  for  a  free  demonstration  of  today  s 
SAS.  Or  visit  our  Web  site  for  a  quick  interactive  tour. 

www.sas.com/breakthrough 


SAS  and  Forbes 

Leading  into  the  Future 

Executive  discussion  series 
www.sas.com/sasandforbes 


The  Power  to  Know. 
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maice  its  systems  less  intimidating,  the  company  created  prag- 
matic approaches  to  implementation. 

For  example,  Avaya  makes  it  simple  to  implement  the  enter- 
prise user's  best  practices  for  how  to  handle  each  type  of  call. 
"Our  Interaction  Center  product  provides  call  center  administra- 
tors with  menus  that  include  standard  business  rules  to  help 
them  implement  their  system,"  says  DiSciullo,  "and  users  cus- 
tomize their  implementation  by  associating  each  rule  with  a  par- 
ticular set  of  call  and  caller  circumstances."  Avaya  can  go  beyond 
its  standard  rules  tookit,  too.  "Whenever  the  standard  rules 
don't  include  an  action  that  users  want  for  their  center,  we  send 
m  a  consulting  team  to  implement  custom  rules,"  says  DiSciullo. 

SAS  takes  a  broad-based  approach  to  business  intelligence, 
which  is  not  surprising  for  a  company  with  a  long  history  and 
background  so  firmly  rooted  in  analytical  techniques  used  in 
business.  "In  fact,"  says  Stephens,  "everything  we  do  is  related 
to  business  intelligence,  predictive  analytics  and  data  manage- 
ment —  what  some  are  now  calling  business  analytics." 

The  company  offers  enterprise  users  a  ubiquitous  business 
intelligence  platform,  called  the  SAS  Intelligence  Platform,  to  pro- 
vide them  with  a  consistent  foundation  that  lets  them  create  and 
deliver  accurate  and  in-depth  enterprise  information.  The  platform 
empowers  data  management,  reporting  and  analysis.  It  includes 
several  components,  all  designed  to  take  users  from  a  world 
where  enterprise  data  resides  in  disparate  locations  that  run  on 
incompatible  platforms,  and  uses  applications  that  can't  commu- 
nicate, to  a  world  where  information  is  available  and  ready  to  ana- 
lyze at  any  time,  anywhere. 


The  SAS  Intelligence  Platform  does  not  do  away  with  IT  mvea 

i  ments;  rather  it  leverages  them  into  a  useful  framework,  arJ 

i  moves  enterprise  users  along  what  SAS  calls  an  Informatics 

i  Evolution  Model.  As  users  move  along  the  model,  they  get  elm 

i  er  to  the  important  business  objective  of  leveraging  enterprisj 

i  information  into  rational  business  decisions. 

The  SAS  Intelligence  Platform  is  standards-based,  open  an 

i  extensible  with  a  consistent  approach  to  managing  and  analyzmi 

|  data  regardless  of  enterprise  size  or  application  need.  Its  goal  i 

I  to  provide  for  enterprise  users'  business  intelligence  need 

i  wherever  they  are  in  the  Information  Evolution  Model,  and  t| 

j  grow  with  their  needs. 

Included  in  the  SAS  Intelligence  Platform  are  applications  tha 

;  extract  the  enterprise  data  from  whatever  variety  of  corporat1 

i  databases  it  is  stored  on.  Intelligence  Platform  applications  mov 

j  the  data  into  a  common  storage  facility  that  is  a  dedicated  plai 

\  form  designed  to  disseminate  the  information  and  improve  dec 

i  sions  and  performance  across  the  enterprise.  The  data  store  sub 

i  ports  applications  from  SAS  and  from  other  parties,  as  well  a 

i  home-grown  applications  written  by  enterprise  customers. 

Among  the  key  offerings  of  the 

I  SAS  Intelligence  Platform  are  enhanced 

!  business  intelligence  and  analytic  tech-^ 

|  nologies.  The  Enterprise  Business 

|  Intelligence  Server  provides  users  with 

|  the  access  to  information  they  need,  in 

|  the  format  they  need,  when  they  need  il 

|  thus  enabling  them  to  generate  the 

i  answers  they  want.  Because  data  remaii 

|  undisturbed  at  its  original  source,  data 

|  quality  control  remains  with  the  enterpriJ 

|  IT  department. 

The  analytic  technologies  in  the  SAS  Intelligence  Platforr1 

i  include  the  widest  range  of  analytical  tools  found  in  the  bus 

i  ness  intelligence  industry  Capabilities  include  data  mimno 

i  forecasting,  optimization  and  other  predictive  techniques.  SA 

i  provides  these  tools  in  a  way  that  eliminates  their  mystery  ar 

j  makes  these  sophisticated  techniques  readily  available  to  a 

!  users  through  creative  graphical  interfaces, 
i     The  tools  find  widespread  use  in  enterprises  that  emplc 

i  them.  AAA  Mid-Atlantic  started  out  using  the  SAS  Intelligenc, 

i  Platform  to  identify  appropriate  targets  for  marketing  mailing 

|  It  wasn't  long  before  the  tools  became  more  widely  used 

i  such  applications  as  policy  renewal  modeling.  "Using  the  sarr 
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Dlkit  across  a  wide  variety  of  applications  was  a  no-brainer  as 
as  I  was  concerned,"  says  AAA's  CRM  Director  Bill  Peters.  He 
ded  that  beyond  the  operational  efficiency  of  using  a  single 
itform  for  business  intelligence  applications,  his  company 
ved  a  significant  amount  of  money  by  paying  software  mainte- 
nce  fees  to  only  one  company. 

Siebel  Business  Analytics  is  a  comprehensive  suite  of  busi- 
ss  intelligence  solutions  offered  by  Siebel  Systems.  The  company 
oest  known  for  its  CRM  systems  and  has  used  that  backdrop  to 
velop  a  sophisticated  suite  of  business  intelligence  applications, 
e  company  is  a  leader  in  a  new  era  of  business  intelligence  that 
livers  creative  solutions  to  meet  today's  demanding  user  require- 
snts,  which  Siebel  identifies  in  seven  major  trends. 

First  is  that  business  intelligence  is 
ecoming  a  pervasive  business  tool. 
Business  intelligence  used  to  belong  to 
mior  management  and  those  few  key 
cialysts  who  understood  the  technology 
ehind  it,"  says  Rodwick,  "but  today, 
rganizations  want  the  benefits  of 
usiness  intelligence  to  drive  the  actions 
f  a  much  wider  range  of  employees." 
hat  range  includes  people  who  don't 
rtually  ask  questions,  but  who  do  need 
ict-based  insight  delivered  through  auto- 
tated  applications  that  highlight  the  key 
iformation  needed  to  make  a  decision. 


"We're  particularly  proud  of  the  way  our  Siebel  Business 
Analytics  systems  make  information  visible  to  the  associates 
who  need  the  information  most  in  order  to  take  action," 
says  Cerner  Corporation  CIO  Rich  Miller.  Cerner  is  a  leading  pro- 
ducer of  hospital  IT  systems,  and  has  used  business  intelligence 
to  improve  cash  flow,  identify  business  opportunities  and 
make  client  information  readily  available  to  sales  and 
operations  teams. 

A  second  trend  is  that  people  often  have  needs  that  must  be 
addressed  immediately  based  on  analysis  of  events  as  they  hap- 
pen, or  they  may  need  those  answers  on  a  just-in-time  basis  in 
order  to  make  the  right  decision.  "You  just  can't  be  waiting  around 
for  the  quarter  to  end,"  says  Rodwick,  whose  products'  proactive 
intelligence  capabilities  address  that  need,  "and  the  answers  have 
to  be  delivered  to  whatever  device  the  user  favors,  such  as  a  cell 
phone  or  a  pager."  Users  need  not  only  to  understand  what  hap- 
pened and  what's  happening,  they  also  need  to  have  powerful  ana- 
lytics that  can  predict  what  will  happen. 

"Today's  enterprise  user  needs  to  incorporate  business  intelli- 
gence insights  right  into  their  operations,"  says  Rodwick.  This 
trend  means  for  example  that  supply  orders  may  be  automati- 
cally adjusted  based  on  inventory  and  sales  levels.  So  it's  no  sur- 
prise that  business  intelligence  is  becoming  mission  critical  for 
the  companies  that  employ  it.  "It's  the  source  of  competitive 
advantage,"  says  Rodwick  who  points  out  that  business  intelli- 
gence systems  that  once  operated  at  a  leisurely  pace  now  must 
be  available  24x7,  just  like  any  other  mission-critical  IT  system. 

Business  intelligence  applications  that  were  formerly  depart- 
mental are  increasingly  being  integrated  into  enterprise-wide 
applications,  and  their  functionality  and  use  are  being  opened  .to 
the  entire  company.  "It  doesn't  do  much  good  to  have  a  sales  plan 
that  can't  be  supported  on  the  supply  side,"  says  Rodwick. 

One  last  trend  is  very  central  to  the  Siebel  Business  Analytics 
strategy.  "Pre-built  analytic  applications  are  increasingly  important 
today,"  says  Rodwick,  who  notes  that  the  specialized  analytic  appli- 
cations his  group  offers  for  more  than  20  industries  are  key 
to  their  business.  "By  using  our  pre-built  applications,  we  can 
deliver  to  customers  powerful  solutions  that  are  up  and  running 
quickly,  and  deliver  competitive  advantage  faster  and  with  lower 
risk  than  any  alternative."  ■ 

John  Dickinson  is  a  technology  editor  and  writer  whose  many  articles  and  columns 
have  appeared  in  print  and  Web  publications  for  over  20  years.  He  is  currently 
editor  of  Messaging  Pipeline,  a  Web  site  located  at  www.messagingpipelme.com. 
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AVAVA 

a  higher  plane 
of  communication 


AVAYA  TURNED  PEBBLE  BEACH  COMPANY'S 
contact  center  into  a  revenue  generator  by 
providing  a  solution  that  delivers  the  highest 
match  rates  in  the  industry.  Our  award- 
winning  contact  center  software  and 
consultative  design  expertise  enable  customer 

« 

calls  to  be  matched  to  the  right  agent,  not 
simply  the  next  available  one.  So  it's  a  whole 
lot  easier  for  you  to  cross-sell,  up-sell,  and 
just  plain  sell  that  much  more.  Just  look 
at  Pebble  Beach  Company,  which  gained 
a  significant  increase  in  revenue  simply  by 

choosing  Avaya.  Kind  of  gives  new  meaning 
to  the  phrase  "driving  the  green,"  doesn't  it? 
Learn  how  Avaya,  a  world  leader  in  contact 
centers,  can  help  drive  your  revenue. 
Download  a  FREE  Best  Practice  white  pape 
at  avaya.com/driverevenue. 

IP  Telephony 

Con 

tact  Centers 

Unified  Communication  Services 

Want  to  &ee  how 

AVAYA  CAN  SUPERCHARGE 

your 

CONTACT  CENTER? 

Ju&t  a&k  Pebble  Beaeh  Company. 


id  ail  trademarks  identified  by  ©  or  ™*  are  trademarks  oi  Avaya  inc. 


AMERICA'S  LARGFST 

Private  Companies 


MARY  KAY 

Mary  Kay  Ash  started  a  multilevel-sales 
cosmetics  and  knickknack  firm  in  1963. 
She  died  in  2001,  leaving  behind  a 
privately  held  enterprise  with  annual 
revenue  of  $1.8  billion. 
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■E33HEI521 


175 

165 

TOWERS  PERRIN/personnel  services 

Stamford,  CT 

1,520 

5.5 

8,384 

176 

190 

BEN  E  KEITH/food,  Anheuser-Busch  beer  distrib 

Fort  Worth,  TX 

1,515 

13.5 

2,800 

177 

110 

NORTEK  HOLDINGS/wmdows;  HVAC  equip 

Providence,  Rl 

1,515 

9.5 

7,450 

178 

159 

METALDYNE/traRsportation  equip 

Plymouth,  Ml 

l,508e 

2.9 

7,500 

179 

158 

MCWANE/cast-iron  pipe,  valves,  finings 

Birmingham,  AL 

l,505e 

0.3 

7,000 

180 

245 

MAINES  PAPER  &  FOOD  SERVICE/food  distributor 

Conklin,  NY 

1,500 

36.4 

1,700 

181 

167 

METROMEDIA/restaurants;  energy,  technology 

Hackensack,  NJ 

1,500 

4.5 

25,500 

182 

169 

NATIONAL  GYPSUM/wallboard 

Charlotte,  NC 

l,500e 

4.9 

2,700 

183 

179 

SOUTHWIRE/heavy  wire  for  elec  transmission 

Carrollton,  GA 

1,500 

7.1 

3,100 

184 

140 

DUNN  INDUSTRIES/commercial  construction 

Kansas  City,  MO 

1,484 

-10.0 

3,000 

185 

177 

HEICO  COS/industrial  machinery,  heavy  equip 

Chicago,  IL 

l,470e 

5.0 

8,000 

186 

270 

MCCARTHY  BUILDING  COS/commercial  construction 

St  Louis,  MO 

1,459 

NA 

2,200 

187 

202 

ROONEY  HOLDINGS/construction;  electronics 

Naples,  FL 

1.4572 

15.5 

2,625 

188 

164 

FLINT  INK/printing  ink,  coatings 

Ann  Arbor,  Ml 

1,450 

NA 

4,600 

189 

126 

PURITY  WHOLESALE  GROCERS/grocery  wholesale 

Boca  Raton,  FL 

1,450 

-17.0 

425 

190 

187 

BATTELLE  MEMORIAL  INSTITUTE/technology  development 

Columbus,  OH 

1.4402 

6.7 

9,034 

191 

205 

BORDEN  CHEMICAL5/forest  products,  resins,  coatings 

Columbus,  OH 

1,435 

15.0 

2,400 

192 

■ 

GNC5'9/vitamin  stores 

Pittsburgh,  PA 

1,430 

0.4 

14,200 

193 

92 

BLACK  &  VEATCH/engineering,  construction 

Overland  Park,  KS 

1,400 

-30.0 

6,200 

194 

130 

MUSICLAND  GROUP/music,  video  stores 

Minnetonka,  MN 

1,400 

-19.0 

8,500 

195 

196 

ROOMS  TO  GO/furniture  stores 

Seffner,  FL 

1,400 

7.7 

5,700 

196 

192 

SIERRA  PACIFIC  INDUSTRIES/lumber  products;  windows 

Redding,  CA 

l,400e 

5.3 

3,600 

197 

200 

TAYLOR/printing,  stationery;  direct-mail  marketing 

North  Mankato,  MN 

1.4002 

10.3 

14,220 

198 

230 

YOUNG'S  MARKET/wine,  spirits  wholesale 

Orange,  CA 

1,400 

21.2 

1,800 

199 

208 

WILBUR-ELLIS/agricultural  supply  distrib 

San  Francisco,  CA 

1,366 

11.7 

2,300 

200 

149 

NATIONAL  DISTRIBUTING/soft,  alcoholic  drinks 

Atlanta,  GA 

l,360e 

-15.0 

2,550 

201 

222 

SHAMROCK  FOODS/food  wholesale,  dairy  products 

Phoenix,  AZ 

1,354 

14.2 

2,250 

202 

182 

PARSONS  BRINCKERHOFF/engineering,  construction 

New  York,  NY 

1.3502 

-1.7 

8.869 

203 

185 

DAY  &  ZIMMERMANN/engineering,  construction 

Philadelphia,  PA 

1,346 

-0.4 

21,000 

SEE  FOOTNOTES  ON  PAGE  228  FOR  MORE  INFORMATION,  GO  TO  WWW.F0RBES.COM/PRIVATE 


FORBES"  November  29,  2004     2  23 


AMFRICA'S  LARGFST 

Private  Companies 


ENTERPRISE  RENT-A-CAR  { 

In  1957  Jack  Crawford  Taylor 
launched  an  automobile-leasing 
business  with  seven  cars  and  soon 
seized  on  an  interesting  market: 
loaners  for  people  whose  vehicles 
are  in  the  shop.  The  fleet  today 
numbers  602,000. 


•     227       HOBBY  LOBBY  STORES/hobby,  craft  stores 


COMPANY/ 
BUSINESS 


SAS  INSTITUTE/data-warehousing  software 
SKADDEN,  ARPS/law  firm 


MICHAEL  FOODS/liquefied  eggs,  refrigerated  foods 


195       ARDENT  HEALTHCARE  SERVICES/hospitals 


CC  INDUSTRIES/truck  trailers;  furniture 


212       BAKER  &  TAYLOR/book  distributor 


BURGER  KING/restaurants 


FHC  HEALTH  SYSTEMS/health  care  services 


GOODMAN  MANUFACTURING/heating,  cooling  equip 


PINNACLE  FOODS  GROUP/frozen  meals,  pickles,  more 


REPUBLIC  BEVERAGE/wine,  spirits  wholesale 


201      BARNES  &  NOBLE  COLLEGE  BOOKSTORES/bookstores 


TIC  HOLDINGS/power,  petrochem,  industrial  plant  construct 


NATIONAL  WATERWORKS/pipes,  valves,  meters 


224       CONAIR/small  appliances,  personal  care  prods 


266       DPR  CONSTRUCTION/commercial  construction 


211      HOUGHTON  MIFFLIN/textbooks 


BARTLETT  &  CO/grain  merchandising,  storage 


97       KB  TOYS/toy  stores 


234      SSA  MARINE/marine,  rail  cargo  terminals 


193       HAWORTH/office  furniture 


BAKER  &  MCKENZIE/lawfirm 


MARITZ/marketing,  research,  svcs 


NORTH  PACIFIC  GROUP/wood,  bldg  materials  wholesale 


BELLCO  HEALTH/drug.  medical  supply  distrib 


219       BIG  Y  FOODS/supermarkets  in  CT,  MA 


218      VOUGHT  AIRCRAFT  INDUSTRIES/aerospace  subassemblies 


240  CARPENTER/polyurethanefoam 


BRIGHTSTAR/cellular  equip  distributor 


SEE  FOOTNOTES  ON  PAGE  228 
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Cary,  NC 


New  York,  NY 


Minnetonka,  MN 


Nashville,  TN 


Chicago,  IL 


Charlotte,  NC 


Miami,  FL 


Norfolk,  VA 


Houston,  TX 


Cherry  Hill,  NJ 


Houston,  TX 


Oklahoma  City,  OK 


Basking  Ridge,  N  J 


Steamboat  Springs,  CO 


Waco,  TX 


Stamford,  CT 


Redwood  City,  CA 


Boston,  MA 


Kansas  City,  MO 


Pittsfield,  MA 


Seattle,  WA 


Holland,  Ml 


Chicago,  IL 


Fenton,  MO 


Portland,  OR 


North  Amityville,  NY 


Springfield,  MA 


Dallas,  TX 


Richmond,  VA 


Miami,  FL 


REVE 
2003 
MIL) 


13.6 


1.5 


13.4 


1.1 


32.9 


8.1 


9.4 


8.3 


NA 


85.7 


11.4 


1.6 


4.9 


10.0 


8.6 


21.1 


4.4 


31.4 


-38.0 


10.0 


-6.8 


8.3 


NA 


8.4 


15.7 


1.7 


0.8 


8.3 


41.9 


EMPLOYEES 


9,330 


4,200 


3,806 


10,100 


4,875 


2,700 


32,600 


8,198 


3,800 


3,500 


2,400 


15,000 


9,850 


7,000 


1,450 


4,156 


2,289 


3,459 


720 


15,000 


10,000 


9,000 


8,132 


4,200 


809 


205 


8,600 


6,000 


6,000 


793 
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T-»MEETINGSiTO 

Remember 

V HAT  ARE  THE  KEYS  TO  A  SUCCESSFUL  CORPORATE  MEETING? 
HAVING  A  PLAN  AND  CHOOSING  THE  BEST  LOCATION 


By  Curtis  Rist 

In  an  age  of  mass  communication,  the  opportunity  to 
I  advance  specific  business  goals  through  a  face-to-face 
H  meeting  or  event  can  more  than  compensate  for  the 
.JBtime  and  money  spent  in  arranging  one. 


This  year,  corporations  will  spend  more 
than  $100  billion  worldwide  on  such 
events.  Their  goals  are  as  diverse  as 
bringing  together  employees  for  a  training 
session,  launching  a  new  product  to 
potential  clients  or  rewarding  key  mem- 
bers of  a  staff  for  a  job  well  done. 
Whatever  the  reason,  planning  a  major 
business  meeting  can  be  a  difficult  chal- 
lenge. "This  is  something  that  requires  full 
attention  in  order  to  accomplish  the  goals 
you  set  out,"  says  Kathleen  Perdue,  con- 
vention sales  manager  for  Virginia's 
Roanoke  Valley  Convention  &  Visitors 


Bureau.  "You  need  to  allow  yourself  as 
much  time  as  possible,  in  order  to  take 
every  detail  into  consideration." 

In  addition,  choosing  the  right  loca- 
tion for  the  meeting,  both  in  terms  of 
the  geographic  location  as  well  as  the 
amenities  of  the  specific  site,  is  crucial 
to  success.  Three  destinations  — 
Roanoke  Valley,  Va.,  Wynn  Las  Vegas 
and  the  Walt  Disney  Swan  and  Dolphin 
Hotel  in  Lake  Buena  Vista,  Fla.  —  pro- 
vide an  array  of  amenities  as  well  as  the 
expertise  needed  to  plan  a  successful 
meeting  or  event. 


\ 
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LAS  VEGAS 
CONVENTION  AND 
VISITORS  AUTHORITY 

Las  Vegas  means  business.  That  may  be 
paradoxical  when  our  city  is  also  known  as 
the  "Entertarment  Capital  of  the  World." 
Nonetheless,  Las  Vegas  remains  one  of  the 
most  sought-after  meeting  destinations  in 
the  world.  Our  city  boasts  130,000  hotel 
rooms  and  features  three  of  the  1 0  largest 

convention  centers  in  the  country. 
Las  Vegas  totals  more  than  9  million  square 
feet  of  meeting  and  exhibit  space,  enabling 
us  to  handle  even  more  meetings, 
tradeshows  and  conventions  than  ever 
before.  Most  Las  Vegas  meeting  facilities 

and  properties  are  mere  minutes  from 
McCarran  International  Airport  And  when 
the  workday  is  finished,  Las  Vegas'  enter- 
tainment options  are  endless. 
For  more  information,  go  to 
www.rvcvacom  or  call  877-VtSfTLV 


We  work  as  hard 


Virginias  Vibrant  Roanoke  Valley 

When  planning  a  meeting,  the  staff  at  the 
Roanoke  Valley  Convention  &  Visitors 
Bureau  make  the  most  of  their  intimate 
knowledge  of  the  Virginia  countryside.  "By 
talking  to  us,  meeting  planners  can  expand 
their  opportunities  and  take  advantage  of 
what  there  is,  rather  than  finding  out  what 
they've  missed  after  the  fact,"  says  Perdue, 
the  bureau's  convention  sales  manager. 
The  region  has  plenty  of  facilities  to  choose 
from  for  meetings,  including  two  civic 
centers,  an  lACC-accredited  conference 
center  and  several  hotels  with  meeting 
space.  "We  really  do  try  and  customize 
things,  and  our  first  step  is  to  find  out  the 
goals  and  objectives  of  the  meeting  planner 
and  tailor  our  suggestions  to  those,"  says 
Perdue.  These  can  include  golf  outings, 
team-building  exercises  and  other  special 
events.  "Whatever  it  is,  we  do  all  the  leg- 
work,  and  leave  it  to  the  meeting  planner  to 
do  the  final  choosing,"  says  Perdue.  "Our 
goal  is  to  make  their  jobs  easy." 

The  Bold  Outlook  of  Wynn  Las  Vegas 

While  Las  Vegas  has  long  been  a  premier 
destination  for  businesses,  the  level  of  ser- 


vice will  rise  to  new  heights  with  the  Apr 
2005  opening  of  Wynn  Las  Vegas,  bun 
by  legendary  developer  Steve  Wynr 
"Wynn  Las  Vegas  is  a  place  that  thrives  oi 
providing  the  ultimate  experience  for  eacl 
individual  corporate  guest,"  says  Karolyi 
Graves,  director  of  sales.  "Every  facet  of  thl 
217-acre  resort  was  conceived  to  delive 
personalized  service  for  an  incomparabl* 
meeting  and  leisure  experience." 

What  distinguishes  Wynn  Las  Vega; 
Resort  and  Country  Club  as  a  meetini 
destination  is  its  ability  to  delight  iti 
customers  in  what  Graves  calls  a  luxu 
rious  microcosm.  "We're  located  rign 
on  the  Las  Vegas  Strip,  but  once  yoj 
enter  the  resort,  you're  really  in  a  worlil 
unto  itself,"  she  says.  Wynn  Las  Vega 
has  a  collection  of  first-rate  amenitie 
for  business  meeting  professionals 
such  as  high-speed  Internet  access 
state-of-the-art  audiovisual  technolog 
and  meeting  rooms  with  floor-to-ceilin) 
windows  and  covered  patios  witl 
beautiful  views. 

In  addition,  the  resort  prides  itsei 
on  quiet  architectural  details  that  awa 
at  every  turn.  "Each  attendee  will  fin* 


.What  does  your  next 
^|  business  meeting  look  like? 


\  Ro«        sliey  Convention  &  Visitors  Bureau 

j  Pifutner's  Guide 


Four  a  FREE  M 
.M.  SQ0-635-: 
"lift  www.uisKi' 


Choosing  the  right 
location  for  the 
meeting,  both  in 
terms  of  the  geographic 
location  as  well  as  the 
amenities  of  the  specific 
site,  is  crucial  to  success. 


Anticipation  can  be  quite  grueling. 


Meetings  come  to  order  April  28,  2005. 
To  book  your  next  meeting  please  call  us  at  (866)  770  7082. 
Or  visit  us  at  wynnlasvegas.com. 


4  m     /*  LAS  VEGAS 
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WYNN  LAS  VEGAS 

Anticipation  can  be  quite  grueling. 

Fortunately,  you  don't  have  to  wait  any 

longer  to  book  your  meeting  at 
Wynn  Las  Vegas.  Las  Vegas'  newest 
destination  experience  invites  your  group 
to  an  incomparable,  intimate  experience. 
Accommodations:  Immaculate, 
luxurious  rooms  and  suites  five 
years  in  the  design  and  making. 
Shopping:  Chanel,  Louis  Vuitton, 
Manolo  Blahnik,  Dior,  Carter,  Bnoni, 
Maserati,  Ferrari  &  more. 
Dining:  Exquisite  cuisine  conceived  by 
1 8  of  the  world's  foremost  chefs. 
Golf:  A  Tom  Fazio-designed  course 
exclusively  for  resort  guests, 
just  steps  from  their  rooms. 
NOW  ACCEPTING  BOOKINGS  FOR 

APRIL  2005  AND  BEYOND. 
For  group  booking  information,  call 
877.770.7077.  Or  visit  us  online  at 
www.wynniasvegas.com. 


this  to  be  a  special  and  memorable 
place,"  says  Graves. 

Walt  Disney  World's  Classic  Hotel 

For  a  corporate  meeting,  large  hotels  can 
often  provide  a  level  of  expertise  compara- 
ble to  convention  and  visitors  bureaus.  One 
standout  in  this  respect  is  the  Walt  Disney 
World  Swan  and  Dolphin  Hotel  in  Lake 
Buena  Vista,  Fla.,  at  the  doorstep  to 
Disney's  fabled  Epcot  Center.  With  its 
renowned  Michael  Graves  architecture,  the 
twin  hotels  that  are  managed  by  Starwood 
Hotels  &  Resorts  Worldwide  have  captured 
the  imagination  of  guests  for  nearly  a 
decade  and  a  half.  The  entertaining  look, 
however,  conceals  a  remarkable  dedica- 
tion to  excellence  in  managing  meetings  for 
corporate  groups. 

In  terms  of  scale,  the  Swan  and  Dolphin 
can  manage  any  group,  from  large  trade 
shows  to  small  meetings  involving  boards  of 
directors.  The  Swan  has  758  rooms,  and 
the  Dolphin  has  1,509  rooms,  In  addition, 
the  two  hotels  contain  over  329,000  square 
feet  of  meeting  space  between  them,  which 


includes  a  110,000-square-foot  multipur 
pose  convention/exhibition  hall.  Best  of  all 
however,  is  the  unique  atmosphere.  "W« 
have  a  very  creative  pair  of  buildings,  in  i 
very  exciting  environment  on  the  Disne? 
World  property,"  says  Eric  Opron,  the  hotel': 
director  of  sales  and  marketing.  "We  like 
to  think  that  it  helps  people  to  come  ir 
and  think  outside  the  box.  When  busines; 
groups  come  here,  we  see  people  open  up 
their  minds.  The  Swan  and  the  Dolphir 
literally  foster  an  arena  of  creative  thinking." 

That,  perhaps  more  than  any  othel 
single  element,  will  result  in  a  meeting  thai 
achieves  its  goals.  I 

WEB  DIRECTORY 

Las  Vegas  Convention  and  Visitors  Authorit 

umnv.lvcva.com 

Roanoke  Valley  CVB 

www.  visitroanokeva.  com 

Walt  Disney  World  Swan  and  Dolphin 

www.  swandolpbimneeting.  com 

Wynn  Las  Vegas 

www.  wynnlasvegas.  com 


"They  brought  out  the 

QjySjJtVhX^  Uv  <t((  oj" 


Doug  Amann 

Senior  Director  Group  Leader 
Conventions  and  Meetings  Strategies 
Pfizer  Pharmaceuticals  Group 


From  their  innovative  meeting  services,  to  their  progressive  cuisine,  to 
their  groundbreaking  seminars  on  meetings  and  creativity  by  renowned 
creativity  expert  Roger  von  Oech,  the  Walt  Disney  World  Swan  and  Dolphin 

makes  it  easy  to  bring  your  vision  of  a  perfect  meeting  to  reality. 

•  2,267  new  guest  rooms  and  suites,  all  with  Westin  Heavenly  Beds* 

•  329,000  square  feet  of  meeting  space,  including  110,500 
square  feet  of  convention/exhibit  space 

•  82  meeting  rooms  and  2  executive  boardrooms 

•  4  ballrooms 

•  The  pillar-less,  50,000-square-foot  Pacific  Hall 

•  17  themed  restaurants  and  lounges 

•  Inspiration  for  inspired  ideas 


To  add  some  real  creativity  to  your  next  meeting,  Call  800  746  1561 
or  contact  your  Starwood  global  sales  representative. 
www.swandolphin.com/promos/mtg 


Take  your  next  meeting  to  a  excAlW  ftf^c 


The  Champions  Tour  and  Charles  Schwab  congratulate  Hale  Irwin  on  winning  the  closest 
Charles  Schwab  Cup  race  in  its  four-year  history.  Not  only  did  he  win  the  $1  million  prize  and  this 
prestigious  cup  for  the  second  time  in  three  years,  but  all-out  bragging  rights  are  his  too. 


FINAL  STANDINGS 

PTS. 

1.  Hale  Irwin 

3,427 

2.  Craig  Stadler 

3,388 

3.  Torn  Kite 

2,981 

4.  Peter  Jacobsen 

2,471 

5., Mark  McNulty 

2,417 

chavles  schwab 

CUP 


charlesschwabcup.pgatour.com 


AMERICA'S  LARGEST 


Private  Companies 


BECHTEL  CORP. 

Privately  held  since  it  was  founded 
in  1898,  Bechtel  has  completed 
22,000  construction  projects  in 
140  countries.  The  31-mile  tunnel 
under  the  English  Channel,  finished 
in  1994,  is  a  Bechtel  venture,  as  is 
the  new  Tacoma  Narrows  Bridge  in 
Washington,  expected  to  open  in  2007. 


WM 

Wm 
mm 

COMPANY/ 
BUSINESS 

HEADQUARTERS 

m 

CHANGE 

(%) 

EMPLOYEES 

234 

217 

TRUMAN  ARNOLD  COS/oil  wholesale;  aviation  svcs 

Texarkana,  TX 

1,205 

0.4 

500 

235 

260 

AUSTIN  INDUSTRIES/commerclal  construction 

Dallas,  TX 

1,203 

13.9 

6,000 

236 

a 

ASI/computer  equip,  software  distrib 

Fremont,  CA 

1,200 

38.7 

550 

237 

242 

BOAR'S  HEAD  PROVISIONS/deli  meats,  cheese 

Sarasota,  FL 

l,200e 

9.1 

3.100 

238 

214 

ESSELTE/filing,  labeling,  office  supplies 

Stamford,  CT 

1,200 

0 

6,000 

239 

204 

HOLIDAY  COS/convenience  stores 

Bloomington,  MN 

1.20024 

-4.0 



4,000 

240 

247 

PRIMUS/plumbing,  HVAC  equip  wholesale 

Dayton,  OH 

1,200 

9.1 

3.000 

241 

216 

ROSEN'S  DIVERSIFIED/meat;  fertilizer 

Fairmont,  MN 

1,200 

0 

2,200 

242 

220 

SEALY/mattresses 

Trinity,  NC 

1,190 

0.1 

6,562 

243 

258 

ft  va-  i  ruuu  o  I  Unto/ rood  oiiy  &  ouper  uonar  stores 

Abingdon,  VA 

1,181 

111 
11.1 

i  n  nnn 

244 

237 

DART  CONTAINER/plastic  cups,  food  containers 

Mason,  Ml 

l,180e 

4.7 

5,000 

245 

251 

HERBALIFE  INTERNATIONAL5/nutritiona!  supplements 

Century  City,  CA 

1,159 

5.9 

2.254 

246 

253 

LL  BEAN/outdoor  sporting  goods 

Freeport,  ME 

1,150 

7.5 

3,800 

247 

210 

RITZ  CAMERA  CENTERS/photography,  boat  stores 

Beltsville,  MD 

l,135e 

-6.9 

10,700 

248 

273 

BOSTON  CONSULTING  GROUP/consulting 

Boston,  MA 

1,120 

9.8 

4,600 

249 

267 

WATKINS  ASSOCIATED  INDUSTRIES/trucking;  seafood 

Atlanta,  GA 

1,118 

7.7 

9.500 

250 

259 

AMERICAN  TIRE  DISTRIBUTORS/tires,  wheels 

Huntersville,  NC 

1,113 

5.0 

1,894 

251 

■ 

PLASTECH  ENGINEERED  PRODUCTS/plastic  auto  parts 

Dearborn,  Ml 

l,105el 

62.5 

6,000 

252 

271 

M  A  MORTENSON/commercial  construction 

Minneapolis,  MN 

1,1032 

7.7 

1,800 

253 

272 

YATES  COS/commercial  construction 

Philadelphia,  MS 

l.lOle 

7.7 

4.500 

254 

■ 

D&H  DISTRIBUTING/computers,  consumer  electronics 

Harrisburg,  PA 

l,100e 

25.7 

625 

255 

120 

DREAMWORKS  SKG/motion  pictures 

Glendale.  CA 

l,100e10 

-39.0 

600 

256 

■ 

HONICKMAN  AFFILIATES/soft  drink  bottler 

Pennsauken,  NJ 

l.lOOe 

11.9 

5,000 

257 

244 

KEY  SAFETY  SYSTEMS/auto  safety  systems 

Sterling  Heights,  Ml 

1,100 

0 

8,000 

258 

246 

NEW  BALANCE  ATHLETIC  SHOE/athletic  shoes,  apparel 

Boston,  MA 

1,100c 

0 

2.600 

259 

'  ■ 

WORLD  WIDE  TECHNOLOGY/reseller  of  IT  equip 

St  Louis,  MO 

1.1002 

NA 

650  ! 

260 

275 

ICON  HEALTH  &  FITNESS/exercise  equip 

Logan,  UT 

1,096 

8.3 

5,142 

261 

261 

PRINTPACK/wrappers,  flexible  packaging 

Atlanta,  GA 

1,091 

3.6 

3,872 

262 

a 

CROWN  EQUIPMENT/heavy-duty  electric  lifts 

New  Bremen,  OH 

1,090 

9.0 

6,653 

263 

252 

IASIS  HEALTHCARE/hospitals 

Franklin.  TN 

1.088 

0 

8,200 

SEE  FOOTNOTES  ON  PAGE  228 
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FOR  MORE  INFORMATION,  GO  TO  WWW.FORBES  COM  PRIVATE 


WAS    J    SURPRISED   THE    pRIME  J^INISTER 
OFFERED    ME   THE    USE    OF    HIS    LIMO    FOR  THE 
EVENING?   NO.   WAS    IT  A   GOOD    IDEA  TO  KEEP 
IT   FOR  A   WEEK   IN   THE    5OUTH    OF    p  RAN  C  E  p 
PROBABLY  NOT/' 


AMERICA'S  LARGEST 


REVENUES 

RA 

1 

COMPANY/ 

2003 

CHANGE 

'04 

3 

BUSINESS 

HEADQUARTERS 

(SMIL) 

(%) 

EMPLOYEES 

264 

238 

GOULD  PAPER/paperboard,  paper  distributor 

New  York,  NY 

1,087 

-3.4 

394 

265 

236 

ANDERSON  NEWS/magazine,  book  wholesale 

Knoxville,  TN 

1.080c 

-4.3 

7,000 

266 

186 

BARTON  MALOW/commercial  construction 

Southfield,  Ml 

1,080c 

-20.0 

1,250 

267 

■ 

VIEWSONIC/computer  monitors,  flat-panel  displays 

Walnut,  CA 

1,075 

19.4 

911 

268 

■ 

SOAVE  ENTERPRISES/scrap  metal,  steel;  beverages 

Detroit,  Ml 

1,074 

11.6 

2,402 

269 

■ 

GSC  ENTERPRISES/food  distributor 

Sulphur  Springs,  TX 

1,073 

7.7 

1,050 

270 

■ 

WIRTZ/liquor  wholesale;  real  estate;  sports 

Chicago,  IL 

l,070e 

10.3 

2,200 

271 

■ 

OXBOW/fossil  fuels,  geothermal  energy 

West  Palm  Beach,  FL 

1,060c1 

NA 

1,159 

272 

269 

PELLA/windows 

Pella,  IA 

1,060c 

3.4 

7.400 

273 

■ 

ACADEMY  SPORTS  &  OUTDOORS/sporting  goods  stores 

Katy,  TX 

1,059 

12.5 

6.995 

274 

■ 

TOPA  EQUITIES/beverage  distribution;  insurance 

Los  Angeles,  CA 

1,056 

7.1 

2,278 

275 

256 

REMY  INTERNATIONAL11/auto  elec  parts,  transmissions 

Anderson,  IN 

1,053 

2.5 

6.159 

276 

■ 

BERWIND  GROUP/industrial  equip;  chemicals;  drugs 

Philadelphia,  PA 

l,051e 

7.9 

3,500 

277 

263 

BOSCOV'S  DEPARTMENT  STORE/department  stores 

Reading,  PA 

1,051 

2.0 

11,000 

278 

■ 

CONCENTRA  OPERATING/health  cost  containment  svcs 

Addison,  TX 

1,051 

5.2 

10,000 

279 

■ 

MCKEE  FOODS/Little  Debbie,  Sunbelt  snack  foods 

Collegedale,  TN 

1.0502 

7.7 

6,300 

280 

276 

BRASFIELD  &  GORRIE/construction 

Birmingham,  AL 

1,046 

3.5 

2,304 

281 

277 

CONNELL  LIMITED  PARTNERSHIP/aluminum  recycling 

Boston,  MA 

l,040e 

4.0 

1,650 

282 

■ 

EARLE  M  JORGENSENVmetal  products  distributor 

Lynwood,  CA 

1,040 

13.0 

1,616 

283 

■ 

JONES  DAY/law  firm 

Cleveland,  OH 

1,034 

13.9 

4,700 

284 

255 

INGRAM  ENTERTAINMENT  HLDGS/video  distributor 

La  Vergne,  TN 

1,030 

-3.7 

962 

285 

■ 

ARCTIC  SLOPE  REGIONAL/oil  refining,  energy 

Barrow,  AK 

1,029 

5.6 

6,458 

286 

268 

MENASHA/packaging.  promotional  displays 

Neenah,  Wl 

1,025 

0 

5,020 

287 

265 

MERIDIAN  AUTOMOTIVE  SYSTEMS/auto  parts 

Dearborn,  Ml 

l,025e 

-2.4 

5,500 

288 

■ 

WARREN  EQUITIES/oil  trade,  marketing;  convenience  stores 

Providence,  Rl 

1,025 

4.8 

2,200 

289 

■ 

ALSCO/linens,  uniforms 

Salt  Lake  City,  UT 

1.022e 

43.5 

12,000 

290 

274 

KLEIN  WHOLESALE  DISTRIBUTORS/food  store  distrib 

Wilkes-Barre,  PA 

1.022e 

0.7 

400 

291 

■ 

MWH/engineering,  construction 

Broomfield,  CO 

1,021 

4.7 

6.050 

292 

249 

BE&K/engineering,  construction  svcs 

Birmingham,  AL 

1,020 

-7.1 

7.678 

293 

281 

SWAGELOK/valves.  fittings,  fluid-system  prods 

Solon,  OH 

l,020e 

2.0 

3.000 

294 

■ 

WALBRIDGE  ALDINGER/commercial  construction 

Detroit,  Ml 

1,015 

9.7 

2,400 

295 

280 

OXFORD  AUTOMOTIVE/panels,  suspension  systems 

Troy,  Ml 

l,007e 

0.7 

6,600 

296 

136 

ZACHRY  CONSTRUCTiON/commercial  construction 

San  Antonio,  TX 

l,007e 

-41.0 

12,000 

297 

213 

COLUMBIA  HOUSE/mail-order  music,  video  clubs 

New  York,  NY 

l,000e2 

-17.0 

2,200 

298 

254 

GENMAR  HOLDINGS/recreational  boats 

Minneapolis,  MN 

1,000 

-6.5 

5,000 

299 

■ 

KOCH  FOODS/poultry 

Park  Ridge,  IL 

1,000 

25.0 

7,000 

300 

279 

LEVITZ  HOME  FURNISHINGS/home  furnishing  stores 

Woodbury.  NY 

1,000 

0 

4,000 

301 

■ 

MICRO  ELECTRONICS/Micro  Center  computer  stores 

Hilliard,  OH 

l.OOOe 

NA 

1.800 

302 

■ 

MTD  PRODUCTS/lawn  mowers,  outdoor  power  equip 

Valley  City,  OH 

l.OOOe 

5.3 

6.600 

303 

■ 

PEERLESS  IMPORTERS/wine,  spirits  wholesale 

Brooklyn,  NY 

l.OOOe 

25.0 

1,500 

304 

■ 
a 

RED  CHAMBER  GROUP/seafood  importer,  exporter 

Vernon,  CA 

1.0002 

NA 

1,200 

305 

TEAM  HEALTH/physician  staffing  services 

Knoxville,  TN 

1,000 

19.9 

6  700 

Revenues  exclude  excise  taxes  where  applicable.  ■  Not  on  last  year's  list  NA:  Not  applicable,  e:  Forbes  estimate.  'Pro  forma  figure,  2Company  provided  estimate.  'Worldwide  figures. 

'Excludes  public  subsidiaries.  ^Announced  plans  to  go  public,  includes  revenue  from  Cargill  Crop  Nutrition  business  unit  that  merged  into  Mosaic  Co.  'Includes  significant 

2004  acquisitions.  'Excludes  Carlson  Wagonlit  Travel,  a  joint  venture.  'Formerly  General  Nutrition  Centers.  ^Excludes  pro  forma  revenues  of  publicly  traded  DreamWorks  Animation. 

"Formerly  Delco  Remy  International. 
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"DID    I    COIN    THE  PHRASE, 
yJ)0    YOU    COME    HERE  OFTEN?'yES* 
J)OES    IT   WORKJ   YOU  ^ET- 
AS   LONG    AS    YOU'RE  ME." 


IMTFRM  ATIOMA1  IARGFST 

Private  Companies  

Private  World 

ven  though  all  of  these  giant  private  companies  are  headquartered  outside 
the  U.S.,  several  of  them  are  quite  familiar  to  the  American  public.  Sweden's 
Ikea  has  23  furniture  stores  in  the  U.S.  and  4  more  under  construction. 
Bertelsmann,  the  German  publishing  outfit,  owns  Random  House  and  Family 
Circle  magazine.  Some  of  these  private  companies  have  been  in  family  hands  for 
a  long  while — just  shy  of  400  years  in  the  case  of  Takenaka,  the  Japanese 
construction  outfit.  But  there  are  a  handful  that  rose  to  the  top  in  mere  decades, 
such  as  Glencore  International,  the  commodity  trading  business  once  named 
after  its  founder,  Marc  Rich,  who  cashed  out  a  decade  ago. 

Twenty-five  of  the  largest  private  companies  headquartered  outside  the  U.S.  are 
listed  below.  See  www.forbes.com/globalprivate  for  information  on  the  top  100 
foreign  private  companies. 

EDITOR:  DEBORAH  ORR.  RESEARCHERS:  BRENT  LANG,  KIYOE  MINAMI,  AINSLEY  O'CONNELL, 
AMANDA  SCHUPAK,  CRISTINA  VON  ZEPPELIN. 


COMPANY/BUSINESS 

HEADQUARTERS 

SALES 
2003 
(SBIL) 

EMPLOYEES 

YEAR 
FOUNDED 

GLENCORE  INTERNATIONAL/commodity  trading,  investing 

Switzerland 

54.7 

47,900 

1974 

ALDI/discount  retail;  Trader  Joe's  grocery  stores 

Germany 

48.3e 

133,000e 

1948 

FTM  ENTREPRISES/retailer  in  Europe,  Canada 

France 

48.0 

112,000 

1969 

V1T0L  GROUP/oil  marketing,  distributing,  refining 

Netherlands 

46.7 

1,100 

1966 

ROBERT  BOSCH/automotive  parts,  tools,  machinery 

Germany 

45.5 

232,000 

1886 

AUCHAN/hypermarkets,  supermarkets  in  Europe,  Asia 

France 

35.9 

156,000 

1961 

TENGELMANN/grocery  stores;  majority  owner  of  A&P 

Germany 

34.0 

184,000 

1867 

SCHWARZ  GROUP/discount  grocers 

Germany 

33.4e 

80,000 

1930s 

FRANZ  HANIEL/pharmaceutical  distributing 

Germany 

28.8 

53,700 

1756 

IDEMITSU  KOSAN/oil  &  gas 

Japan 

22.5 

6,300 

1911 

BERTELSMANN/media,  publishing;  owns  Random  House 

Germany 

21.0 

73,200 

1835 

PHOENIX  GROUP/pharmaceutical  distributing 

Germany 

20.2 

17,200 

1994 

LOUIS  DREYFUS/commodity  processing,  trading 

France 

20. Oe 

10,000 

1851 

OTTO  GROUP/mail  order;  owns  Crate  &  Barrel 

Germany 

17.9 

55,400 

1949 

ELCORTE  INGLES/department  stores,  hypermarkets 

Spain 

17.6 

72,000 

1935 

IKEA/household  furnishing  stores 

Sweden 

16.01 

84,000 

1943 

DELOITTE  TOUCHE  TOHMATSU/accounting 

Switzerland 

15.1 

119.800 

1845 

SHV  HOLDINGS/gas,  coal,  metals  distribution 

Netherlands 

12.9 

28,200 

1896 

LOUIS  DELHAIZE2/ Co ra  supermarkets  in  France 

Belgium 

12.5 

147,000e 

1850 

KPMG  INTERNATIONAL/accounting 

Netherlands 

12.2 

98,900 

1870 

SUNTORY/aicoholic,  nonalcoholic  beverages 

Japan 

121 

18,100 

1921 

ZF/transmissions 

Germany 

11.2 

53.500 

1915 

TETRA  LAVAL/Tetra  Pak,  other  packaging 

Switzerland 

11.0 

29,700 

1936 

TAKENAKA/construction 

Japan 

9.4 

11,800 

1610 

HERAEUS  HOLDING/metal  mining,  processing 

Germany 

9.3 

9,200 

1851 

FY  2004. 2Louis  Delhaize  is  not  part  of  the  publicly  listed  Delhaize  Group,  e:  estimate.  Sources:  Company  data:  M+M  Planer  Retail:  Lebensmittel  Zeitung;  Hoovers;  Forbes  estimates. 
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4  MORE  WAYS  TO 
GUARD  YOUR  CARD 


Create  passwords  that  are  easy  for  you  to 
remember,  but  hard  for  others  to  guess. 
Mix  numbers  and  letters.  And  don't  use 
names,  birthdays  or  social  security  numbers. 


Here  are  more  tips  from  Your  Credit  Card  Companies  to  help  protect  you  from  theft  and  fraud. 
Our  member  companies  have  whole  departments  dedicated  to  heading  off  consumer  fraud  and 
theft,  and  we  work  closely  with  law  enforcement  to  catch  offenders.  But  you  can  help  by  following 
these  suggestions. 

For  more  tips — and  useful  information  about  your  credit  cards  and  our  industry — check  out 
www.yourcreditcardcompanies.com. 


YOUR  CREDIT  CARD  COMPANIES 


DISC  VER 


CapitalQne 

Q CHASE 

I ARGEST 

Private  Companies  Index 


RANK 

COMPANY 

RANK 

COMPjANY 

eg 

COMPANY 

65 

A-Mark  Financial 

E3B 

Connell  Limited  Partnership 

225 

Haworth 

142 

ABC  Supply  B^B 

Consolidated  Elec  Distributors 

43 

Hearst 

273 

Academy  Sports  &  Outdoors 

ContiGroup  Cos 

to 

Heico  Cos 

22 

Advance  Publications 

Cox  Enterprises 

en 

Hensel  Phelps  Construction 

118 

Aecom  Technology 

Crown  Equipment 

245 

Herbalife  International 

85 

Alex  Lee 

Cumberland  Farms 

215 

Hobby  Lobby  Stores 

69  ~ 

Allegis  Group  W-kim 

D&H  Distributing 

239 

Holiday  Cos 

289 

Alsro 

Dart  Container 

Honickman  Affiliates 

19 

Alticor 

Day  &  Zimmermann 

93 

HP  Hood 

American  Tire  Distributors 

DeBruce  Grain 

EZU 

Houchens  Industries 

171 

Amsted  Industries  ttni 

Delaware  North  Cos 

Houghton  Mifflin 

104 

Andersen 

DeMoulas  Super  Markets 

mm 

JM  Huber 

265 

Anderson  News  Wf*tM 

Di  Giorgio 

ri 

Hunt  Consolidated/Hunt  Oil 

285 

Arctic  Slope  Regional 

Discount  Tire 

158 

Hunt  Construction  Group 

207 

Ardent  Healthcare  Services 

Dr  Pepper/7  Up  Bottling  Group 

12 

Huntsman  Companies 

152 

Ashley  Furniture  Industries 

F  Dohmen 

31 

Hy-Vee 

236 

ASI 

Dot  Foods 

Ea 

lasis  Healthcare 

135 

Asplundh  Tree  Expert 

DPR  Construction 

260 

Icon  Health  &  Fitness 

235 

Austin  Industries 

DreamWorks  SKG 

284 

Ingram  Entertainment  Hldgs 

226 

Baker  &  McKenzie 

Dresser 

Ingram  Industries 

209 

Baker  &  Taylor 

Dunavant  Enterprises 

International  Data  Group 

216 

Barnes  &  Noble  College  Bookstores 

Dunn  Industries 

InterTech  Group 

Bartlett  &  Co 

Ebsco  Industries 

■H 

Jeld-Wen 

Barton  Malow 

Eby-Brown 

o 

JM  Family  Enterprises 

138 

Bashas'  KOI 

84  Lumber 

o 

JohnsonDiversey 

Bass  Pro 

Enterprise  Rent-A-Car 

18 

SC  Johnson  &  Son 

190 

Battelle  Memorial  Institute 

Ergon 

283 

Jones  Day 

292 

BE&K 

Ernst  &  Young 

77 

Edward  Jones 

246 

LL  Bean 

Esselte 

Earle  M  Jorgensen 

wm 

Bechtel 

FHC  Health  Systems 

K-VA-T  Food  Stores 

Km 

Belk 

13 

Fidelity  Investments 

KB  Toys 

229 

Bellco  Health 

Flint  Ink 

Ben  E  Keith 

!  276 

Berwind  Group 

35 

Flying  J 

Key  Safety  Systems 

Big  Y  Foods 

Follett 

70 

Keystone  Foods 

193 

Black  &  Veatch 

Foster  Farms 

51 

Peter  Kiewit  Sons' 

53 

Bloomberg 

Frank  Consolidated  Enterprises 

140 

Kingston  Technology 

hei 

Boar's  Head  Provisions  9l<iM 

Fry's  Electronics 

62 

Kinray 

Booz  Allen  Hamilton 

G-l  Holdings 

E3 

Klein  Wholesale  Distributors 

Borden  Chemical  KfU 

E&J  Gallo  Winery 

EEH 

Koch  Foods 

Boscov's  Department  Store  |;^K^ 

General  Parts 

2 

Koch  Industries 

Bose 

Genmar  Holdings 

54 

Kohler 

E2H 

Boston  Consulting  Group 

28 

Giant  Eagle 

124 

Lanoga 

280 

Brasfield  &  Gorrie 

108 

Gilbane 

80 

Leprino  Foods 

EH 

Brightstar 

91 

Glazer's  Wholesale  Drug 

37 

Levi  Strauss  &  Co 

Brookshire  Grocery 

192 

GNC 

Levitz  Home  Furnishings 

ms 

Builders  FirstSource 

109 

Golden  State  Foods 

Life  Care  Centers  of  America 

Burger  King 

76 

Golub 

Love's  Travel  Stops 

HE  Butt  Grocery 

212 

Goodman  Manufacturing 

Maines  Paper  &  Food  Service 

C&S  Wholesale  Grocers 

48 

Gordon  Food  Service 

Maritz 

3 

Capital  Group  Companies 

1  \-i-M 

WL  Gore  &  Associates 

Marmon  Group 

Cargill 

Gould  Paper 

§ 

Mars 

110 

Carlson  Cos 

Grant  Thornton  International 

Mary  Kay 

232 

Carpenter 

Graybar  Electric 

MBM 

208 

CC  Industries 

urocers  ouppiy 
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',  130 

Central  National-Gottesman 

GSC  Enterprises 

McKee  Foods 

103 

CH2M  Hill  Companies 

Guardian  Industries 

McKinsey  &  Co 

73 

Clark  Enterprises  jffT-^ 

Gulf  Oil 

McWane 

£  79 

Colonial  Group  SE3I 

Gulf  States  Toyota 

MDFC  Holding 

297 

Columbia  House 

H  Group  Holding 

snx 

Medline  Industries 

219 

Conair  jjUfcUt 

HT  Hackney 

Meijer 

f  278 

Concentra  Operating  8|j3§ 

Hallmark  Cards 

20 

Menard 
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ORIGINAL  EQUIPMENT  ON  THE  WORLD'S  FINEST. 

When  you  drive  one  of  the  best  cars  in  the  world,  you  don't  want  to  compromise 
on  performance,  style  and  safety.  That's  why  Pirelli  is  your  official  equipment,  for 
ultimate  control.  Nothing  less  than  the  leader,  always. 


POWER  IS  NOTHING  WITHOOT  CONTROL. 
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1 .  Rensselaer  Polytechnic  Institute 
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3.  DePauw  University 
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Menasha 

85 

Schreiber  Foods 

Meridian  Automotive  Systems 

44 

Schwan  Food 

47 

Mervyn's 

17 

Science  Applications  Intl 

178 

Metaldyne 

121 

Scoular 

181 

Metromedia 

242 

Sealy 

206 

Michael  Foods 

14 

SemGroup 

301 

Micro  Electronics 

86 

Services  Group  of  America 

50 

Milliken  &  Co 

201 

Shamrock  Foods 

252 

M  A  Mortenson 

75 

JF  Shea 

302 

MTD  Products 

87 

Sheetz 

184 

Musicland  Group 

196 

Sierra  Pacific  Industries 

281 

MWH 

58 

JR  Simplot 

68 

Nalco 

64 

Sinclair  Oil 

200 

National  Distributing 

205 

Skadden,  Arps 

182 

National  Gypsum 

268 

Soave  Enterprises 

218 

National  Waterworks 

146 

Software  House  Intl 

258 

New  Balance  Athletic  Shoe 

99 

Solo  Cup 

Nortek  Holdings 

27 

Southern  Wine  &  Spirits 

North  Pacific  Group 

183 

Southwire 

;  55 

OSI  Group 

151 

AG  Spanos  Cos 

Oxbow 

102 

Springs  Industries 

Oxford  Automotive 

224 

SSA  Marine 

j  157 

Parsons 

42 

Stater  Bros  Markets 

202 

Parsons  Brinckerhoff 

127 

Structure  Tone 

303 

Peerless  Importers 

155 

Sunbelt  Beverage 

272 

Pella 

293 

Swagelok 

Perdue  Farms 

11 

Swift  &  Co 

Pinnacle  Foods  Group 

159 

Swinerton 

Plastech  Engineered  Products 

197 

Taylor 

32 

Platinum  Equity 

305 

Team  Health 

6 

PricewaterhouseCoopers 

24 

Tenaska  Energy 

240 

Primus 

217 

TIC  Holdings 

261 

Printpack 

114 

Tishman  Realty  &  Construction 

4 

Publix  Super  Markets 

274 

Topa  Equities 

150 

Purdue  Pharma 

175 

Towers  Perrin 

1  188 

Purity  Wholesale  Grocers 

38 

Transammonia 

126 

Quad/Graphics 

100 

TravelCenters  of  America 

|  86 

Quality  King  Distributors 

234 

Truman  Arnold  Cos 

o 

QuikTrip 

136 

UniGroup 

EDI 

Quintiles  Transnational 

21 

Unisource  Worldwide 

mm 

RaceTrac  Petroleum 

123 

US  Oncology 

EH 

Raley's 

143 

Vanguard  Health  Systems 

Red  Apple  Group 

168 

Vertis 

Red  Chamber  Group 

267 

ViewSonic 

Reinhart  FoodService 

82 

Vistar 

Remy  International 

231 

Vought  Aircraft  Industries 

Renco  Group 

284 

Waibridge  Aldinger 

Eg 

Republic  Beverage 

147 

Walsh  Group 

Reyes  Holdings 

49 

Warner  Music  Group 

I  128 

Rich  Products 

288 

Warren  Equities 

EZB 

Ritz  Camera  Centers 

248 

Watkins  Associated  Industries 

81 

Rockwood  Specialties 

74 

Wawa 

Rooms  to  Go 

52 

Wegmans  Food  Markets 

Rooney  Holdings 

134 

Whiting-Turner  Contracting 

Rosen's  Diversified 

188 

Wilbur-Ellis 

El 

Roundy's 

106 

WinCo  Foods 

Sammons  Enterprises 

270 

Wirtz 

SAS  Institute 

258 

World  Wide  Technology 

HOB 

Save  Mart  Supermarkets 

253 

Yates  Cos 

Schneider  National 

188 

Young's  Market 

m 

Schnuck  Markets 

286 

Zachry  Construction 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.* 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 
CAPITAL  FOR 
YOUR  CONQUEST 


Source  s  Dealogic.  'Relates  to  total  $  amount,  w/over-allotment.  of  US  IPOs  priced  between  1/1/03  and  12/31/03.  with  full  credit  to  all  bookrunners,  excluding  Amencan  Depository  Receipts  and  closed-end  funds,  t  Relates  to  all  public  US 
equity  transactions  (IPOs  and  secondanes/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31AD3  Non-weighted  average  aftermarket  performance.  Ranked  among  lead  managing 
underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance.  S&P  500  is  the  trademark  or  registered  trademark  of 
Standard  &  Poor's,  a  division  of  The  McGraw-Hill  Companres,  Inc.,  in  the  United  States  and  other  countries.  Friedman  Billings  Ramsey  is  independent  of  The  McGraw-Hill  Companies  and  has  no  relationship,  formal  or  informal,  with  it 


I  Makers&Breakers 


For  more  financial  stats,  go  to  www.forbcs.com/makers. 


Breakfast  Breakout 


Pancake  batter  and  banking  don't  blend  well.  That's  the  new  thinking  at  ihop  (40, 
IMP),  famous  for  its  all-day  breakfast  menu.  The  company  is  getting  out  of  the  lend- 
ing racket.  Since  the  1990s  it  has  bought  or  leased  restaurant  properties  for  opera- 
tors, and  even  lent  them  80%  of  the  money  needed  to  pay  the  $200,000  to  $550,000 
franchise  fees. 

No  more.  Under  Chief  Executive  Julia  Stewart,  who  came  over  from  Applebee's 
in  December  2001,  the  onetime  International  House  of  Pancakes  has  revamped  its 

franchise  system.  Now  a  fran- 
chise costs  just  $50,000,  and 
the  franchisees  must  find 
their  own  locations  and 
arrange  their  own  financing. 
That  lets  IHOP  focus  on  col- 
lecting royalties  and  ad  fees 
and  on  selling  food. 

"Stewart  is  moving  IHOP 
out  of  the  real  estate  busi- 
ness and  back  into  the  pan- 
cake business,"  says  Brian  McMahon,  president  of  Thornburg  Investment 
Management.  Just  as  good,  the  company  instituted  dividends  last  year,  and  the 
payout  yield  now  is  2.6%. 

Contracts  have  been  signed  for  26 1  restaurants  to  open  in  the  next  few  years 
under  the  new  system.  At  the  same  time,  IHOP  has  been  weeding  out  low-perform- 
ing franchisees.  The  chain,  which  had  scotched  its  signature  blue  A-frame  design  in 
favor  of  big  boxes  that  can  seat  more  customers,  is  testing  a  new  prototype  that  uses 
the  A-frame  as  a  restaurant's  entranceway. 

With  1,200  outlets  in  48  states  and  Canada,  Stewart  aims  to  eventually  dis- 
place Denny's  (1,700  units)  as  the  leader  among  the  so-called  family-style  eater- 
ies. Moneylosing  Denny's  is  in  the  midst  of  a  difficult  turnaround  (FORBES, 
June  21,  p.  106). 

IHOP's  same-store  sales  advanced  5.6%  for  the  first  nine  months  of  2004. 
Afflicted  by  restructuring  charges,  the  bottom  line  has  yet  to  benefit:  Earnings  for 
the  year's  first  nine  months  fell  18%  to  $23  million  on  $264  million  in  sales.  Coming 
attractions,  though,  make  IHOP  stockworth  its  trailing  multiple  of  25. 

"iristy 


Telephone  Tag 

ARRIS  CROUP  (5,  ARRS)  saw  its  market  cap 
unjustifiably  halved  recently  when  Com- 
cast, a  huge  customer  (24%  of  Arris' 
sales),  hinted  it  might  buy  next-generation 
technology  from  Cisco  Systems.  Arris  sup- 
plies the  technical 
guts  that  cable  com- 
panies use  to  provide 
phone  service.  (For 
the  reverse  phenom- 
enon, see  story  on 
p.  162.) 

But  cable  phones 
are  poised  for  a  big 
enough  expansion  to  accommodate 
Arris,  says  Friedman,  Billings,  Ramsey 
analyst  Alan  Bezoza.  By  2008  cable  is 
expected  to  provide  10%  of  dial  tones 
versus  2%  today.  Charter  Communica- 
tions, another  large  Arris  customer,  plans 
to  speed  up  its  telephony  initiative  to 
reach  1  million  households  by  year-end. 
And  Arris  has  secured  a  three-year  deal 
with  Liberty  Media. 

— Dorothy  Pomerantz 

Software  Slump  j 

Sometimes  bigger  isn't  better.  BUSINESS 
OBJECTS  (21,  BOBJ),  the  business  analytic 
software  maker,  leads  its  chief  rival,  Cog- 
nos,  in  sales.  But  Business  Objects'  4% 
profit  margin  is  one- 
third  that  of  Cognos. 

Business  Objects, 
a  French  stock  avail- 
able via  American 
Depositary  Receipts, 
has  been  hurt  by  a 
slow-to-gel  acquisi- 

' American  Depositary  Receipre     ^  by  fl  ^ 

product  mix.  License  revenue,  typically 
half  its  sales,  fell  4%  below  results  from 
last  year's  third  quarter.  Cognos'  license 
revenue  is  up  21%. 

Business  Objects'  net  income  dropped 
17%  in  the  first  nine  months  to  $26  mil- 
lion on  $659  million  in  revenue.  The  com- 
pany trades  at  30  times  the  earnings  esti- 
mate of  Pacific  Growth  Equities  analyst 
Patrick  E.  Mason.  We  say  short  the  stock, 
cover  at  $14. 

— Daniel  Kruger 


RULE  #7 

EVEN  THE  BEST  JOCKEYS 
NEED  A  GOOD  HORSE 


estment  management,  the  tools  you  rely  on  have  to  be  as  good  as  you  are.  Reuters 
>nts  data  in  a  way  you  can  control.  Now  you  can  quickly  filter  research  and  customize 
;,  so  you  can  focus  on  reports  from  your  most  trusted  brokers.  And  that's  just  one 
ve  can  give  you  both  an  easier  ride  and  a  better  result,  reuters.com/assetmanagement 


REUTERS 

KNOW.  NOW. 


Portfolio  Strategy  Kenneth  L  Fisher 


The  Coming 
Melt-Up 

I'M  LOOKING  FOR  A  MELT-UP.  THE  POSTELECTION  RALLY  OF 
November  is  just  a  down  payment  on  what  should  be  a  ter- 
rific market  for  stocks  in  2005.  Next  year  will  be  a  lot  like 
2003,  when  the  S&P  500  index  was  up  28.7%,  dividends 
included.  I  have  to  confess  that  in  my  columns  last  spring  I 
was  expecting  a  strong  second  half  of  2004  and  was  wrong.  But 
that  makes  me  more  optimistic  for  2005.  We  get  part  of  what 
should  have  been  the  2004  rally  added  to  2005. 

Nowadays  everyone  has  heard  that  the  first  year  of  the  term 
of  a  President,  even  a  returning  one,  is  typically  weakest  of  the 
four.  This  oft-quoted  statistical  fact  is  misleading.  It  is  true  that 
the  average  of  all  first  years  is  low  (from  1929  to  2001,  the  19  first 
years  have  averaged  a  total  return  of  7.5%),  and  in  10  of  these 
the  number  was  negative.  But  look  more  closely.  In  the  9  first 
years  with  gains,  the  gains  have  been  big,  averaging  28.4%.  I 
think  next  year  will  fall  into  the  gain  column  and  that  it  will  fit 
the  pattern  by  being  big — up  30%  or  more. 

What's  the  significance  of  Bush's  victory?  The  last  century 
demonstrates  exceptional  variability  of  returns  in  the  year  after 
Presidents  have  been  reelected.  The  negative  years  span  from 
negative  35  to  negative  10.8%  in  1957.  The  lowest  positive  year 
was  12.5%  in  1965.  There  was  no  middle  ground  between.  You 
get  the  uglier  numbers  like  negative  35%  after  Roosevelt's  1936 
victory  and  25%  down  after  Wilson's  1916  reelection.  And  the 
30-plus-percent  up  years  after  Coolidge,  Reagan  and  Clinton. 
Ugly  or  awesome?  I  bet  the  latter. 

This  past  year  has  been  the  sleepiest  since  1964.  Expect 
volatility  next  year.  Pleasant  volatility — upward  spikes.  Why?  In 
the  Nov.  1  issue  I  showed  you  that  stocks  are  cheap  when  the 
experts  tend  to  believe  they're  expensive — which  is  the  situation 
now.  Precious  few  forecasters  expect  a  strong  market  over  the 
next  12  months.  This  makes  for  a  positive  surprise  and  stam- 
peding potential. 

It  is  also  bullish  that  the  yield  curve  is  so  steep.  The  spread 
between  long-term  and  short-term  interest  rates  is  2.1  percent- 
age points.  When  this  spread  has  been  above  2  points,  stocks 
have  tended  to  do  well  over  the  following  2  and  5  years.  Some 
experts  fret  that  we  may  be  in  for  15  years  of  below- average  f 
returns,  which  happened  after  1965.  But  they  overlook  the  ! 


fact  that  the  yield  curve  was  flat  to  negative  at  some  point  in 
every  one  of  the  5  years  from  1965  through  1969.  A  flat  yield 
curve  is  a  precursor  to  a  tight  monetary  policy. 

And  tight  monetary  policy  is  bad  for  stocks.  Why  does  this 
matter?  The  core  business  of  banking  is  to  borrow  short-term 
money  to  lend  back  out  as  long-term  loans.  The  yield  curve  re- 
flects the  gross  operating  profit  margin  on  a  bank's  next  loan — 
the  steeper  the  curve  the  fatter  the  profitability.  When  there  is  no 
spread  between  short-  and  long-term  rates  future  loan  prof- 
itability is  near  zero.  Hence  this  spread  reflects  the  banking  sys- 1 
tern's  eagerness  to  make  future  loans.  When  the  banks  aren't 
eager  lenders,  it's  very  bad  for  business  and  stocks.  Now  they're 
eager  beavers. 

Oxford  Industries  (39,  OXM)  owns  or  licenses  apparel  brands 
like  Cumberland,  Dockers,  Tommy  Hilfiger  and  Lanier.  Recent 
additions  include  Tommy  Bahama  and  Ben  Sherman.  Depart- 
ment stores  are  bouncing  back 
after  five  bad  years,  and  Oxford 
should  be  a  prime  beneficiary. 
The  stock  is  cheap  at  60%  of 
annual  revenue  and  14  times  j 
2004  earnings. 

Danske  Bank  (30,  ONSKY), 
Denmark  s  largest,  does  com- 
mercial lending,  mortgages,] 
insurance  and  asset  manage- 
ment. This  may  be  Europe's . 
most  cost-efficient  bank,  and  it  | 
sports  a  low  risk  and  highly  dis- 
ciplined capital  structure.  Yet  I 
growth  should  be  strong.  At  1 3 
times  2004  earnings,  it's  cheap. 
Its  trailing  dividend  yield  is  I 
2.7% — although  one  must  be 
careful,  in  that  Europe's  dividends  get  generated  primarily  by 
one-time  payouts,  unlike  America's  regular  quarterly  flows. 

If  you  think  the  war  on  terrorism  will  last  a  long  time,  buy 
OSl  Systems  (20,  OSIS).  You've  used  its  products.  OSI  is  the  world's 
largest  maker  of  walk-through  security  systems  like  the  ones  you 
hate  at  airports.  It's  strong  in  photodetectors,  fiber  optics,  laser 
weapon  simulators  and  other  light-based  components.  And  it's 
strong  in  medical  devices,  including  respiratory,  bone-density 
and  gas  analysis.  At  1.4  times  revenue,  1.5  times  book  value  and 
24  times  2004  earnings,  it  is  cheap  enough  to  be  taken  over  if  the 
stock  doesn't  rise  soon.  General  Electric  should  buy  it. 

Japan's  Pioneer  (19,  PlO)  has  universally  recognized  brand 
names  and  exports  everywhere.  It  is  huge  in  most  parts  of  the 
home  audio/video  market,  including  DVD  player/recorders,  pro- 
jection and  plasma-display  TVs,  stereo  systems  and  much  more. 
Ditto  for  car  electronics.  Assuming  that  consumers  are  bored 
and  tapped  out,  the  market  prices  Pioneer  at  half  of  annual  rev- 
enue, one  times  book  value  and  15  times  2004  earnings.  If  con- 
sumers don't  tire,  Pioneer's  stock  will  be  energized.  F 

TEYvf»l^/»c    !  Kenneth  L.  Fisher  is  a  Woodside.  Calif  -based  money  manager. 
mm—m.  V,     1  Visit  his  home  page  at  www.forbes.com/fisher. 


Expect  pleasant 
volatility  next 
year— upward 
spikes.  Why? 
The  experts  are 
bearish.  This 
makes  for  a 
positive  surprise 
and  stampeding 
potential. 
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Point  of  View  Steve  H.  Hanke 


Take  $10  Off 
The  Price  of  Oil 

DIL  PRICES  HAVE  MORE  THAN  DOUBLED  SINCE  2001, 
hitting  $55  per  barrel  in  mid-October.  This  price 
surge  has  produced  a  great  deal  of  handwringing 
and  gloomy  predictions.  Doomsters  claim  that  out- 
put simply  can't  keep  up  with  demand — that  we 
have  entered  a  new  era  of  permanently  high  oil  prices. 

Before  we  jump  on  this  bandwagon,  let's  take  a  look  at  the 
price  behavior  of  West  Texas  intermediate  crude  oil.  If  we  adjust 
prices  to  today's  dollars,  the  average  oil  price  from  1988  through 
October  was  just  under  $28,  and  95%  of  the  time  the  price  fell 
within  a  range  of  $14  to  $41. 

During  the  past  1 5  years  oil  prices  were  outside  this  range  on 
only  three  occasions.  During  the  Asian  financial  crisis  of  1998 
prices  briefly  slipped  below  the  low  end  of  the  range,  and  on  two 
other  occasions  they  pierced  the  upper  end.  The  first  occurred  in 
the  run-up  to  the  first  Gulf  war.  Thanks  to  George  H.  W.  Bush's 
order  to  sell  crude  from  the  government's  Strategic  Petroleum 
Reserve,  prices  didn't  stay  high  for  long.  His  sell  order,  which 
coincided  with  the  start  of  the  war,  knocked  $1 1  off  the  price  of 
oil  in  one  day.  The  second  unusual  price  upsurge  began  in  late 
2001  and  has  left  current  prices  well  above  their  ordinary  range. 
Will  they  stay  there  or  once  again  fall  back  toward  the  average? 

To  answer  this  question  we  must  understand  what  pushed 
prices  so  far  this  time  around.  There  is  no  doubt  that  robust 
demand  growth  (the  China-India  factor)  and  capacity  prob- 
lems (most  recently,  those  inflicted  by  Hurricane  Ivan)  have 
played  a  role.  But  that  well-worn  story  is  incomplete. 

What's  missing  is  the  inventory  story.  In  November  2001 
George  W.  Bush  ordered  the  government  to  purchase  oil  and  fill 
its  reserve  to  full  capacity  of  700  million  barrels.  The  reserve,  at 
670  million  barrels,  now  accounts  for  70%  of  U.S.  oil  invento- 
ries. While  the  stockpile's  growth  has  left  the  nation's  total  oil 
inventories  10.6%  higher  than  in  December  2001,  it  has 
crowded  out  private  stock-building,  with  private  stocks  declin- 
ing by  9.2%. 

The  government's  weight  in  the  market  for  storage  has  been  sig- 
nificant in  pushing  prices  to  such  extraordinary  levels.  Many  people 

have  trouble  swallowing 


ernment  purchases  are  nothing  more  than  a  drop  in  the  bucket  and 
couldn't  possibly  have  much  effect  on  oil  prices.  To  make  their  case, 
they  trot  oufstatistics  about  how  small  government  purchases  have 
been — only  1.3%  of  oil  imports  in  2004  and  minuscule  fractions  of 
total  U.S.  consumption  or  world  output.  But  this  is  comparing  ap- 
ples and  oranges.  If  we  just  look  at  changes  in  inventories  since  De- 
cember 2001,  the  changes  in  the  government  stocks  dwarf  those  in 
private  inventories. 

I  estimate  that  the  government's  buildup  of  oil  stocks  has 
added  at  least  $10  to  the  price  of  a  barrel.  That's  the  bad  news. 
The  good  news  is  that  the  government's  reserve  is  scheduled  to 
be  at  full  capacity  in  May  2005.  From  that  point  on  it  will  be 
much  easier  for  private  companies  to  build  stocks.  Indeed,  when 
the  government  stops  building  inventories,  enough  oil  will  be 
freed  up  so  that  private  stocks  could  rise  to  their  2001  levels  in  six 
months.  A  $10  decline  in  price  is  plausible. 

It  turns  out  that  this  inven- 
tory story  is  already  in  the  mar- 
ket. Today's  quotes  for  oil  futures 
contracts  are  lower  than  today's 
spot  price.  Traders  expect  the 
price  of  oil  to  decline  and  return 
to  its  ordinary  range.  These 
traders,  playing  for  real  money — 
not  for  quotation  in  the  newspa- 
per— do  not  buy  the  notion  that 
we  have  entered  a  new  era  of 
permanently  high  oil  prices. 

We  are  still  left  with  one 
issue:  what  to  do  with  the  oil  in 
the  stockpile.  It's  worth  $30 
billion.  Its  eventual  release  is  at 
the  discretion  of  the  Presi- 
dent— in  other  words,  tangled  up  in  politics. 

The  release  rules  should  be  removed  from  politics  and 
replaced  by  a  market-based  approach.  To  do  this  the  govern- 
ment should  sell  call  options  on  the  stockpile.  A  buyer  would 
pay,  perhaps,  70  cents  today  for  the  right  to  acquire  one  barrel  at 
a  strike  price  of  $75  anytime  between  now  and  November  2005. 
By  selling  options  at  various  strike  prices,  the  government  would 
generate  revenue  to  defray  some  of  its  stockpiling  costs. 

More  important,  the  market  would  decide  when  the  oil  gets  re- 
leased to  refineries;  if  a  fall  in  demand  (or  a  boost  in  supply)  sent 
the  price  down  to  $40,  the  option  would,  in  our  example,  expire 
worthless  and  the  oil  would  stay  put.  On  the  other  hand,  if  the 
price  surged  to  above  $75,  the  holder  of  the  option  would  exercise 
it  and  take  delivery  of  oil  from  the  government's  stockpile. 

A  consequence  of  such  option  sales  would  be  diminishing  of 
panic-driven  buying  and  stockpiling  in  the  private  sector,  since  in- 
dustrial option  buyers  could  rest  assured  they  would  be  largely  im- 
mune to  a  sudden  shortage.  I  predict  that  the  further  consequence 
would  be  to  send  oil  prices  down  close  to  the  historical  average, 
which  is  just  under  $30.  F 


I  estimate 
that  the 
government's 
buildup  of  oil 
stocks  has 
added  at  least 
$10  to  the 
price  of 
a  barrel. 


this  fact.  They  think  gov- 
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Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  in  Baltimore  and  a 
senior  fellow  at  the  Cato  Institute  in  Washington,  D  C.  Visit  his  home  page  at  www.forbes.com/hanke. 
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Baltic  Treasures 
June  6  17,  2005 


Catherine  Palace 


sterdam    Copenhagen    St.  Petersburg    Helsinki  Stockholm 


A  Once-in-a-Lifetime  Experience — 

Relive  the  glory  days  of  the  Russian  Imperial 
Court  with  private  visits  to  magnificent  palaces 
such  as  Peterhof,  Catherine  Palace,  as 
well  as  a  spectacular  gala  dinner  at 
Yusupov  Palace 

Share — Establish  lifelong  friendships  and 
exchange  ideas  with  like-minded  investors 


SB 


Relax  in  Luxury — Bask  in  unparalleled 
comfort  on  a  ship  whose  staff  is  famous  for 
shamelessly  pampering  its  guests 

Meet  &  Learn — Gain  valuable  insights 
from  these  and  many  more  top  investment 
experts  to  fine-tune  your  portfolio  for 
maximum  returns 


Steve  Forbes 

George  Gilder 

john  Dessauer 

josh  Wolfe 

Crystal  Symphony 


Cabins  start  as  low  as  $7,280  per  couple! 
b  receive  a  full-color  conference  brochure  and  to 
reserve  your  cabin,  call  800/530-0770  or  visit 

www.lnvestmentCruise.com  003378 


ital  Markets  Marilyn  Cohen 


Junk  Alert 


BOND  MARKET  HISTORY  TEACHES  US  THAT  THE  MIGHTY 
can  be  brought  low.  As  recently  as  1980  Standard  & 
Poor's  gave  AAA  ratings  to  both  General  Motors  and 
Ford  Motor.  Right  now  the  two  are  BBB-,  one  notch 
above  junk. 

The  way  things  are  trending  lately,  I  believe  that  at  least  one 
•ating  agency  will  downgrade  the  auto  giants  to  junk  by  this 
ime  next  year.  But  don't  let  that  stop  you  from  buying  Ford's 
ind  GM's  bonds,  with  their  nice  yields. 

What's  gone  wrong  with  the  big  two  car  companies?  Just 
ibout  everything:  loss  of  market  share,  humongous  retiree  costs, 
inion  difficulties,  restructuring,  rising  raw  materials  prices,  exces- 
iive  inventory,  lackluster  new  products.  And  what's  right  with 
hem?  They  are  big  car  companies,  and  they  won't  disappear. 

Ford  and  GM  are  two  of  the  largest  corporate  bond  issuers, 
vith  $168  billion  and  $284  billion,  respectively,  in  consolidated 
iebt  (that  is,  with  finance  arms  included).  That  means  almost 
rvery  sizable  public  pension  fund  and  bond  mutual  fund  holds 
heir  paper.  A  downgrade  to  junk  would  disqualify  some  of 
hese  investors,  and  they  would  have  to  sell  their  bonds  eventu- 
illy.  But  they  will  not  be  forced  to  do  so  suddenly.  Prices,  after 
i  brief  downdraft,  will  rebound.  Someone  buying  now  and 
molding  for  years  (better  still,  to  maturity)  can  afford  to  shrug 
)ff  the  downgrade. 

Look  at  what  happened  with  AT&T,  which  once  dominated 
:elecommunications  the  way  GM  and  Ford  did  autos;  it  also  used 
:o  carry  the  best  credit  rating.  This  past  summer  the  company 
3nce  augustly  known  as  American  Telephone  &  Telegraph  was 
'educed  to  junk  stalus.  To  soften  the  blow  the  rating  agencies 
loated  trial  balloons  early.  That  allowed  pension  plans  to 
.inwind  AT&T  positions  gradually. 

So  the  junk  rating  left  AT&T's  bonds  with  no  lasting  trauma, 
tn  June  AT&T  7.3%  due  201 1  were  priced  to  yield  7.7%  to  matu- 
rity, a  3.25-percentage-point  spread  to  the  ten-year  Treasury 
jond.  A  month  later,  after  the  agencies  had  telegraphed  (pun 
ntended)  their  coming  downgrades,  the  yield  rose  to  8.23% 


and  the  spread  widened  to  3.83  points.  Yet  today  the  now-junky 
issue's  yield  has  declined  6.35%,  for  a  2.27-point  spread. 

The  reason  GM  and  Ford  should  follow,  more  or  less,  the 
same  pattern:  These  guys  may  be  sick,  but  they  are  far  from 
dead.  They  still  have  strengths,  particularly  tremendous  liquid- 
ity— huge  amounts  of  cash,  marketable  securities  and  bank 
lines.  Plus,  their  finance  units  are  profitable;  indeed,  they  carry 
the  parent  companies. 

If  you  have  a  lot  of  money  to  put  into  a  single  bond  posi- 
tion, you  should  consider  buying  in  stages,  a  third  now,  another 
piece  after  the  fourth-quarter  earnings  numbers  are  released  in 
early  2005  (they  can't  be  good)  and  a  third  after  the  rating  agen- 
cies pull  the  junk  trigger.  By  "a  lot  of  money"  I  mean  $100,000; 
small  bond  positions  are  costly  to  trade.  Your  entire  bond  port- 
folio should  be  at  least  $1.5  million. 

At  a  time  when  decent  bond  income  without  scary  risk  is 

scarce,  the  automakers'  yields 
look  enticing.  If  you  hold  the 
bonds,  don't  panic  and  sell 
them,  since  the  prices  likely 
will  recover  after  a  few  months 
when  people  see  the  auto  firms 
aren't  doomed. 

My  favorite:  General  Motors 
6.875s,  due  Sept.  15,  201 1.  This 
is  a  huge  $5.5  billion  issue,  and 
the  bonds  trade  every  day.  Pull 
up  the  most  recent  trades  on 
www.investinginbonds.com  to 
make  sure  you  don't  overpay. 

At  a  recent  price  of  103.4 
cents  on  the  dollar,  this  bond 
has  a  6.25%  yield  to  maturity, 
which  is  2.17  points  more  than 
the  ten-year  Treasury.  The  price  will,  of  course,  drift  down  to 
100  over  seven  years.  But  in  three  and  a  half  years,  half  the 
bond's  "duration"  disappears  because  of  the  shortened  matu- 
rity. In  other  words,  the  bond  price  will  be  less  susceptible  to 
interest  rate  swings.  So  no  matter  how  choppy  long-term  rates 
get,  the  price  should  hold  up  fairly  well. 

Also  buy  Ford  Motor  Credit  7s,  due  Oct.  1,  2013.  At  105,  they 
yield  6.2%  to  maturity.  This,  too,  is  a  large  $3  billion  issue  and 
trades  every  day.  On  Oct.  22  there  were  82  trades,  pretty  good 
for  a  corporate  issue.  As  with  any  bond  buying,  make  sure  you 
don't  get  slammed.  The  lowest  sale  price  was  for  a  $40,000  posi- 
tion at  103,  for  a  6.55%  yield.  Then  some  poor  fool  paid  108  on 
a  $45,000  trade,  giving  a  5.89%  yield.  Both  prices  were  way,  way 
off  the  market. 

Not  every  GM  or  Ford  issue  is  a  buy.  Avoid  creatures  called 
Smart  notes  or  Direct  notes.  These  are  usually  loaded  with  fees 
and  trade  at  significantly  lower  yields  than  the  larger  issues.  And 
there's  poor  liquidity.  F 


Bet  that  the 
two  automakers 
will  lose  their 
long-held 
investment 
grades.  But  Ford 
and  GM  bonds 
won't  go  bust. 
And  the  yields 
are  nice. 


J  Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles  fixed-income  money  manager.  For  Cusip  numbers  on 
1  bonds  mentioned  here,  visit  her  home  page  at  www.forbes.com/cohen. 
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Utilize  new  technology-based  marketing 
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Want  to  dazzle  friends  and  family  with  your  culinary  prowess?  Study  one-on-one 
with  a  professional  chef  for  a  few  days— or  a  few  hours  |  By  Dirk  Smillie 


DN  A  COLD  NOVEMBER  MORNING  IN  BROOKLYN  EDWARD 
Hamann,  a  buyer  for  Barnes  &  Noble,  drops  to  one  knee  and 
cautiously  cuts  a  green  chili  with  a  300-year-old  Bengalese  fish 
slicer.  The  device  is  an  upright  sheet  of  hammered  iron  in  the  sil- 
houette of  a  swan,  its  neck  a  vertical  sword.  "Too  fast!"  warns 
Julie  Sahni,  the  raven-haired  Indian  chef  who  is  teaching  this  master  class. 
"Indians  do  everything  by  hand,  so  you're  going  to  need  all  your  fingers." 
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ONE  DAY 

Shed  those  unwanted  g-forces  when  you  embark  on  a  Zero  Gravity  Flight  from 
Space  Adventures'  You'll  get  official  astronaut  training  and  float  in  a  zero  gravity 
chamber  as  you  experience  weightlessness  firsthand.  Zero  gravity.  Another  way 
the  Membership  Rewards"  program  from  American  Express  rises  above  the  rest. 
To  apply  call  1.800.THE  CARD  or  just  visit  americanexpress.com  to  learn  more. 
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Her  three  students  laugh  nervously. 

Ten  years  ago  this  type  of  intense, 
private,  hands-on  instruction  was  seldom 
available  to  amateurs.  Persons  studying 
one-on-one  with  chefs  were  almost 
always  other  chefs  looking  to  broaden 
their  professional  horizons  or  add  a  new 
technique  to  their  repertoire.  Today  ama- 
teurs are  welcome.  Every  chef  worth  his 
salt  (and  plenty  who  aren't)  offers  such 
elite  instruction. 

Students  for  quickie  courses  tend  to 
be  more  prosperous  and  more  light- 
hearted  than  the  unleavened  careerists 
who  enroll  full-time  in  institutions  like 
the  Culinary  Institute  of  America.  Sahni's 
students  include  persons  wanting  merely 
to  acquire  a  few  culinary  parlor  tricks. 
Amateurs  who  have  paid  to  learn  the 
secret  of  her  chicken  tikka,  for  example, 


include  Dole  executive  Patrick  Friel,  artist 
Diego  Cortez,  farmer  Stephen  Kaye, 
former  Whitney  Museum  curator  Klaus 
Kertess  and  editors  from  such  magazines 
as  Saveur  and  Gourmet.  It's  the  byplay 
among  such  erudite  adults,  as  much  as 
the  skills  imparted,  that  makes  boutique 


juice — and  listen  as  Sahni  holds  forth  on 
Indian  cuisine.  Think  curry  powder  is  as 
Indian  as  Gandhi?  Not  so.  Turmeric  is  the 
powder's  only  indigenous  Indian  ingredi- 
ent. She  gives  edicts  on  eating:  Avoid 
Chinese  woks  and  use  only  those  made  in 
Korea — they  are  heavier,  deeper  and  radi- 


BEWARE:  Some  "chefs"  offering  classes 
are  no  more  than  vegetablexhopj 


classes  fun  and  entertaining. 

As  aromas  of  cinnamon  and  clove 
waft  down  hallways  lined  with  pans,  woks 
and  karhais  (Indian  skillets),  Sahni's 
aproned  devotees  sip  masala  chai  (Indian 
spice  tea).  After  all  take  a  turn  with  the 
ancient  sheer,  they  nibble  thick  golden 
chunks  of  jaggery — dried  sugar  cane 


ate  heat  more  efficiently.  Never  buy 
canned  coconut  milk.  Instead  get  the 
creamier,  flash-frozen  variety  from  Thai- 
land or  Costa  Rica. 

Why  would  such  a  seasoned  chef  as 
Sahni — known  as  the  Julia  Child  of 
India — mix  it  up  with  amateurs?  "Veteran 
chefs  teach  because  it's  an  oudet  for  their 


Palates  at  play:  Scotland's  Nick  Nairn;  U.S.  Charlie  Trotter  at  the  Culinary  Vegetable  Institute;  Greece's  Stavros  Gogips;  Tuscany's  Coselli  School. 


Lesson  Plans 

JULIE  SAHNI'S  INDIAN  COOKING  SCHOOL.  New  York  City.  A 
veteran  in  subcontinental  cuisine  teaches  30  courses  in  classic 
Moghul  cooking,  culminating  in  a  spice-market  shopping  spree. 
$1,200/2  days. 

COSELLI  SCHOOL  OF  TUSCAN  CUISINE.  Tuscany,  Italy.  Michelin- 
starred  chef  Valter  Roman  turns  ribollita  into  an  art  at  the  former 
wild  boar  hunting  lodge  of  Count  Cosimo  Bernardini.  $3,200/ 
4  days  (includes  accommodations). 

BERNARD  GUILLAS.  MARINE  ROOM.  La  Jolla,  Calif.  Learn  how  to 
command  the  several  stations  of  a  restaurant  kitchen's  production 
line  and  how  to  sear  rabbit.  Course  is  offered  free  to  patrons  who 
invite  five  or  more  guests  to  dinner.  $500/5  days. 
CULINARY  VEGETABLE  INSTITUTE.  Milan,  Ohio.  Farmer  Lee 
Jones  invites  chefs  from  around  the  U.S.  to  teach  students  to  com- 
bine new,  sometimes  exotic  varieties  of  microgreens  and 
vegetables.  $350/1  day. 


COOKING  WITH  JOHN  ASH.  Santa  Rosa,  Calif.  Pioneer  of  wine- 
country  cuisine  instructs  students  on  the  fine  points  of  pairing 
Thai  and  Mexican  food  with  chenin  blanc  and  gewurztraminer. 
$175/1  evening. 

NICK  NAIRN  COOKERY  SCHOOL  Trossachs,  Scotland.  Potty- 
mouthed  chef  puts  plenty  of  attitude  into  puddings.  $240/1  day. 
COOKING  WITH  STAVROS.  Symi,  Greece.  Meet  food  purveyors, 
fishmongers,  bakers  and  members  of  Stavros'  family,  who  will 
expect  you  to  share  the  spanakopita.  $370/5  mornings. 
PAULE  CAILLAT.  Paris,  France.  A  former  buyer  for  Bergdorf  Good- 
man, Caillat  knows  where  to  shop  for  truffles,  herbs,  saffron  and 
tonka  beans.  After  shopping  you  return  to  her  cavernous  kitchen, 
ready  to  make  chicken  tagine.  $420/1  day. 
BALLYMAL0E  COOKERY  SCHOOL  Shanagarry,  Ireland.  Irish  cooking 
doyenne  Carina  Allen  operates  out  of  an  old  apple  barn  on  an 
organic  farm.  Classes  include  a  one-day  foraging  course  in  a  garden 
brimming  with  70  herb  varieties.  $250/1  day. 
For  contact  information  and  advice  on  how  to  find  additional 
programs,  visit  www.forbes.com/extra.  —D.S. 
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passion,"  says  Jenni  Muir,  chairman  of 
Britain's  Guild  of  hood  Writers.  Teaching 
can  also  help  beef  up  business  at  a  cook's 
restaurant,  explains  Bernard  Guillas,  chef 
at  the  Marine  Room  in  La  Jolla,  Calif. 
Excited  students  create  buzz.  "Word  of 
mouth  means  everything,"  he  says.  There 
is,  of  course,  the  money.  Tuition  to  study 
with  a  somewhat  celebrated  chef,  in  a  class 
of  fewer  than  a  dozen  students,  will  cost 
you  $300  to  $600  per  day. 

Beware:  Some  "chefs"  offering  classes 
are  nothing  more  than  vegetable  chop- 
pers trying  to  pad  their  income,  says 
Suvir  Saran,  executive  chef  at  just-opened 
Devi  in  New  York,  himself  a  teacher. 
Moreover,  many  dishes  and  techniques 
can  be  learned  just  as  well  from  books 
and  videos  as  from  a  private  teacher.  You 
should  check  your  chef  s  resume  and,  ide- 
ally, sign  up  only  after  hearing  an  enthusi- 
astic endorsement  from  a  friend  who  has 
taken  the  same  course. 

Classes  overseas  allow  you  to  combine 
travel  with  instruction.  Last  month  TV 
food  star  Lidia  Bastianich  gave  private 
lessons  to  24  Williams-Sonoma  cus- 
tomers at  a  villa  in  Tuscany.  International 
Kitchen  of  Chicago  offers  66  classes  in 
Italy  and  France.  In  Greece,  on  the  island 
of  Symi,  Stavros  Gogios,  chef-owner  of  a 
restaurant  named  Mythos,  teaches  how  to 
whip  up  a  feta  mousse  and  squid  in  basil 
sauce  and  how  to  craft  rnedezh.es  (Greek 
tapas).  In  Ireland,  whose  food  has  long 
been  considered  a  culinary  blight,  chef 
Darina  Allen  runs  a  gourmet  organic 
cooking  school  in  the  middle  of  a  fruit 
and  vegetable  farm  filled  with  free-roam- 
ing livestock.  Students  harvest  globe  arti- 
chokes, cardoons  and  edible  garlic  flowers 
and  make  their  own  elderberry  jelly  and 
watercress  soup. 

In  the  central  mountains  of  Scodand 
former  Glasgow  restaurateur  Nick  Nairn 
teaches  what  he  calls  "new  Scottish  cook- 
ing," which  includes  such  dishes  as 
smoked  haddock  and  peas,  and 
cranachan,  a  dessert  of  toasted  oatmeal, 
raspberries,  whiskey  and  cream.  The  6- 
foot-tall,  flirtatious,  foul-mouthed  Nairn 
is  nothing  if  not  colorful,  wearing  a  South 
Park  T  shirt  and  cursing  a  blue  streak  as 
he  cooks.  "Bollocks  to  that!"  he  exclaims 
to  students  at  a  sauce  made  too  thin.  F 
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Famous  Brick  Road! 


•  7,000  +/-Sq.  Ft 

•  3-4  Bedrooms 

•  5.5  Baths 

•  Elevator 


5-Car  Garage 
Pool  &  Spa 
High  Security 


Reserve  •  Tue.,  Dec.  7 

Magnificent  gated  water- 
front estate  on  2+  acres 
of  beautifully  landscaped 
grounds.  Accessible  to 
the  Gulf  of  Mexico  yet  ' 
protected  by  Boca  Ciega 
Bay,  this  home  is  in  the 
famous  Jungle  Prado 
community. 


*  Cteep-Water  Dock  EStatCS 

125' Waterfront  auction  company 

.      , ,  Call  for  a  Free  Color  Brochure! 

Directly  on  the        800-552-81  20 

IntraCOastal  Waterway!  www.GreatEstatesAuction.com 

J  704-529-0026  •  NCAL  6981 


Humidifier  &  Purifier 

TWo  in  one. 

Dry  air  is  difficult  to  clean. 
Humidification  plus  purification  is  far  more  effective. 


•  The  Venta-Airwasher  not  only  washes  the 
air,  but  also  prevents  millions  of  airborne 
particles  from  rising.  The  air  is  humidified, 
fresh  and  clean. 

•  The  Venta-Airwasher  humidifies  and  purifies 
the  air  by  washing  it  with  water.  Automatically 
adds  moisture  to  the  air  by  cold  evaporation, 
recognized  as  the  best  technique. 

•  Very  hygienic.  No  odor  causing  bacteria- 
ridden  filterpads.  No  problems  with  white 
dust. 

•  No  filterpads  to  replace.  Easy  maintenance. 

Many  famous  customers  are  already  enjoying  the  benefits 
of  the  Venta-Airwasher:  e.  g.  Sony  Europe.  Porsche,  British 
Airways,  adidas,  McDonalds,  Audi  AG,  Carnegie  Hall  (40  units) 


Test  the  Venta-Airwasher  cost-free. 

If  there  is  no  dealer  close  to  you,  try  the  Airwasher  in  your  home  for 
14  days  If  you  are  not  fully  satisfied,  we  will  have  the  Airwasher  picked 
up  from  your  home  via  UPS  and  your  credit  card  will  not  be  charged. 
Free  shipping  anywhere  In  the  US  Please  send  a  free  brochure  to: 

Name: 


Address: 


City: 


State/Zip: 


BED  BATH  & 

BEYOND 

JhaZVa&u  LINENS  "THINGS 


Hardware 


100%  made  in  Germany. 

Red  dot  design  award  winner  2003. 

No.1  in  Germany  and  Europe. 
Worldwide  unique  technology. 
No  need  for  filterpads/wicks. 
No  white  dust.  No  ions.  No  ozone. 
1 0  year  warranty. 
Call  today  toll  free:  1-888-333-8218 


Available  at  selected  retail  stores. 
Please  call  for  a  complete  list  of  dealers. 


Venta-Airwasher  LLC.  180  Stanley  Street,  Elk  Grove  Village 
IL  60007,  Tel.  (847)  758  9598,  Fax:  (847)  758  9597 

www.venta-airwasher.com 
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YOUR  INDISPENSIBLE 
GUIDE  TO  BUILDING 
WEALTH  IN  THE 
STOCK  MARKET! 


SAVE 
$50.00 

Holiday  . 
*  Offer!  * 


Sophisticated  investor  or  serious  beginner  ... 
speculator  or  buy-and-hold  investor ...  you  will 
benefit  from  this  new  edition  of  the  famous 

FORBES  STOCK  MARKET  COURSE. 

This  easy-to-read  common  sense  guide  and 
reference  would  be  a  valued  holiday  gift. 


BHMlHKHIMIililHlH 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day ...  and  where  fortunes  are  made  and  lost ...  this 
new  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow  .. 
know  how  to  interpret  a  balance  sheet ..  understand  the  complexities 
of  financial  statements  ...  the  meaning  of  the  footnotes. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  13  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  of  everything  from: 
Building  Capital  to  Tax-Favored  Investment  Strategies 

•  Fundamental  and  Technical  Analysis  to  Financial  Statements 
Derivatives  to  the  Futures  Market  and  Hedging 
Treasuries  to  Mutual  Funds 

Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  holiday  gift ...  an  endless  source  of  wisdom 
and  information  for  professionals  and  small  investors  alike. 

For  FORBES  readers  only  ...  a  special  Holiday  Gift  Offer! 

As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  holiday  gift  price  of  just  $99.95 

save  $50  off  the  regular  $1 49.95  price.  (Order  now  and  we  will 
waive  the  shipping  and  handling  charge!)  Please  note  this  is  a 
limited  time  offer  so  mail  your  risk- free  order  today. 


My  payment  of 


is  enclosed. 


YES!  Send  me  copies  of  the  new  edition  of  the  Forbes  Stock  Market 

Course  at  the  special  holiday  gift  price  of  §99.95  each  (no  additional  shipping  & 
handling  charge)  saving  me  $50  off  the  regular  S1 49.95  price. 

For  Fastest  Service  Call  Toll-Tree  at  1-800-429-0106 


(Make  check  payable  to  Forbes  Stock  Market  Course. 
NY  orders  add  8.625%  sales  tax.  CA.  DC  GA  IL  and  TK.  add  sales  tax  as  required  by  law.) 

To  charge  your  credit  card  call:  1-800-429-0106 


Ship  to 


{please  print! 


Company 


Your  Guarantee  from  Forbes 

Should  you  decide,  after  examining  The  Forbes  Stock  Market  Course,  that  it 
Joes  net  meet  your  needs,  you  may  return  it  within  10  days  for  a  full  refund. 


Address 


City/State/Zip 


Mail  to:  rorbes  Stock  Market  Course  •  P.O.  Box  1668 
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Lakeland,  FL  33802-9834 
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THOUtiXS 

On  the  Busine.f  Life 


Cruises!  The  magic  word.  The  magic  wand.  ]an  immeasurably  powerful  push  from  TV's 
Loveboat,  cruise  ships  have  poured  down  th>s  and  now  range  the  seven  seas.  When  we  saw 
the  Bermuda  Star,  Bermuda  Queen,  Homeiella  Solaris,  Amerikanis  and  the  Viking  Sea 
together  one  recent  morning  at  New  York's  Hudson  Rivers>  it  brought  back  warm  memories  of  gone, 
glorious,  seagoing  palaces.  Though  the  stock  market's  sinking  slow  some,  the  cruise  business  is  here  to  stay. 
And  the  great  ships  are  a  most  welcome  sight.  — MALCOLM  S.  FORBES  (1988) 


A  ship  in  port  is  safe,  but  that's  not  what 
ships  are  built  for. 

—GRACE  MURRAY  HOPPER 


Fortune  brings  in  some  boats  that  are  not 
steered. 

—WILLIAM  SHAKESPEARE 


My  wife  was  immature.  I'd  be  at  home 
in  the  bath  and  she'd  come  in  and  sink 
my  boats. 

—WOODY  ALLEN 


What  is  a  ship  but  a  prison? 

—ROBERT  BURTON 


In  the  America's  Cup,  you  can't  go  to  your 
backup  quarterback.  You  can't  juggle  your 
batting  order.  You  can't  fire  the  manager 
either,  although  Iain  Murray  might  not  be 
safe  if  George  Steinbrenner  were  the  prin- 
cipal owner  of  the  Kookaburra  III. 

—DAVE  ANDERSON 


// millionaires  and  corporations  want  to 
spend  their  money  trying  to  drown  one 
another  in  the  Indian  Ocean,  then  who 
am  I  to  try  to  stop  them? 

—IRA  BERKOW 


Design  has  taken  the  placet  sailing 
used  to  be. 

-DE CONNOR 


If  one  does  not  know  to  wt,rt  one 
is  sailing,  no  wind  is  favor 

-SENECA 


Land  was  created  to  province  for 
steamers  to  visit. 

— BRO.TKINSON 


How  holy  people  look  whe  are 
seasick. 

— S4.  BUTLER 


Nowhere  else  than  upon  the  sea  do 
the  days,  weeks  and  months  fall  away 
quicker  into  the  past.  They  seem  to  be 
left  astern  as  easily  as  the  light  air-bubbles 
in  the  swirls  of  the  ship's  wake. 

—JOSEPH  CONRAD 


My  experience  of  ships  is  that  on  them 
one  makes  an  interesting  discovery  about 
the  world.  One  finds  one  can  do  without 
it  completely. 

—MALCOLM  BRADBURY 


The  America's  Cup,  yachting's  great 
and  garish  grail,  is  a  tumorous  tureen 
no  handsomer  than  a  camel. 

—TOM  CALLAHAN 


Ho,  ho!  All  ye  nations  before  my  prow, 
I  bring  the  sun  to  ye! 

—HERMAN  MELVILLE 


A  Text... 

Walk  in  wisdom  toward  them 
that  are  without,  redeeming 
the  time. 

— COLOSSIANS  4:5 
Sent  in  by  Ed  Ronne  Sr.,  Elmhurst,  111. 


November  29,  2004  .  Volume  174  .  Number  II  FORBES  (ISSN  0015  6914)  is  published  biweekly,  moranuary  ancJ  August,  with  an  extra  issue  in  April  and  October,  by  Forbes  Inc., 
nO  Fifth  Ave.,  New  York,  N.Y.  1001 1.  Periodicals  postage  paid  at  New  York,  N.Y.  and  at  additional  mau\  Canadian  Agreement  No.  40036469.  Return  undeliverable  Canadian  addresses 
to  P.O.  Box  1632,  Station  A,  Windsor,  ON  N9A  7C9.  GST  #  12576  9513.  RT.  POSTMASTER:  Send  addres,  t0  Forbes  Subscriber  Service,  P.O.  Box  5471,  Harlan,  IA  51593-0971.  Forbes  Sub-i 
scriber  Service  is  available  online.  To  subscribe,  change  your  address  or  for  other  assistance,  please  visi.bes.com/customerservice.  Or  write  to  Forbes  Subscriber  Service,  P.O.  Box  5471,  j 
Harlan,  IA  51593-0971.  MAILING  LIST:  We  make  a  portion  of  our  mailing  list  available  to  reputable  fir,  prefer  that  we  not  include  your  name,  please  write  us.  Copyright  ©  2004  Forbes; 
Inc.  All  rights  reserved.  Title  is  protected  through  a  trademark  registered  with  the  U.S.  Patent  Office. 


December  (3 


42  06239572  5 


FIND  A  FINANCIAL  PLANNER  |  BEST  PICKS  IN  STOCKS,  REAL  ESTATE  &  CHARITIES 


DECEMBER  13,  2004  I  WWW.F0RBES.COM 


otorola 

ED  ZANDER'S 
PLAN  TO 
RECAPTURE 
MOBILE 


ALSO* 


HIGH-DEF  GEAR 
TCLBUY  NOW 


THE  LOSE-WEI 
STOP-SMOKING  PILL 


ttBXBCBSJ  #*#**AUT0**SCH  5-DIGIT  94010 

■ir-nr..-.^.-!r',r,i — ?-»-?."-.*  r,riiV;7  <  itscmc  .47QQC 


bold  new  cures  that  will  change  medicine  forever. 


.  - 


JOHNS  HOPKINS 

MEDICINE 


IMAGINE 


Be  a  part  of  the  transformation. 
Visit  johnshopkins.org  or  call  1 -866-HOPKINS. 


7am-10am:  Last  minute  client 
meeting  in  Beijing  to  discuss 
major  structural  change. 


llam-4pm:  Intense  meeting 
with  engineers  to  defy  laws 
of  physics. 


7pm- 11pm:  Motivational 
meeting  with  contractors  to 
pull  off  the  impossible. 


(1 1:10pm:  Angry  voice 
message  from  fiancee  in 
Los  Angeles  complaining 
that  you  forgot  to  call.) 


Life's  ^ 


(1 1:1 5pm:  Call  to  fiancee  to  show 
her  you  never  stopped  thinking 
about  her  for  a  second.) 


Good 


The  LG  3G  Phone  enables  you  to 
see  and  talk  to  someone  in  real  time. 
When  you  need  to  most. 


r0 


It's  just  one  way  LG  makes 
life  good.  To  see  more  ways, 
visit  www.lge.com 


Exhibit  A. 


The  infiniti  FX.  Stylingyou've  neverseen.  Handlingyou'd  never  expect.  Featuresyou'd 
never  imagine,  like  an  available  Intelligent  Key,  DVD  entertainment  and  laser-assisted 
cruise  control.  Inside  and  out,  it  refuses  to  be  ignored.  More  at  lnfiniti.com. 


INFINITI 


You  may  already  know  that  natural  gas  is 
one  of  the  most  environmentally  friendly 
fuels  in  the  world.  It  produces  almost  no 
emissions  of  sulfur  dioxide  or  particulates 


and  leaves  no  solid  waste  behind,  which 
means  less  impact  on  air  and  water  quality. 
You  may  also  know  that  natural  gas 
demand  is  soaring;  imports  will  have  to 


We  go  to  the  ends  of  the  earth 
to  find  cleaner  energy. 


DM 


Mi 


www.chevrontexaco.com/naturalgas 


©2004  ChevronTexaco  Corporation.  ChevronTexaco  is  a  trademark  of  ChevronTexaco  Corporation 


double  over  the  next  two  decades  just  to  deposits  of  natural  gas  in  Australia  for 

keep  up.  What  you  may  not  know  is  that  shipment  to  the  US.  A  steady  supply  of 

ChevronTexaco  is  working  with  governments  cleaner  fuel  to  light  our  homes  and  keep  us 

and  partner  companies  to  secure  the  largest  warm?  Sounds  like  a  lot  of  g'days  to  come. 


ChevronTexaco 

Turning  partnership  into  energy. 
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You  never 

actually  own  a  Patek  Philippe 
You  merely 

take  care  of  it  for  the  next  generation. 


The  new,  larger  Calatrava 
with  the  unique  Patek  Philippe 
215PS  manual  movement. 


For  information:  Patek  Philippe,  Dept.  804,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.  www.patek.com 
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Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


To  lead  in  the  capital  goods  industry, 
consistent  business  processes  and  a 
world-class  finance  and  accounting 
operation  are  essential.  BearingPoint 
helped  Trinity  create  a  centralized 
accounting  service  center  that  standardized 
processes  and  transitioned  operations  to 
an  outsourced  environment.  Trinity  now 
accesses  information  faster  and  benefits 
from  improved  cycle  times,  allowing  them 
to  spend  more  time  driving  key  business 
issues.  These  are  the  kinds  of  results  that 
make  the  difference. 

MANAGED  SERVICES. 
EMPOWERED  BY  BEARINGPOINT. 


ingPoint,  Inc.  All  rights 


Create  The 


Future. 


After  a  decade  of  rapid  growth,  MetLife 
needed  to  transform  its  financial  analytic 
and  reporting  operation.  BearingPoint 
teamed  with  MetLife  to  evaluate,  design  and 
deploy  a  world-class  solution  that  would 
support  MetLife's  growth  and  its  vision: 
consistent,  timely  and  accurate  reporting. 
The  refined  controls  and  processes  help 
MetLife  to  effectively  respond  to  changing 
regulations  and  to  keep  its  reputation  for 
reliable  service.  These  are  the  kinds  of 
results  that  make  the  difference. 


When  AGF  Funds  Inc.  faced  a  maturing 
financial  services  industry,  they  needed 
innovative  ways  to  better  connect  with, 
and  service  the  needs  of  financial 
advisors.  The  financial  services  firm 
engaged  BearingPoint  to  assist  in  the 
integration  of  an  industry-leading 
customer  relationship  management 
system  designed  to  successfully  integrate 
sales,  marketing,  call  center  service  and 
operational  processing.  These  are  the 
kinds  of  results  that  make  the  difference. 


FINANCE  TRANSFORMATION. 
EMPOWERED  BY  BEARINGPOINT. 


CUSTOMER  RELATIONSHIP  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


'NSULTING    SYSTEMS  INTEGRATION     MANAGED  SERVICES 


BearingPoint 
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Doctor  Your  Tax  Return  Take  two  well- 
intentioned  tax  breaks  and  combine  them  into  a  dodge  Con- 
gress could  not  have  intended.  Doing  that  would  be  cynical, 
wouldn't  it?  But  I  can't  resist.  The  scheme  I  advocate  is  to  take 
out  a  mortgage  you  don't  need  and  use  it  to  fund  a  Health  Sav- 
ings Account  balance  you  aren't  supposed  to  have. 

The  devious  play  begins  with  one  of  the  most  cherished 
deductions  in  the  tax  code,  the  one  for  mortgage  interest.  It's 
supposed  to  foster  home 


*—S9  «a^D  mJB  *JB  atft  •» 


ownership.  In  practiced 
hands,  however,  it  becomes 
a  crafty  arbitrage.  Take  out 
an  extra-large  mortgage 
and  invest  the  money.  You 
get  a  deduction  for  the 
mortgage  interest  worth  35 
cents  on  the  dollar,  but  your  -5  ^5  ""5  - 

investment  income  is  taxed 

at  only  1 5  cents  on  the  dol-  —a  —58  -a       -s»  — a  ■ 

lar.  Ira  Carnahan  explains  _a  ~a  _a  — »  s» 

this  gimmick  on  page  236. 

The  next  step  involves  Health  Savings  Accounts.  With  one 
of  these  your  employer  offers  a  lower-cost  health  insurance 
policy  with  a  very  high  deductible — say,  $5,000.  You  can  now 
put  $5,000  pretax  out  of  your  paycheck  into  the  HSA.  The  HS/ 
compounds  tax  free,  and  withdrawals  can  be  used  at  any  time 
tax  free,  to  pay  medical  bills.  The  worthy  goal  here  is  to  nudge 
people  toward  health  insurance  that,  while  fully  covering 
them  for  catastrophic  medical  problems,  makes  them  very 
cost  conscious  about  small  ones. 

If  you  and  your  family  stay  out  of  the  doctor's  office  for  a 
year,  you'll  have  $5,000  saved  up.  If  you  do  run  up  small  med- 
ical bills,  you're  supposed  to  draw  down  the  HSA  to  pay  them. 
Crafty  taxpayers,  however,  won't  use  the  HSA  for  its  intended 
purpose.  As  Carrie  Coolidge  explains  on  page  240,  there's 
nothing  to  stop  you  from  letting  the  $5,000  a  year  in  contri- 
butions pile  up  while  you  pay  for  drugs  and  doctors  out  ol 
your  wallet. 

What  if  you  don't  have  the  cash  to  pay  the  doctor?  Go 
back  to  tax  gimmick  number  one.  Just  carry  a  larger  mortgage 
balance  than  you  otherwise  would.  Deduct  the  mortgage 
interest,  while  the  offsetting  HSA  is  taxed  not  at  35%,  not  at 
15%,  but  at  0%.  Arbitrage. 

For  this  scheme  to  really  work,  you  have  to  eventually  use 
the  HSA  for  medicine.  In  retirement,  you  could  use  it  for 
medical  costs  not  covered  by  Medicare.  Will  those  bills  be 
large?  Yes,  if  Medicare  goes  bankrupt  and  is  taken  away  from 
prosperous  citizens  like  you.  I'm  something  of  a  cynic  on 
that  score. 

lr*  editor 
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mith  Barney  Financial  Consultants  have  an  average  of  15  years  in  the  financial  industry.  Few  people  actually  stumble  into 
ealth.  It  takes  persistence,  tenacity,  and  a  tireless  work  ethic.  Not  surprisingly,  the  same  qualities  that  have  helped  you 
jcceed  are  the  ones  we  demand  of  our  Financial  Consultants.  Because  in  the  end,  luck  has  little  to  do  with  success, 
takes  experience  and  hard  work.  Pure  and  simple.  Visit  us  at  smithbarney.com. 

THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT."    jsjj^f ]-[ BARNEY 
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The  Granddad 

Since  their  launch  in  1993,  exchange  traded  funds  (ETFs)  have  become  one  of  the  world's  fastest  grc 
the  highest  market  value  among  the  more  than  140  ETFs  that  exist  today.  Each  Spider  puts  the  strenc 
Spiders  are  tax-efficient  and  have  low  management  feesr  Like  stocks,  they  can  be  traded  all  day  long,  and  of  cc 
www.SPDR.com. Ticker  symbol  Amex:SPY.The  entire  S&P  500  in  every  share. 


State  Street 
Global  Advisors 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  car 
1-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  *Usual  brokerage  commission  ap 

The  McGraw-Hill  Companies,  [i  ed  for  use  hy  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endors  n,t 

ALPS  Distributors,  Inc.,  a  registi  iker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 


iy  of  all  ETF 

stments.  It  all  started  with  Spiders  (SPY),  the  first  of  the  species.  As  powerful  as  ever,  Spiders  still  have 
entire  S&P  500  to  work  in  your  portfolio.  That's  500  of  America's  leading  companies  in  every  share. 
5rs  are  subject  to  similar  risks.  This  granddaddy's  been  around,  but  can  still  add  some  muscle  to  any  portfolio. 


AMERICAN 

STOCK  EXCHANGE 


re  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  call 

inception  in  1993,  the  SPDR  Trust  has  distributed  only  $0.16  in  short  and  long-term  capital  gains.  S&P  500"  and  SPDR*  are  trademarks  of 
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Pill  Peril 


I  applaud  "Just  Say  No!"  (Nov.  29,  p.  102)  for  its  clear  explanation  of  what 
we've  all  long  suspected:  Vegetables  and  exercise  are  good  for  you.  As  a  47- 
year-old  geezer  with  the  usual  health  issues,  regular  running,  broccoli  and 
whole  grains  have  generally  kept  me  fit  and  ready  for  the  daily  mix-up  I 
encounter  in  running  my  business.  I  take  only  one  drug,  but  as  I'm  using  it 
without  a  prescription,  I'm  not  at  liberty  to  tell  you  which  one.  Bravo  on  a 
job  well  done. 

STEVE  LAFLER 
Chief  Executive,  Hey  Activewear 
Oakland,  Calif. 

Lipitor  and  other  drugs  save  millions  of  lives.  Many  people  have  no  alterna- 
tive to  taking  drugs  because  of  medical  conditions  related  to  family  history. 
Osteoporosis  medication  prevents  fractures  and  saves  money.  People  who 
can't  sleep  are  less  productive — they  would  love  to  avoid  pills  but  cannot. 
Tell  an  asthmatic  that  it's  all  in  his  head.  The  bottom  line  is  that  drugs  save 
the  health  care  system  billions. 

J.P.  LARWETH 
Chicago,  III. 


Gifted  Strategy 

I  commend  you  for  addressing  the  issue 
of  strategic  philanthropy  in  "Stupid  Tax 
Tricks"  (Nov.  1,  p.  86)  and  advising 
readers  that  not  all  philanthropic  plan- 
ning strategies  may  be  appropriate. 
However,  philanthropy  is  about  more 
than  maximizing  tax  deductions  or 
investment  returns.  Strategic  philan- 

.iropy  not  only  allows  individuals  to 
embrace  their  value-based  motivations, 
but  also  enables  them  to  do  so  in  a 
lghtful  and  planned  manner.  Strate- 
gies like  donor-advised  funds  introduce 

onors  to  the  positive  impact  of  philan- 


thropy throughout  their  lifetimes. 
Delaying  those  giving  decisions  until 
late  in  life  or  at  death  robs  donors  of 
seeing  their  philanthropy  in  action.  Our 
program,  the  Merrill  Lynch  Commu- 
nity Charitable  Fund,  uses  the  expertise 
and  advice  of  community  foundations. 
This  kind  of  investing  offers  an  immea- 
surable return  that  may  outstrip  even 
the  best  portfolio  investment  return. 

DAVID  E.  RATCLIFFE 
Director,  Merrill  Lynch  Center  for 
Philanthropy  & 
Nonprofit  Management 
Hopewell,  N.J. 


O  R  B  E  S  ■  December  13, : 


Readers  Say 


Strumming  up  tax  credits:  Ani  DiFranco. 

No  Rockettes  Expected 

"Righteous  Tax  Credit"  (Nov.  29,  p.  172) 
mischaracterizes  the  salvation  of  Buffalo's 
Asbury  Delaware  Church.  This  historic 
church  occupies  a  pivotal  location  in  a 
genuinely  poor  neighborhood  in  a  strug- 
gling city.  The  area  is  far  from  "gentrify- 
ing."  The  church  will  remain  a  landmark, 
house  Righteous  Babe  Records  and  create 
a  performance  space  that  will  attract  new 
businesses.  It  will  also  be  a  cornerstone  of 
an  emerging  arts  district.  New  Markets 
Tax  Credits  are  a  tool  for  harnessing  pri- 
vate capital  to  rebuild  some  of  the  tough- 
est urban  and  rural  areas  in  America. 
Let's  give  them  a  fair  chance. 

ROBERT  POZNANSKI 
President,  New  Markets  Support 
New  York,  NY. 

Wider  Margin  for  This  Wafer 

In  "Taking  on  a  Monster"  (Nov.  15, 
p.  121)  you  describe  experimental  new 
treatments  for  glioblastoma  multiforme 
(GBM),  the  most  aggressive  form  of  brain 
cancer.  But  you  significantly  understate 
the  clinical  effectiveness  of  Gliadel  Wafer 
treatment.  When  compared  with  patients 
in  a  control  group,  the  average  patient 
who  received  the  treatment  at  the  time  of 
first  surgery  lived  an  additional  2.3 
months.  At  the  three-year  time  point  in 
the  study  Gliadel  patients  were  five  times 
more  likely  to  be  alive  than  those  in  the 
control  group.  Also,  by  calling  the  results 
of  the  experimental  therapies  "far  more 
encouraging,"  you  inadvertendy  compare 
the  results  of  these  compounds  with 
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those  of  the  Gliadel  Wafer.  The  FDA  gen- 
erally considers  such  indirect  compar- 
isons misleading. 

CRAIG  SMITH,  M.D. 
Chief  Executive 
Guilford  Pharmaceuticals 
Baltimore,  Md. 

Dirty  Admission 

As  the  founder  of  a  growing  direct  sales 
party  company,  I  was  excited  to  read  "The 
Party  That  Crashed  Retailing"  (Nov.  1, 
p.  80).  But  I  was  disappointed  by  the  way 
home  party  businesses  were  portrayed. 
The  featured  company  in  your  article 
seems  to  focus  on  bringing  fun  and 
awareness  to  an  embarrassing  product 
line.  They  have  obviously  found  fortune 
from  "Sex  sells."  Don't  get  me  wrong. 
Customers  do  find  themselves  getting 
dirty  with  our  line  of  gardening  products. 

ANNETTE  PELLICCIO 
Founder,  The  Happy  Gardener 
Ashland,  Va. 

Dangerous  Prescription? 

In  "Lilly's  Big  Fat  Risk"  (Nov.  15,  p.  60) 
it's  unfortunate  you  chose  not  to  include 
comments  from  Lilly  or  differing  view- 
points from  additional  physicians. 
Schizophrenia  and  bipolar  disorder  can 
be  devastating  not  just  to  patients  but  to 
family  members  and  caregivers.  It  is  diffi- 
cult enough  to  persuade  patients  to  stick 
with  their  treatment  programs.  Your 
story  could  cause  vulnerable  patients  to 
discontinue  their  lifesaving  medication 
without  consulting  a  doctor. 

IOHN  HAYES,  M.D. 
Executive  Director 
Neuroscience  Platform  Team,  Eli  Lilly 
Indianapolis,  Ind. 

Shortchanged 

In  "Power  Broker"  (Nov.  15,  p.  180)  we 
stated  that  the  purchase  price  of  a  pipe- 
line bought  by  Dynegy  was  $1.5  billion. 
Dynegy's  assumed  debt  of  $900  million 
was  not  calculated  into  the  price,  which 
was  actually  $2.4  billion. 


Forbes 

Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
}  Please  include  address  and  phone  number. 

POWERED 


(iQue  3600.  shown  actual  size) 


The  skinny  on  iQue® 
GPS-enabled  PDA. 

Packed  with  unique  organizer  features 
like  detailed  maps,  car  navigation  and 
route-to  appointments,  the  slender  iQue 
fits  today's  busy  business  profile. 


GflRMIN 


NASDAQ  GRMN 


Success  is  being  in  the  right  place, 
at  the  right  time. 

Palm  OS*-based  PDA  meets  street-smart  GPS  navigator.  And  your  days  of  asking 
for  directions  are  history.  The  Garmin  iQue®3600  and  3200  can  remind  you  of  an 
appointment,  show  the  location  on  a  brilliant  color  map,  and  then  guide  you  there 
with  turn-by-turn  directions  and  voice  prompts.  You  can  even  look  up  street 
addresses,  restaurants,  ATMs  or  the  nearest  coffeehouse.  With  the  iQue  3600  you 
can  record  comments  from  your  client  meeting  or  just  kick  back  and  listen  to  tunes 
on  the  MP3  player.  All  this  in  a  sleek  mobile  device-simply  brilliant. 
iQue.  The  smart  way  to  navigate  your  day.,M 

Go  to  www.garmin.com  for  more  information. 


1-Hour  Carpet  DrydMning 
S»rvK«  (P«t*onal  5ervK(J 
5830  Woodion  Rd 
Mosmv  KSt6!0i 
9IJ-»J-»I7  


A  "find"  feature 
lets  you  search 
for  and  drive  to 
areas  of  interest 


COMPUSf    fg)  RadioShack 


GflRMIN 


NASDAQ  GRMN 


Maybe  the  way  we  work 
isn't  working. 

Enter  the  Intelligent  Document  Platform  from  Adobe. 
The  bridge  between  the  paper  and  digital  worlds. 
Suddenly,  documents  become  smarter  and  infinitely 
more  useful.  Important  data  is  made  secure.  And 
information  intuitively  travels  where  it's  needed,  as 
it's  needed,  all  on  its  very  own.  It's  simplicity  at  work. 
The  Intelligent  Document  Platform.  Better  by  Adobe: 


See  how  others  are  crossing  the  paper  to  digital  bridge  at  adobe.com/idp. 


EXCEEDING  EXPECTATIONS 


[ANOTHER  REASON  PSEG  HAS  WALL  STREET'S  ATTENTION] 


These  days  everyone  talks  about 


increasing  shareholder  value.  But  at 


PSEG,  "increasing  shareholder  value" 


isn't  merely  a  buzzword  but  rather  our  long-standing  mission.  The  results  bear 


this  out.  We  have  paid  annual  dividends  for  98  consecutive  years.  Ninety-eight. 


What's  more,  over  the  past  five  years  PSEG  shareholders  have  enjoyed  a  total 


annual  return  of  more  than  6  percent,  outpacing  three  major  market  indices. 


And  we're  constantly  striving  to  do  even  better.  After  all,  there's  only  one  thing 


more  satisfying  than  reaching  your  goals:  surpassing  them. 

We  make  things  work  for  you. 


www.pseg.com 


of  Dow  Jones.  S&P  500  is  a  registered  trademark  of  the  McGraw-Hill  Companies,  Inc. 

*S&P  500  Electric  Utilities  Index. 
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Fact  and  Comment 


By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


Playing  With  Fire 


THE  ADMINISTRATION  AND  THE  FEDERAL  RESERVE  HAD  BETTER 
act  soon  to  shore  up  the  U.S.  dollar.  The  dollar  is  deteriorating 
almost  daily  against  the  euro  and  the  yen.  A  panic  attack  on 
greenbacks  is  imminent  if  the  Fed  doesn't  act  soon  to  mop  up 
excess  liquidity.  The  last  thing  we  need  now  is  a  currency  crisis. 
John  Kennedy  had  it  right  40  years  ago  when  he  observed  that 
strong  states  have  sound  currencies. 

We  are  already  suffering  from  a  mild  inflation,  thanks  to  Alan 
Greenspan's  over-printing  of  the  greenback  The  surge  in  oil  prices 
was  not  just  a  result  of  strong  buying  from  China  and  India;  it  was 
classic  inflation.  Inflation  does  not 
hit  the  economy  evenly;  it  impacts 
certain  sectors  very  unevenly. 
When  oil  prices  started  to  move 
up,  buyers  began  to  buy  more, 
figuring  they  would  save  money 
because  prices  would  go  even 
higher.  Hedge  funds  and  other 
speculators  jumped  in,  which  sent 
the  price  up  even  more.  China, 
India  and  others  began  buying 
extra  oil  for  fear  they  might  get 
caught  short  of  the  stuff,  which  would  hurt  their  economies.  The  oil 
fever  is  tapering  off,  as  is  the  inflationary  fever  that  hit  the  steel  indus- 
try and  international  shipping.  Other  commodities,  though,  are 
starting  to  feel  the  impact  of  Greenspan's  excessive  money  creation. 

America's  misguided  Treasury  Department  mistakenly  believes 
a  cheaper  dollar  will  mean  a  better  trade  balance.  Our  Treasury 
mandarins  forget  that  the  inflation  we  suffer  at  home  will  cost  us 
more  than  whatever  temporary  advantage  we  gain  on  our  trade 
accounts  from  a  devalued  dollar.  They  forget  that  foreign  investors 
pump  hundreds  of  billions  of  dollars  into  our  economy  each  year. 
A  weak  dollar  will  disrupt  these  economy-strengthening  inflows. 

Inflation  will  also  mean  higher  long-term  interest  rates,  which 
will  hurt  housing  in  particular  and  the  economy  in  general. 

Too  many  economists  can't  fathom  that  trade  numbers  in 


President  Kennedy  instinctively 
dollar.  Will  President  Bush?  Our 


and  of  themselves  are  meaningless.  For  most  of  our  400  years 
we  have  had  trade  deficits,  yet  we're  the  mightiest  nation  that's 
ever  existed.  They  must  be  put  into  context. 

Much  of  our  trade  involves  company  divisions'  buying  and 
selling  among  themselves.  Analysts  tend  to  ignore  a  crucial  com- 
ponent of  current-account  flows:  U.S.  multinationals'  selling 
their  products  from  one  foreign  country  to  another.  Intel,  for 
instance,  has  a  major  chip  plant  in  Malaysia  that  exports  part  of 
its  output  to  Japan.  This  helps  Intel,  an  American-based  com- 
pany. That  transaction,  though,  does  not  show  up  in  traditional 

current-account  statistics. 

Our  inflation  is  coursing 
through  other  countries  that  are 
tied  to  the  dollar,  most  ominously 
and  spectacularly  China.  Infla- 
tionary prices  there  aren't  going 
to  do  anyone,  particularly  Chi- 
nese liberal  reformers,  any  good. 

We  can  be  thankful  that  the 
European  Central  Bank  and  the 
Bank  of  Japan  are  resisting 
the  temptation  to  follow  our 
currency  debasement  with  their  own.  That  would  simply  set  up 
a  replay  of  the  global  inflation  of  the  1970s.  The  Federal  Reserve 
can  nip  this  thing  fairly  quickly  by  selling  more  bonds  from  its 
portfolio,  thereby  removing  excess  cash  from  our  banking  sys- 
tem. You'll  know  Greenspan  &  Co.  is  doing  its  job  right  when  the 
price  of  gold — the  best  barometer  of  monetary  disturbance — 
falls  below  $400  an  ounce.  (Gold's  ten-year  average  price  is  $330.) 

Currencies  should  be  stable  in  value,  just  as  an  hour  has  60 
minutes,  a  foot  has  12  inches.  Imagine  what  life  would  be  like  if 
we  floated  the  hour.  One  can  almost  imagine  the  idiots  savants 
at  the  Treasury  Department  recommending  we  add  10  minutes 
to  the  hour.  Then  we'd  get  more  economic  output  at  no  cost — 
what  a  boon  to  productivity!  What  a  great  thing  for  profits! 
A  stable  dollar  should  be  our  unshakable  policy. 


understood  the  need  for  a  sound 
economy  depends  upon  it. 


Empowered  Patients  Will  Save  Health  Care 


ONE  HUGE  CHANGE  THAT  WILL  TRANSFORM  HEALTH  CARE 
delivery — Health  Savings  Accounts — should  not  be  strangled  in 
its  crib.  HSAs  allow  companies  and  employees  to  set  aside 
money  in  accounts,  individually  owned  by  employees,  to  meet 
medical  expenses.  The  money  in  the  accounts  grows  tax  free  and 
can  be  spent  tax  free.  Companies  can  then  buy  high-deductible 
health  care  insurance  policies  that  are  significantly  cheaper  than 
today's  traditional  policies. 


In  mid-October  the  New  York  Times  said  that  HSAs,  which  were 
permitted  by  law  late  last  year,  have  been  slow  to  take  off  and  implied 
that  we  should  stick  with  the  old,  broken  model.  The  article's  thrust 
is  off  base.  Individual  sales  are  expanding  briskly.  Many  businesses 
haven't  yet  worked  through  all  the  details  of  setting  up  HSAs.  These 
devices  will  take  off  as  companies  realize  that  HSAs — which  give 
consumers  a  monetary  stake  in  getting  the  best  value  for  their  health 
care  dollars — will  both  save  money  and  provide  better  coverage. 
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Fact  and  Comment 


Euchring  the  Elderly 


CONGRESS  THIS  YF.AR  HAS  FAILED  TO  INCREASE  THE  ELIGIBILITY 
age  for  contributions  and  for  required  minimum  distributions 
from  IRAs,  401(k)s,  annuities  and  other  retirement  plans,  side- 
tracking bills  that  would  have  raised  the  age  from  70^  to  75  or 
abolished  the  age  limit  altogether.  The  ostensible  reason  no 
action  was  taken  is  that  stretching  out  required  payouts  would 
increase  the  budget  deficit. 

Washington's  greed  for  our  cash  has  no  bounds,  which  makes 


the  passage  of  the  much-maligned  Bush  tax  cuts  of  2003  seem 
nearly  a  miracle.  Next  year  Congress  shouldn't  settle  for  increas- 
ing the  age  limit;  it  should  abolish  it,  which  is  just  what  one  of 
the  bills,  proposed  by  Representative  Jim  Saxton  (R-N.J.),  would 
have  done.  You,  not  Washington,  should  decide  when  to  retire 
and  when  to  tap  into  your  benefits.  Let's  hope  the  second-term 
Bush  White  House  will  include  this  provision  as  part  of  a  major 
overhaul  of  our  ever-increasingly  incomprehensible  tax  code. 


Immigration— Essential  to  Our  Nation 


SEVERAL  MONTHS  AGO  MY  SIBLINGS  AND  I  REALIZED  2004 
would  mark  the  100th  anniversary  of  our  Scottish  immigrant 
grandfather — and  FORBES  magazine  founder — B.C.  Forbes' 
arrival  in  America.  We  thought  it  would  be  appropriate  to  create 
an  award  in  his  name  to  honor  extraordinary  contributions  to 
America  that  have  been  made  by  an  immigrant.  The  first  recip- 
ient is  Rupert  Murdoch,  the  exceptional  entrepreneur  who 
created  media  giant  News  Corp.  At  a  dinner  last  month 
Murdoch  formally  received  the  award  following  a  wonderful 
introduction  by  former  New  York  City  mayor  Rudolph  Giuliani. 

Murdoch's  acceptance  re- 
marks focused  on  immigration. 
He  made  several  telling,  if  not 
always  politically  popular,  ob- 
servations that  we  should  all 
ponder.  He  noted  that,  "These 
days  it's  not  always  easy  to  talk 
about  the  benefits  of  immigra- 
tion, especially  since  9/11.  But 
surely  a  nation  as  great  as  Amer- 
ica has  the  wit  and  resources  to  distinguish  between  those  who 
come  here  to  destroy  the  American  dream — and  the  many  mil- 
lions more  who  come  to  live  it."  Immigrants  and  first-generation 
Americans  are  disproportionately  represented  in  our  institutions 
of  higher  learning,  especially  in  the  fields  of  science  and  engineer- 
ing. Nearly  half  the  engineering,  math  and  computer  science 
Ph.D.s  working  in  the  U.S.  are  foreign  born.  Some  60%  of  our  top 
students  in  science  and  65%  in  math  are  children  of  immigrants. 

Murdoch  rightly  pointed  out  that  it's  not  just  immigrants  at 
the  top  of  these  critical  professions  who  contribute  to  the  well- 


B.C.  Forbes  Award  recipient  Rupert  Murdoch,  flanked  by  brothers 
Bob,  Steve,  Kip  and  Tim  and  sister,  Moira  Mumma. 


being  of  our  nation.  Immigrants  from  all  walks  of  life  con- 
tribute. "In  my  book,"  Murdoch  said,  "anyone  who  comes  here 
and  gives  an  honest  day's  work  for  an  honest  day's  pay  is  not 
only  moving  himself  closer  to  living  the  American  dream,  he's 
helping  the  rest  of  us  get  there,  too."  Free-enterprise  economics 
is  not  a  zero-sum  game.  Murdoch  movingly  cited  the  examples 
set  by  three  individual  Marines — Asian,  Arab  and  Latino — "all 
united  in  the  mission  of  protecting  the  rest  of  us." 

"Frankly,  it  doesn't  bother  me  in  the  least  that  millions  of 
people  are  attracted  to  our  shores.  What  we  should  worry  about 

is  the  day  they  no  longer  find 
these  shores  attractive." 

He  applauded  President 
Bush's  desire  to  push  immigra- 
tion reform.  "Politically  speak- 
ing, a  guest-worker  plan  is  no 
easy  thing.  [But]  what  we  need 
to  do  first  is  make  it  easier  for 
those  who  seek  honest  work  to 
do  so  without  having  to  disobey 
our  laws.  Such  a  policy  would  help  our  security  forces  to  stop 
wasting  resources  on  hunting  down  Mexican  waitresses  and  start 
devoting  them  to  tracking  the  terrorists  who  really  threaten  us. 

"[This  policy  also]  would  help  the  economy  by  providing 
America  with  the  labor  and  talent  it  needs." 

Murdoch  movingly  concluded:  "If  B.C.  Forbes  were  with  us 
tonight,  surely  he  would  agree  that  this  award  is  not  so  much 
about  commemorating  the  opportunity  America  gave  him  in 
the  20th  century.  It's  about  ensuring  the  same  opportunity  con- 
tinues in  the  21st." 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Ccoke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  ChinChin-216  East  49th  St.  (Tel.:  212-888-4555).  In  a  serene 
setting  with  sleek  lines  accented  by  wonderful  black-and-white 
photographs,  the  food  is  perfectly  prepared  and  presented.  Try 
such  delicious  standards  as  Peking  duck,  sesame  noodles, 
Crand  Marnier  shrimp  and  pickled  jellyfish. 

•  Vento  Trattoria-675  Hudson  St.,  at  14th  St.  (Tel.:  212-699- 
2400).  Very  tasty  Americanized  Italian  fare.  The  insalata,  made 
with  pears,  gorgonzola,  walnuts  and  white  balsamico,  hits  the 


right  note  to  start;  the  generous  rib-eye  is  cooked  to  perfec- 
tion; parma  pizza  with  arugula  and  prosciutto  is  first-rate  and 
the  lemon  tart  and  the  semifreddo  are  worth  every  calorie. 
•  Matsuri-Maritime  Hotel,  369  West  16th  St.  (Tel.:  212-243- 
6400).  High  style  reigns  in  this  green-tiled  subterranean  room, 
with  crowds  equal  to  the  environment.  Try  the  delicious  lotus 
roots  in  soy  sauce,  red  pepper  and  sake  and  the  superb  tuna 
steak.  This  spot  is  hot — you're  surely  not  in  Kansas  anymore.  F 
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THIS  CHRISTMAS 

TRY  A 

MIRACLE 

ON  YOUR 

STREET 


A1  DIAMOND  IS  FOREVER 


<>THE   FOREVERMAR-K   IS   USED   UNDER  LICENSE. 


WWW.  A  D  I  A  MO  NDISFOREVER.COM 


We're  not  just  breaking 
lew  ground 

■  Toyota's  eight  U.S.  manufacturing  plants  are 
3tting  the  standards  for  building  quality  into  every  vehicle  we  produce.  Today,  eight  Toyota  models  are  manufactured  in  the 
.S.  and  last  year  alone  we  built  more  than  a  million  vehicles  here* 

ince  we  first  began  doing  business  in  America,  Toyota  has  been  committed  to  reinvesting  into  the  local  economy, 
hrough  manufacturing,  sales  and  marketing,  research  and  design  facilities,  as  well  as  our  purchasing  from  local  suppliers, 
re're  creating  jobs  and  opportunities  in  communities  across  America.  And  with  new  plants  under  construction  in 
an  Antonio,  Texas  and  Jackson,  Tennessee,  we'll  continue  to  break  new  ground  every  day. 

yota  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  ©2004 
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Other  Comments 


There  is  no  duty  we  so  much  underrate  as  the  duty  of  being  happy. 

—ROBERT  LOUIS  STEVENSON 


Day  of  Reckoning  The  trade  deficit  has  absolutely  no 
impact  on  the  value  of  the  dollar.  The  value  of  the  dollar  is 
determined  by  monetary  policy.  If  the  Fed  supplies  more  dol- 
lars than  the  world  demands,  the  value  of  the  dollar  falls.  And 
with  gold  near  $440  an  ounce,  it  is  clear  that  there  are  too  many 
dollars  in  the  world.  Inflationary  pressures  are  building  beneath 
the  radar  screens  of  most  investors  because  they  are  focused  on 
the  trade  deficit,  not  the  Fed.  Some  day  soon  this  will  lead  to  a 
day  of  reckoning,  but  that  day  will  not  be  due  to  the  trade 
deficit,  it  will  be  due  to  excessively  accommodative  Fed  policy. 

—BRIAN  S.  WESBURY,  chief  economist, 
Griffin,  Kubik,  Stephens  &  Thompson 

A  Growing  Impotence  UN  Secretary-General  Kofi 

Annan  described  the  war  with  Iraq  as  an  "illegal"  violation  of 
the  UN  Charter  in  a  Sept.  16  interview  with  the  BBC,  adding 
that  "I  hope  we  do  not  see  another  Iraq-type  operation  for  a 
long  time."  Annan's  ill-considered  jibe  undercuts  efforts  to  sta- 
bilize postwar  Iraq  that  have  been  endorsed  by  the  UN  Security 
Council.  It  stigmatizes  the  embryonic  Iraqi  government,  while 
strengthening  the  hand  of  Iraqi  insurgents  and  foreign  terror- 
ists determined  to  strangle  democracy  in  Iraq  and  inflict  a  defeat 
on  the  U.S.-led,  UN-backed  security  force  in  the  country. 

Kofi  Annan's  attack  on  the  United  States  over  its  decision  to 
go  to  war  with  Iraq  is  indicative  of  the  insecurity  running  through 
the  corridors  of  power  (or  what's  left  of  them)  at  the  UN  head- 
quarters in  New  York.  The  prestige  and  reputation  of  the  UN  is 
running  at  an  alltime  low.  The  world  organization  failed  spectac- 
ularly to  deal  with  the  Iraqi  dictatorship  under  Saddam  Hussein, 
is  failing  to  provide  leadership  in  disarming  Iran  and  is  weak- 
kneed  in  the  face  of  genocide  in  the  Sudan.  At  the  same  time,  the 
UN  faces  serious  allegations  of  mismanagement  and  corruption 
relating  to  its  administration  of  the  Iraq  Oil-for-Food  Program. 


"Naughty  or  nice?  My  lawy<   mil  answer  that." 


The  UN  is  a  world  body  in  steep,  possibly  terminal  decline,  strug- 
gling for  relevance  in  the  21st  century,  and  Mr.  Annan's  remarks 
only  further  underline  his  organization's  growing  impotence. 
—JAMES  PHILLIPS  and  NILE  GARDINER,  Heritage  Foundation 

Seasons  of  Delight  The  things  we  do  at  Christmas  are 
touched  with  a  certain  extravagance,  as  beautiful,  in  some  of  its 
aspects,  as  the  extravagance  of  Nature  in  June. 

—ROBERT  COLLYER 

A  Second-Term  Economy  Entrepreneurial  growth — 

through  innovation  and  flexibility — is  not  a  job  slayer  in  the  economy. 
Over  the  past  25  years  in  the  U.S.,  a  67%  increase  in  productivity  and 
the  higher  wages  that  accompany  that  gain  occurred  alongside  the  cre- 
ation of  40  million  new  jobs.  Good  public  policy  can  support  Amer- 
ica's entrepreneurial  growth  machine.  Support  for  basic  research  and 
education  and  skill  development  are  important  priorities.  Monetary 
policy  that  promotes  low  and  stable  inflation  mitigates  cycles  that 
can  dampen  growth  and  business  formation.  Well-functioning 
financial  markets  make  it  possible  to  spread  risks  and  increase 
business  flexibility;  policy  should  not  make  this  flexibility  cosdy.  The 
tort  system  taxes  innovation  and  risk-taking  and  should  be  reformed 
Periods  of  growth  are  always  accompanied  by  change.  The  sec- 
ond Bush  term  can  play  a  constructive  role  to  help  citizens  cope  with 
change.  The  President's  earlier  proposal  for  Personal  Reemployment 
Accounts  would  complement  Unemployment  Insurance  by  giving 
an  individual  likely  facing  a  long  spell  of  unemployment  funds  for 
individually  chosen  training  and  a  bonus  for  early  reemployment 
Health  Savings  Accounts  offer  the  beginning  of  more  portable,  in- 
dividually chosen  health  insurance  not  tied  to  a  specific  employer. 
And  the  stronger  savings  incentives  the  President  has  proposed  give 
individuals  a  chance  to  build  up  larger  portable  retirement  benefits. 
— R.  GLENN  HUBBARD,  dean,  Columbia  Business  School, 

Wall  Street  Journal 

America's  Closest  Friends  Of  all  our  allies  in  the 

world,  which  is  the  only  one  to  have  joined  the  U.S.  in  the  foxhole  in 
every  war  in  the  past  100  years?  Not  Britain,  not  Canada,  certainly  not 
France.  The  answer  is  Australia.  Australia  does  not  share  only  a  com- 
munity of  values  with  the  U.S.  It  understands  that  its  safety  rests  ul- 
timately on  a  stable  international  structure  that,  in  turn,  rests  not  on 
parchment  treaties  but  on  the  power  and  credibility  of  the  U.S.  Which 
is  why  Australia  is  with  us  today  in  both  Afghanistan  and  Iraq. 

—CHARLES  KRAUTHAMMER,  Washington  Post 

The  Declared  Winner  Is...  Our  children  await 

Christmas  presents  like  politicians  getting  election  returns;  there's 
the  Uncle  Fred  precinct  and  the  Aunt  Ruth  district  still  to  come  in. 

— MARCELENE  COX,  Ladies '  Home  Journal  ( 1 950 )  F 
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Style  that  belongs  in  a  Museum  of  Modern  Art. 


Substance  that's  unmistakably  Polyco 


Introducing  the  Polycom  VSX ™  3000  video  conferencing  system  for  the  executive  desktop. 

The  style  you  want.  The  performance  you  deserve.  The  incredible  VSX  3000  has  it  all.  With  unparalleled  TV-quality  video 
and  crystal  clear  CD-like  audio,  you  can  make  the  greatest  impact  without  leaving  the  office.  This  easy-to-use  video 
conferencing  system  has  another  amazing  advantage  -  it  doubles  as  your  PC  monitor.  With  an  ultra-large  screen  yet 
sleek,  small  footprint,  it's  perfect  for  executive  suites  and  remote  offices.  But  what  else  would  you  expect  from  Polycom? 
No  other  company  offers  you  integrated  video,  voice,  data,  and  Web  communications  that  allow  you  to  connect, 
conference,  and  collaborate  anyway  you  want.  It's  our  commitment  to  making  distance  communications  as  natural  and 
effective  as  being  there.  Maybe  even  better. 

For  information  call  1-877-POLYCOM  or  visitwww.polycom.com.  To  see  how  other  companies  like  yours  have  benefited 
from  Polycom  video  conferencing  visit  www.polycom.com/forbes. 


Connect.  Any  Way  You  Want. 


POLYCOM 


©2004  Polycom,  Inc.  All  rights  reserved.  Polycom  and  the  Polycom  logo  are  registered  trademarks  and  VSX  is  a  trademark  Of  Polycom,  Inc. 
in  the  U  S',  and  various  countries.  All  other  trademarks  are  the  property  of  their  respective  owners. 


A  global  financial  firm  that  works  with  you  like  a  two-person  organization?  At  UBS, 
this  is  what  our  business  is  all  about.  It's  an  advisor  who  actually  takes  the  time 
to  understand  your  needs  and  goals.  It's  confident  decision-making,  governed 
by  unfashionable  concepts  like  thoroughness,  thoughtfulness,  intelligence  and 
rigor.  It's  having  ready  access  to  all  the  resources  of  one  of  the  world's  largest 
wealth  management  firms,  as  well  as  our  premier  global  asset  management 
business  and  our  award-winning  investment  bank.  It's  a  two-person  financial 
powerhouse  called  you  and  us.  www.ubs.com 
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UBS 
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Current  Events 


By  Caspar  W.  Weinberger,  Chairman 


Election  2004 


NOVEMBER'S  PRESIDENTIAL  ELECTION  SHATTERED  MANY  MYTHS 
(defined  here  as  "certainties  long  held  by  political  experts"): 

•  That  huge  numbers  of  new  eligible  voters  added  to  the  rolls 
were  mosdy  Democrats. 

What  happened?  Few  of  the  experts  paid  enough  attention  to 
the  actions  of  Karl  Rove,  President  Bush's  chief  political  strate- 
gist. Mr.  Rove,  correctly,  focused  on  how  many — and,  indeed, 
whether — supporters  of  the  President  were  going  to  the  polls  to 
vote.  He  put  together  one  of  the  most  successful  "get  out  the 
vote"  drives  in  U.S.  political  history.  He  was  quite  open  about 
what  he  was  doing  and  rather  clinically  told  reporters  who  both- 
ered to  ask  and  listen  how  many  Republicans,  new  and  old, 
would  be  visited  at  home  or  telephoned  to 
remind  them  to  vote  for  the  President. 

In  Nevada,  for  example,  Mr.  Rove's 
troops  made  130,000  contacts,  including 
100,000  targeted  phone  calls  and  30,000 
knocks  on  the  doors  of  homes  whose 
owners  appeared  to  be  less  actively  Bush- 
oriented  or  people  who  didn't  vote  at 
all.  Rove  made  similar  arrangements  in 
Florida.  Consequently,  support  for  Bush 
was  significantly  strengthened  over  the 
tiny  majorities  with  which  he'd  won  the 
state  in  2000.  Rove's  troops  also  helped  produce  large  GOP 
turnouts  in  Colorado  and  the  other  key  and  swing  states. 

•  Most  Americans  were  unhappy  with  the  war  in  Iraq,  and 
because  the  pundits  were  telling  them  almost  hourly  how  badly 
everything  was  going,  the  President  could  not  be  reelected. 

In  fact,  some  59  million  voters  voted  to  reelect  President 
Bush.  This  leads  to  two  possible  conclusions:  The  majority  of 
Americans  were  not  swayed  by  the  virtually  unanimous  media; 
and  the  majority  of  them  think  it  a  good  thing  that  Saddam 
Hussein  is  gone — something  that  would  not  have  happened 
without  "Mr.  Bush's  war." 

Voters  were  also  unimpressed  by  the  basically  absurd  Demo- 
cratic argument  that  our  successful  attack  on  Iraq  was  a  "diver- 
sion" from  the  war  on  terrorism,  not  a  vital  part  of  it.  The  Demo- 
crats, who  relied  on  the  essentially  academic  and  stale  argument 
within  the  intelligence  community  about  whether  or  not  there 
was  a  link  between  Saddam  Hussein  and  al  Qaeda,  didn't  per- 
suade many  voters  that  it  was  more  important  to  find  a  link  than 
it  was  to  remove  Saddam  Hussein  from  power.  The  "link"  they 
were  arguing  over  was  there  and,  simply,  is  this:  Saddam  Hussein 
and  al  Qaeda  are  all  terrorists.  (Incidentally,  I  wish  journalists  and 
others  would  use  the  correct  term  "terrorists"  instead  of  "insur- 
gents" or  "rebels"  or  other  similarly  inaccurate  euphemisms.) 


In  addition  to  blowing  away  many  formerly  accepted  "cer- 
tainties," the  majority  of  voters  assured  themselves  and  the 
world  that  for  the  next  four  years  at  least  we  will  be  governed  by 
policies  that  hold  these  tenets  to  be  true:  Lower  (and,  it  is  to  be 
hoped,  simplified)  taxes  encourage  economic  growth;  economic 
growth  is  fostered  through  a  business- friendly  approach  by  gov- 
ernment; growth  requires  more  energy,  which  means  develop- 
ing access  to  more  oil,  possibly  even  drilling  in  Alaska;  people 
should  have  the  right  to  invest  a  percentage  of  their  Social  Secu- 
rity taxes  in  private  accounts;  and  parents,  through  a  voucher 
system,  should  have  the  right  to  send  their  children  to  the 
schools — public  or  private — of  their  choice. 

While  all  of  these  policies  may  not 
come  to  fruition,  the  important  fact  is  that 
we  have  to  a  considerable  extent  elected 
leaders  who  believe  in  and  will  work  hard 
to  achieve  these  worthy  goals.  They  will  also 
strive  to  bring  democracy  and  harmony  to 
areas  of  the  Middle  East  that  would  other- 
wise remain  a  constant  threat  to  world 
peace  and  to  the  people  of  the  region. 
•  The  issue  of  moral  values  is  out  of  fashion. 

No  matter  how  many  highly  sophisti- 
cated people  tried  to  assert  this  notion, 
voters  cast  their  ballots,  59  million  in  favor  to  55  million 
opposed,  for  more  traditional  lifestyles  and  the  candidates  who 
espouse  those  values.  Eleven  states  voted  by  big  majorities  to 
ban  same-sex  marriages. 

Had  It  Gone  the  Other  Way 

Not  to  be  ungracious  to  Senator  John  Kerry — and  fully  recog- 
nizing how  hard  it  is  to  lose  and  how  correct  was  his  decision 
not  to  loose  any  of  his  10,000  lawyers  upon  the  land — it  is 
proper  to  note  a  few  of  the  "what  might  have  beens"  had  Mr. 
Kerry  and  his  followers  won.  The  UN  would  govern  far  too 
many  of  our  decisions;  our  tax  system  would  be  a  rehash  of  the 
populist,  class-warfare  approach  of  punishing  the  well-to-do 
that  was  pushed  unsuccessfully  by  Kerry  and  Al  Gore  before 
him;  neither  Social  Security  nor  our  health  care  programs 
would  receive  the  thoroughgoing  reform  which  they  so  desper- 
ately need;  and  thugs  like  Saddam  Hussein  would  go  on  ruling, 
unpunished,  because  too  many  UN  members  are  far  more  inter- 
ested in  trading  with  them  than  they  are  in  ousting  them. 

Many  other  conclusions  can  be  drawn  from  the  election,  but 
overall  it  is  fair  to  deduce  that  a  majority  of  the  electorate  prefer 
President  Bush's  vigorous  leadership  to  Senator  Kerry's  vague 
and  rapidly  changing  policy  proposals.  F 
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COURTYARD 
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ARCHITECTS  DESIGN 
MOST  HOTELS. 
ROAD  WARRIORS 
DESIGNED  OURS. 

Courtyard'  hotels  were  designe 
by  business  travelers,  for  busine: 
travelers.  That  means  our  conv. 
niently  located  hotels  have  perfect 
comfortable  rooms  complete  wit 
spacious  work  areas,  ergonom 
desk  chairs,  free  high-speed  Intern 
access*and  24-hour  business  servic< 
Everything  a  road  warrior  needs  1 
get  to  work  before  putting  the 
pants  on  in  the  morning.  Courtyai 
Our  rooms  were  made  for  you.SM 

IT'S  THE  MARRIOTT  W/0 


To  reserve  a  room 
with  free  high-speed 
Internet  access, 
call  1-800-MARRIOTT 
or  visit  Marriott.com. 


*Available  at  participating  hotels. 

©  2004  Marriott  International,  Inc. 


Digital  Rules 

By  Rich  Karlgaard,  publisher 


Conversation  With  a  Giant 


PETER  F.  DRUCKER  WAS  BORN  95  YEARS  AGO— CAN  IT  BE  POSSIBLE? 
Now  confined  to  a  walker  and  nearly  deaf,  Drucker  stopped  giving 
press  interviews  about  a  year  ago.  But  in  late  October  he  granted 
an  exception  to  FORBES,  thanks  to  the  urging  of  Dr.  Rick  War- 
ren, the  founder  and  head  of  the  Christian  evangelical  Saddleback 
Church  in  Lake  Forest,  Calif.  (The  Drucker-Warren  relationship 
may  surprise  many  readers,  but  it  goes  back  two  decades,  when 
the  young  minister  came  to  Drucker  for  advice.)  We  met  at 
Drucker's  surprisingly  spartan  home  in  Claremont,  Calif,  on  a 
recent  morning.  Drucker's  comments  on  leadership  follow. 

Ask  What  Needs  to  Be  Done.  Successful  leaders  don't  start  out 
by  asking,  "What  do  I  want  to  do?"  They  ask,  "What  needs  to  be 
done?"  Then  they  ask,  "Of  those  things 
that  would  make  a  difference,  which  are 
right  for  me?"  They  don't  tackle  things 
they  aren't  good  at.  They  make  sure 
those  necessities  get  done,  but  not  by 
them.  They  are  not  afraid  of  strength  in 
others.  Andrew  Carnegie  wanted  to  put 
on  his  gravestone:  "Here  lies  a  man  who 
attracted  better  people  into  his  service 
than  he  was  himself." 

Pick  the  Important  Things.  I've  seen  a 
great  many  people  who  are  exceedingly 
good  at  execution  but  exceedingly  poor 
at  picking  the  important  things.  They  are  magnificent  at  getting 
the  unimportant  things  done.  They  have  an  impressive  record 
of  achievement  on  trivial  matters. 

Avoid  Popularity  Traps.  Leaders  are  purpose-driven.  They 
know  how  to  establish  a  mission.  And  another  thing,  they  know 
how  to  say  no.  The  pressure  on  leaders  to  do  984  different  things 
is  unbearable,  so  the  effective  ones  learn  how  to  say  no  and  stick 
with  it.  As  a  result  they  don't  suffocate  themselves.  Too  many 
leaders  try  to  do  a  little  bit  of  25  different  things  and  get  nothing 
done.  They  are  very  popular  because  they  always  say  yes. 

Learn  to  Abandon.  A  critical  question  for  leaders  is,  "When  do 
you  stop  pouring  resources  into  things  that  have  run  their 
course?"  The  most  dangerous  traps  for  a  leader  are  those  near- 
successes,  where  everybody  says  if  you  just  give  it  another  big 
push  it  will  go  over  the  top.  One  tries  it  once,  one  tries  it  twice, 
one  tries  it  a  third  time.  But  by  then  it  should  be  obvious  this 
will  be  very  hard  to  do. 

Get  a  Secret  Office.  When  you  are  the  chief  executive,  you're  the 
prisoner  of  your  organization.  The  moment  you're  in  the  office, 
everybody  comes  to  you  and  wants  something.  And  it's  useless  to 
lock  the  door.  They'll  break  in.  Get  a  secret  office  elsewhere. 

How  Organizations  Fall  Down.  Organizations  fall  clown 


Peter  Drucker,  at  his  California  home,  expounds  on 
leadership  to  Dr.  Rick  Warren  and  Rich  Karlgaard. 


when  they  have  to  guess  what  the  boss  is  working  at,  and  invari- 
ably they  guess  wrong.  So  the  CEO  needs  to  say,  "This  is  what  I 
am  focusing  on."  Then  the  CEO  needs  to  ask  of  his  associates, 
"What  are  you  focusing  on?" 

Ask  your  associates,  "You  put  this  on  top  of  your  priority 
list — why?"  Make  sure  that  you  understand  your  associates'  pri- 
orities, and  make  sure  that  after  you  have  that  conversation  you 
sit  down  and  drop  them  a  two-page  note:  "This  is  what  I  think  we 
discussed.  This  is  what  I  think  we  decided.  This  is  what  I  think 
you  committed  yourself  to  within  this  particular  time  frame." 

The  Transition  From  Entrepreneur  to  Large-Company  CEO. 
Again,  let's  start  out  discussing  what  not  to  do.  Don't  try  to  be 
somebody  else.  By  now  you  have  your 
own  style.  This  is  how  you  get  things 
done.  Don't  take  on  things  you  don't 
believe  in  and  that  you  yourself  are  not 
good  at.  Learn  to  say  no.  Effective  leaders 
match  the  objective  needs  of  their  com- 
pany with  the  subjective  competencies 
available  to  them.  As  a  result  they  get  an 
enormous  amount  of  things  done  fast. 

How  Capable  Leaders  Blow  It.  One  of 
the  ablest  men  I  ever  worked  with — this 
is  a  long  time  back — was  a  German  pre- 
World  War  II  democratic  chancellor, 
Heinrich  Briining.  He  had  an  incredible  ability  to  see  to  the 
heart  of  a  problem.  But  he  was  very  weak  on  financial  matters. 
He  should  have  delegated  those  tasks,  but  he  wasted  endless 
hours  on  budgets  and  performed  poorly.  This  was  a  terrible  fail- 
ing during  a  depression,  and  it  led  to  Adolf  Hitler's  rise.  Never 
try  to  be  an  expert  if  you  are  not  one.  Build  on  your  strengths, 
and  find  strong  people  to  do  the  other  necessary  tasks. 

Charisma  Is  Overrated.  One  of  the  most  effective  American 
Presidents  of  the  last  100  years  was  Harry  Truman.  He  didn't 
have  an  ounce  of  charisma.  Truman  was  as  bland  as  a  dead 
mackerel.  But  everybody  who  worked  for  him  worshipped  him 
because  he  was  absolutely  trustworthy.  If  Truman  said  no,  it  was 
no,  and  if  he  said  yes,  it  was  yes.  And  he  never  said  no  to  one 
person  and  yes  to  the  next  one  concerning  the  same  issue.  The 
other  effective  President  of  the  last  100  years  was  Ronald  Rea- 
gan. His  great  strength  was  not  charisma,  as  is  commonly 
thought,  but  his  awareness  and  acceptance  of  exactly  what  he 
could  do  and  what  he  could  not  do.  F 

For  a  longer  version  of  this  interview,  go  to  www.forbes.com/extra  click  on  the  Drucker  link. 


F01"bCS  I  V'sit  R'ch  Karlgaard's  home  page  at  www.life2where.com 
^___.< :om  I  or  e-mail  him  at  publisher@forbes.com. 
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(S#f  the  tenor  sax  player  spent  the  night  before  the  recording  session 


wandering  the  streets  in  the  rain  with  a  pack  of  wet  cigarettes  and  a 
bottle  of  muscatel  because  his  woman  threw  him  out  for  spending 
the  rent  money  on  cigarettes  and  muscatel,  and  the  high  notes 


in  the  solo  section  of  the  second  track  are  painted  with  a 


deeper  shade  of  the  blues  than  can  be  found 


on  any  of  his  previous  recordings, 


you'll  hear  it. 
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The  new  N°320S  Preamplifier. 
Descendant  of  the  legendary 
N°32  Reference  Preamplifier. 

Featuring:  single-chassis  design. 

TWo  discrete  volume  attenuators. 

Remarkable  channel  separation. 
Exceptional  sonic  imaging. 
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Only  at  select  retailers. 
marklevinson.com/320S 
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Informer  

INFORMER@FORBES.COM 

On  Your  Dime 


Secret  recipes 
Harvey  L.  Pitt. 


AFTER  FORBES,  BLOOMBERG  NEWS 
and  other  media  sued  in  2002  for 
access  to  records  at  the  Securities  & 
Exchange  Commission  concerning  now 
ex-chairman  Harvey  L.  Pitt,  the  agency 
coughed  up  little  more  than  innocuous 
news  clippings.  An  SEC  lawyer  wrote  that 
among  the  material  from  government 
computers  being  withheld  were  e-mails 
about  "children's  school  schedules,  social 
engagements,  birthdays,  baby  pictures, 
recipes,  vacation  plans  and  other  personal 
information."  The  lawyer  said  that  SEC 
rules  allow  such  "limited"  personal  use  of 
the  equipment.        — William  P.  Barrett 

Charity  Ends  at  His  Home 

No  one  on  our  annual  list  of  200  large 
nonprofits  (see  p.  250)  operates  quite  like 
Akron's  now-defunct  Child  Care  Foun- 
dation. It  sold  instant  bingo  tickets,  saying 


the  proceeds  would  aid  the  handicapped. 
The  Ohio  attorney  general's  office  says 
that  funds  were  "illegally  diverted"  to 
organizers  like  trustee  lames  H.  Jackson, 
in  whose  house  investigators  found 
$3.6  million  hidden  in  places  like  freezers 
and  suitcases.  He's  now  in  jail,  one  of 
more  than  20  persons  convicted.  Author- 
ities just  won  court  approval  for  a  plan  to 
distribute  to  disabled  persons  the  $5  mil- 
lion recovered.  — Tatiana  Serafin 

Or  Underestimating  Cost 

A  formal  academic  study  says  that  health 
club  members  waste  money,  thinking 
they'll  work  out  more  than  they  do.  After 
studying  8,000  fitness  buffs  for  three 
years,  Stefano  DellaVigna  of  Berkeley  and 
Ulrike  Malmendier  of  Stanford  say  mem- 
bers who  chose  a  $70-a-month  fee  for 
unlimited  visits  instead  of  a  $10-per- visit 
charge  only  used  the  health  club  an  aver- 
age 4.8  times  per  month.  The  academic 
study  is  entitled  "Overestimating  Self- 
Control."  — Janet  Novack 


Tanks  for  the  Memory 

Shark  Tale,  the  aquatic  DreamWorks 
animation  flick  attracting  happy  filmgoers 
(if  not  critics),  is  credited  with  spurring 
high-end  aquarium  sales.  'The  correlation 
is  evident  and  astounding,"  says  an  exec 
of  San  Diego's  West  Coast  Aquarium 
Industries.  Its  custom  pens  can  hold 
"characters"  from  the  movie  like  puffer 
fish  and  bamboo  sharks.  —Seth  Lubove 


Oh,  That 


A  recent  monthly  NASD  disciplinary  list  includes  individuals  fined  $5,000  and  not 
disputing  that  they  failed  to  tell  securities  regulators  something  important.   —  W.P.B. 


NAME/LOCATION 

PERSONAL  FACT  OMITTED 

Emmanuel  M.  Ancheta/Elk  Grove,  Calif. 

felony-assault  conviction 

Herbert  J.  Berghoff/Granada  Hills,  Calif. 

target  of  state  desist-and-ref  rain  order 

Kristian  M.  Fuhse/Yorktown  Heights,  N.Y. 

Chapter  7  bankruptcy 

Eric  J.  Held/San  Francisco,  Calif. 

second-degree-burglary  conviction 

Patricia  Morency/Rosedale,  N.Y. 

theft-by-shoplifting  charge 

Sydelle  E.  Scardilli/Brick,  N.J. 

theft-by-deception  indictment 

Arthur  L.  Scheid/Alto,  Mich. 

morals  conviction 

Source.'  NASD. 
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On  My  Mind 


by  Laurence  J.  Kotlikoff,  chairman  of  Boston  university's  economics  department 

AND  COAUTHOR  OF  THE  COMING  GENERATIONAL  STORM 


Fixing  Medicare 

There's  a  way  to  curb  costs  without  giving  people  substandard  care. 


WE'RE  NOW  SPENDING  $572  BILLION  A  YEAR  ON  MEDICARE  AND 
Medicaid.  These  programs  are  critically  important  to  millions  of 
Americans.  But  they're  also  driving  our  country  into  bank- 
ruptcy. We're  already  broke,  if  you  consider  future  outlays  as  a 
liability  and  future  tax  receipts  as  an  asset.  Measured  in  present 
value  as  of  this  year,  the  gap  between  the  two  is  an  astronomical 
$51  trillion,  and  Medicare  and  Medicaid  are  responsible  for  a 
large  portion  of  this  total. 

So  our  country  has  a  choice.  We  can  either  radically  restruc- 
ture Medicare  and  Medicaid  to 
limit  their  growth,  or  we  can  go 
the  way  of  Argentina,  Brazil  and 
other  fiscal  malfeasants. 

Or  we  can  adopt  an  approach 
called  the  Medical  Security  System. 
We  can't  change  the  fact  that 
77  million  baby  boomers  are  mov- 
ing inexorably  from  changing  dia- 
pers to  wearing  them.  And  we've 
tried  controlling  growth  by  doing 
such  things  as  capping  the  amounts 
doctors  and  hospitals  receive  and 
enrolling  participants  in  health 
maintenance  organizations.  Yet  real 
expenditures  per  recipient,  now 
$6,000  a  year,  have  grown  roughly 
two  and  a  half  times  faster  than  real 
wages  over  the  last  25  years. 

The  problem  lies  in  the  fee- 
for-service  structure  under  which 
Washington  pretty  much  agrees 
to  pay  the  fees  for  whatever  med- 
ical services  Medicare  and  Medic- 
aid participants  demand. 

We  should  eliminate  fee-for-service  and  introduce  a  voucher 
system.  In  the  fall  of  each  year  the  government  would  provide  all 
Medicare  and  Medicaid  participants  with  vouchers  to  purchase 
health  insurance  for  the  following  calendar  year.  But  unlike 
other  voucher  schemes,  these  vouchers  would  be  individual- 
specific,  with  the  amount  based  on  the  participant's  medical 
condition.  A  perfectly  healthy  85-year-old  might  get  $8,000, 
whereas  an  85-year-old  with  pancreatic  cancer  might  get 
$75,000.  These  vouchers  would  be  used  to  pay  the  insurance 
premiums  for  a  year-  of  coverage.  If  the  cancer  patient  needed 
more  than  $75,000  in  care,  the  insurance  company  would  make 
up  the  difference.  If  he  needed  less,  the  insurance  company 


"The  government  would  provide  all  Medicare 
and  Medicaid  participants  with  vouchers  to  buy 
health  insurance  for  the  following  year." 


would  pocket  the  difference. 

Because  those  in  the  worst  medical  shape  would  have  the 
largest  vouchers,  insurance  carriers  would  be  as  happy  to  sign  them 
up  as  they  would  their  healthy  contemporaries.  The  key  cost  ele- 
ment is  that  the  government  could  set  total  expenditures  at  an  af- 
fordable level  and  then  allocate  this  amount  to  participants  such 
that  those  with  the  greatest  medical  need  get  the  largest  vouchers. 

For  example,  the  government  could  set  a  total  medical 
expenditure  budget  so  that  spending  per  beneficiary  grew  only 

as  fast  as  wages.  This  would  slice 
roughly  $17  trillion  off  the  fiscal 
gap  without  any  of  the  program 
participants  feeling  they'd  been 
hurt.  Indeed,  they  wouldn't  be 
hurt.  Their  real  medical  benefits 
would  continue  to  rise,  just  not  as 
fast  as  in  the  past.  And  they  could 
rest  assured  that  their  medical 
care  system  was  solvent. 

The  government  would,  of 
course,  have  to  collect  up-to-date 
electronic  records  about  partici- 
pants' medical  conditions.  But 
doing  so  seems  straightforward. 
And  because  the  government 
would  maintain  this  information, 
it  would  be  kept  confidential  and 
be  provided  only  to  an  insurance 
carrier  from  which  a  participant 
wanted  to  buy  coverage. 

All  insurers  who  wished  to 
enroll  participants  would  provide 
a  basic  set  of  benefits,  including 
prescription  drug  coverage.  There 
would  be  little  incentive  for  individuals  to  try  to  get  their  doctors 
to  falsify  their  medical  conditions,  because  it  wouldn't  provide 
them  with  any  better  insurance  protection.  But  the  insurers 
would  be  free  to  sell  additional  out-of-pocket  coverage  for  addi- 
tional premium  payments. 

Competition  among  insurers  would  ensure  that  participants 
got  the  best  care  per  voucher  or  dollar  spent.  And  the  insurers 
would  have  an  incentive  to  keep  their  customers  from  overusing 
the  health  care  system,  which  would  help  restrain  the  growth  ir 
health  care  costs  throughout  the  country. 

No  system  is  perfect.  But  this  one  is  worth  a  try.  It's  our  besi 
hope  to  restore  fiscal  sanity.  F 
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Unwrap  a  Jaguar 

HOLIDAY  EVENT 

Special  Lease  and  Finance  Offers 
Available  for  a  Limited  Time 


Tis  the  giving  season.  And  with  the  introduction  of  seven 
lew  Jaguar  models,  this  holiday  season  is  presenting  you 
vith  more  to  give  than  ever  before.  Perhaps  someone  you 
ove  would  love  an  X-TYPE.  Consider  the  new  VDP  Edition, 
he  -most  luxurious  X-TYPE  ever  built.  Also  premiering 
his  year  are  the  aggressive  new  X-TYPE  Sport  and 
portwagon.  If  it's  an  S-TYPE  you're  looking  for,  this  gorgeous 


nameplate  is  newly  available  in  the  elegant  VDP  Edition. 
And  the  stunning,  aluminum-bodied  XJ  has  been  unveiled  in 
three  new  Long  Wheelbase  editions.  All  models  come  with 
complimentary  scheduled  maintenance*  and,  now  through 
January  7,  all  are  available  with  ^5*5*^^^ 
exceptional  lease  and  finance  offers. 
See  your  Jaguar  Dealer  for  details.  JAGUAR 


*For  complete  details,  call  1-800-4- JAGUAR  or  visit  jaguarusa.com.  ©2004  Jaguar  Cars. 


SPACE 


AND  MORE  GRACE  ON  THE  ROAD  ^ 


EMBASSY  SUITES 
HOTELS* 


IMAGINE  YOUR  LIFE  ON  THE  ROAD  BEING 
BETTER.  EMBASSY  SUITES  HOTELS®  OFFER 
SPACIOUS  ACCOMMODATIONS  AND  GRACIOUS 
AMENITIES  TO  MATCH. 


Can  you  imagine  your  life  on  the  road  being  better?  Can 
you  imagine  more  spacious  accommodations?  A  cooked- 
to-order  breakfast?  A  friendly  spot  for  a  relaxing  beverage 
at  the  end  of  the  day?  Can  you  imagine  high-speed  Internet 
access  wherever  you  go  and  the  best  room  rate  guaranteed 
whenever  you  book?  And  it's  always  nice  to  imagine  plenty 
of  points  in  a  terrific  frequent-guest  program. 

Such  simple  pleasures  needn't  be  a  figment  of  your 
imagination.  Embassy  Suites  Hotels,  the  nation's  largest  brand 
of  upscale  all-suite  properties,  already  offer  those  amenities  and 
much  more  to  business  travelers  who  want  their  lives  on  the 
road  to  be  a  lot  more  comfortable. 

Every  Embassy  Suites  Hotel  offers  the  ultimate  amenity: 
more  personal  space.  Unlike  traditional  hotels  that  squeeze 
guests  into  one  cramped  room,  Embassy  Suites  offer  every 
guest  a  large,  two-room  suite.  Each  of  the  more  than  42,000 
accommodations  at  the  more  than  170  Embassy  Suites  world- 
wide is  exquisitely  appointed.  Each  has  a  separate  living  area 
with  a  sofa  bed  and  desk,  a  private  bedroom  and  a  mini-kitchen. 
Each  suite  is  equipped  with  two  remote-controlled  televisions, 
two  telephones  with  voice  mail  and  data  ports,  a  refrigerator 
and  microwave  oven,  a  wet  bar  and  a  coffee  maker,  and  an  iron 
and  ironing  board. 

Embassy  Suites  Hotels  also  have  completed  installation  of 
high-speed  access  throughout  their  hotels.  Depending  on  the 
property,  every  Embassy  Suites  Hotel  offers  a  wired  or  wireless 
solution  in  each  suite.  Wireless  access  also  is  available  in 


all  Embassy  Suites  hotel  lobbies,  atriums  and  prominent  dinin 
areas.  Wired  or  wireless  solutions  are  available  within  all  mee 
ing  and  conference  rooms,  too.  Hotel  room  guest  charges  fc 
high-speed  access  do  not  exceed  $9.95  for  a  24-hour  perioc 
and  Embassy  Suites  Hotels  also  offer  wireless  access  device: 
detailed  instructions  for  the  "plug  and  play"  service  and  a  to 
free,  24-hour  assistance  number  for  technical  questions. 

Embassy  Suites  offer  business  travelers  a  more  enjoyabl 
experience  on  the  road,  thanks  to  a  thoughtful  collectio 
of  guest  services  and  amenities.  Every  guest  receives 
complimentary,  cooked-to-order  breakfast  each  morning 
Beverages  are  available  each  evening  at  a  two-hour  Manager 
Reception  (subject  to  local  laws).  A  complimentary  copy  < 
USA  Today®  is  delivered  to  each  suite.  Every  Embassy  Suite 
Hotel  is  built  around  a  spacious,  airy  central  atrium  that  help 
guests  relax  and  feel  more  comfortable.  The  majority  of  hote 
have  a  swimming  pool,  sauna,  exercise  center  and  roor 
service  so  guests  can  relax,  play,  work  out  or  dine  on  the 
own  schedules. 

And  20  years  of  steady  growth  means  Embassy  Suite 
Hotels  are  available  just  about  everywhere  in  the  U.S.,  Canac 
and  in  selected  locations  within  South  America.  Properties  a 
located  at  major  gateway  airports,  near  convention  centers  ar 
in  major  business  centers  such  as  lower  Manhattan  and  tr 
Chicago  lakefront.  There  are  lavish  properties  in  importai 
leisure  markets  such  as  Niagara  Falls,  Canada,  and  Los  Marlir 
in  the  Dominican  Republic.  And  the  goal  is  to  add  95  mO' 
Embassy  Suites  Hotels  by  2010. 

Practicalities?  Travelers  need  not  hunt  for  the  best  ra 
at  an  Embassy  Suites.  Hotel.  That's  always  available 
embassysuites.com.  You  can  make  a  reservation  by  phone  t 
calling  800-EMBASSY.  And 
as  part  of  the  Hilton  family, 
Embassy  Suites  Hotels  par- 
ticipate in  Hilton  HHonors, 
the  worldwide  frequent- 
guest  program  that 
includes  more  than  2,500 
hotels,  resorts  and  vacation 
ownership  properties. 


EMBASSY  SUITE 
HOTELS* 
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NOVEMBER  25,  2002  V* 

Breath  of  Fresh  Air 

Two  years  ago  we  looked 
at  a  band  of  innovators 
who  had  developed 
amazing  wireless  technolo- 
gies, only  to  find  it  impossible 
to  launch  them  thanks  to  the 
federal  government's  vise  grip 
on  huge  swaths  of  the 
nation's  airwaves.  That  grip 
has  since  loosened — a  little. 
Inventor  Vanu  Bose,  who 
graced  our  cover,  just  won  the 
first  license  from  the  Federal 
Communications  Commis- 
sion for  a  "software-defined 
radio."  It  employs  flexible 
wireless  technology  that  can 
jump  to  new  frequencies  the 
government  opens  up.  The  FCC  is  also  considering  another  "smart  radio" 
technology  that  will  be  able  to  sense  gaps  in  the  huge  band  now  reserved  for 
UHF  television  and  fill  them  with  new  wireless  signals.  That  move  finally  puts 
some  heat  on  TV  broadcasters  who  have  long  been  content  to  hoard  unused 
airwaves  in  the  hopes  of  forcing  others  to  buy  them. 

In  the  few  slices  of  the  airwaves  where  the  feds  have  cleared  out  old  users 
and  old  restrictions,  huge  investments  and  futuristic  technologies  have 
filled  the  void.  Craig  McCaw  has  signed  a  deal  with  Intel  to  offer 
high-speed  Internet  access  wirelessly,  competing  with  phone 
and  cable  companies.  And  Qualcomm  is  promising  to  invest 
$800  million  in  a  plan  to  offer  50  to  100  TV  channels  for  view- 
ing on  cell  phones.  Qualcomm  will  pack  its  new  multichannel  service 
into  a  narrow  band  that  used  to  carry  a  single  UHF  TV  channel. 

Even  Congress  is  finally  showing  signs  of  life  on  this  issue.  In  October  the 
House  passed  a  resolution  supporting  a  legal  amendment  that  would  free  up 
dozens  more  unused  UHF  channels.  — Scott  Woolley 


FL 


85  YEARS  AGO  IN  FORBES   NOVEMBER  IS,  1919 

Wall  Street  Anarchists  The  get- 

rich-quick  gentry  who  gravitate  to  Wall  Street  and 
proceed  to  flimflam  the  public  are  as  dangerous 
enemies  of  the  Republic  as  the  rankest  Bolshevist 
or  anarchist.  Their  mischievous  trickery  brings 
not  merely  the  New  York  Stock  Exchange  but  the 
whole  financial  community,  not  to  say  big  busi- 
ness in  general,  into  utter  disrepute,  and  so 
inflames  the  public  mind  that  hostility  is  aroused 
against  the  whole  existing  industrial  and  eco- 
nomic order.  Unless  corrective  measures  are 
instituted,  the  public's  antagonism  is  bound  to  be 
translated  sooner  or  later  into  action  which  may 
endanger,  even  strangle,  the  legitimate  and  nec- 
essary functions  of  the  Stock  Exchange  and 
financial  district. 

25  YEARS  AGO  IN  FORBES    JANUARY  8,  1979 

Heavy  Metal  The  goid  bugs,  silver 

streaks  and  platinum  platers  kept  adding  to  their 
long  positions  by  day  and  reckoning  their  profits 
by  night.  (This  activity  included  trying  to  decide 
whether  or  not  a  simple  two-door  Mercedes 
450SL  would  make  an  adequate  Christmas  gift  for 
the  doorman.)  The  March  1979  gold  contract 
moved  from  under  $200  per  ounce  in  late  July  to 
over  $250  in  late  October.  That  move  represents 
-  '  a  $5,000  profit  on  about  $1,500  in  mar- 
gin for  the  100-ounce  gold  contract.  The 
flight  from  paper  currency  left  every 
morning  from  the  gold  pit  at  the  Inter- 
national Monetary  Market  or  Commodi- 
ties Exchange. 

The  price  of  gold  climbed  to  $430  an 
ounce  in  November,  a  16-year  high. 


DECEMBER  9,  2002 

Losing  Faith 

Since  we  exposed  the  misguided  management  and  bad  business  practices 
at  the  American  Bible  Society,  the  venerable  charity  has  been  shriveling. 
For  the  first  time  this  year  ABS  dropped  off  our  list  of  the  nation's  200 
largest  charities  (see  p.  250).  Between  2000  and  2003,  donations  to  ABS 
tumbled  from  $39  million  to  $30  million.  Over  the  same  period  U.S.  charita- 
ble giving  grew  6%,  according  to  the  American  Association  of  Fundraising 
Counsel.  The  foundation's  assets  shrank  from  $710  million  to  $415  million. 
Ministrywatch.org,  an  online  database  of  the  largest  U.S.  churches,  ministries 
and  religious  charities,  gives  ABS  one  star  out  of  five  for  financial  efficiency 
and  ranks  it  next  to  last  among  nonprofit  publishers  of  religious  literature. 


15  YEARS  AGO  IN  FOflBES   DECEMBER  25,  1989 

Fahrenheit  52  That's  the  average  tem- 
perature in  the  U.S.  for  the  period  1895-1987,  as 
displayed  in  an  academic  journal  article  earlier 
this  year  by  three  meteorologists  questioning  the 
greenhouse  effect.  If  there  is  a  warming  trend  at 
all,  it  is  very  hard  to  see  against  the  background 
of  statistical  "noise"— random  annual  variations. 
Apocalypse  sells  well  in  the  media  and  even  bet- 
ter on  Capitol  Hill.  And  that  is  why  fears  of  the 
greenhouse  effect  threaten  to  push  the  U.S.  into 
a  costly  environmental  mistake. 
In  November  a  four-year  study  by  an  international 
team  of  300  scientists  showed  that  the  Arctic  is 
warming  rapidly,  mainly  because  of  greenhouse 
gases. 
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VACHERON  CONSTANTS 

Manufacture  Horlogere  Geneve. 


For  information  call  877-862-7555  -www.vacheron-constantin.com 
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One  person  who's  doing  just  fine  is  Eu- 
gene B.  Habecker,  the  foundation's  chief 
executive  since  1991,  who's  presided  over 
the  decline.  He  makes  $332,000  a  year,  on 
par  with  his  compensation  at  the  time 
we  published  our  story.  ABS  declined  to 
comment. 

— Tomas  Kellner 
SEPTEMBER  17,  2001 

Mined  Over  Matter 

We  were  cautiously  optimistic 
about  the  future  of  mining- 
equipment  maker  Joy  Global,  the 
Milwaukee  company  formerly  known  as 
Harnischfeger.  We  should  have  dropped 
the  caution.  Joy  is  prospering,  thanks  to 
surging  coal  prices  and  insatiable  demand 
overseas.  China  will  account  for  $125  mil- 
lion in  new-equipment  sales  this  year 
versus  $25  million  in  2001,  estimates 
Mark  Koznarek  of  FTN  Midwest  Securi- 
ties. Back  home,  orders  for  new  equip- 
ment are  heating  up,  even  as  expensive 
steel  is  pushing  up  ticket  prices  for  shov- 
els and  excavators.  Demand  for  spare 
parts  and  services,  now  70%  of  overall 
revenues,  has  increased,  too.  Result:  This 
year  Joy  will  earn  about  $60  million  on 
$1.4  billion  in  sales  versus  a  loss  of  $28 
million  on  $1.1  biJlion  in  2002.  Since  our 
story,  Joy's  stock  has  doubled  to  $39,  40 
times  trailing  earnings.     — Brett  Nelson 

JANUARY  20,  2003 

Power  Outage 

Whatever  happened  to  the  small 
Salt  Lake  City  outfit  that  claimed 
to  have  the  key  to  the  fuel  cell 
conundrum?  A  year  after  we  wrote  about 
Powerball  International,  inventor  of  a 
supposedly  cheap,  safe  way  to  deliver 
hydrogen,  the  firm  blew  up.  The  Securi- 
ties &  Exchange  Commission  sued  Presi- 
dent William  Freise,  alleging  that  he 
altered  bank  statements  to  conceal  fraud. 
Though  Powerball  isn't  officially  out  of 
business,  it  has  no  employees  and  no 
revenues.  What  about  the  technology? 
Freise  insists  the  science  is  sound  but  ad- 
mits others  doubted  whether  it  could  be 
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used  economically  to  power  automobiles 
and  become  a  standard.  Freise  maintains 
that  the  SEC  suit  is  being  resolved. 

— David  Serchuk 

APRIL  26,  2004 

Home  Run 

Florida  Marlins  owner  Jeffrey  Loria 
has  won  a  $75  million  legal  fight 
with  his  former  business  partners, 
much  as  we  predicted  in  our  profile  ol 
him  eight  months  ago.  In  November  a 
New  York  arbitration  panel  ruled  against 
Loria's  14  partners  from  Canada,  with 
whom  he  used  to  share  ownership  of  the 
Montreal  Expos.  The  Canadians, 
including  Stephen  Bronfman  and  billion- 
aire Jean  Coutu,  claimed  that  Loria  con- 
spired to  undermine  their  stake  in  the 
Expos  and  move  the  team  to  another  city. 
The  ruling  will  likely  scotch  a  separate 
racketeering  suit  filed  by  the  partners.  It 
paves  the  way  for  Major  League  Baseball 
to  relocate  the  Expos  to  Washington,  D.C. 
Now  Loria,  who  ended  up  acquiring  94% 
of  the  Expos  for  $30  million  and  swap- 
ping the  team  for  the  Marlins,  needs  to 
figure  out  a  way  to  build  a  new  stadium 
in  southern  Florida. 

— Nathan  Vardi 

MARCH  1,  2004 

No  Time  for 
Hibernation 

Build-A-Bear  Workshop  has  been  a 
very  busy  beaver  since  our  story  nine 
months  ago.  Cashing  in  on  the  kid- 
die-craft craze,  the  St.  Louis  company  gets 
little  customers  to  accessorize  their  stuffed 
beasts  with  individually  priced  items  like 
$5  toy  cell  phones.  In  October  Build-A- 
Bear  raked  in  $30  million  in  an  initia 
public  offering.  Chief  Maxine  Clark  plane 
to  expand  from  151  stores  when  our  ston 
ran  to  182  by  the  end  of  2004.  Clark  has 
started  a  Build-A-Bear  books  line  and  a 
planning  to  add  bedding  and  furniture 
She  is  also  opening  a  dollmaking  chain 
Friends  2B  Made,  in  Pittsburgh  anc 
Columbus,  Ohio.  — Allison  Fas:\ 
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Stayin'  Alive  in  '05 

Slow  growth  ahead  could  spark  a  merger  binge  next  year,  promising  boom  times  for 
investment  bankers— and  new  bets  for  investors. 


PICK  YOUR  MOTTO— BIGGER  IS 
better,  stayin'  alive  in  '05:  The 
case  for  a  boom  in  merger  and 
acquisition  deals  is  overwhelm- 
ing. Companies  have  gobs  of 
cash,  growth  is  slow,  and  industry  after  in- 
dustry faces  overcapacity.  Rarely  has  there 
been  a  better  time  to  be  a  dealmaker. 
The  S&P  Industrials,  an  index  of  383 


companies  that  excludes  financial  firms, 
had  almost  $600  billion  in  cash  on  hand 
this  year,  up  from  $260  billion  five  years 
ago.  "There  is  no  precedent  for  this 
amount  of  cash.  There  was  no  precedent 
for  it  last  year,"  says  Howard  Silverblatt,  an 
S&P  equity  analyst. 

This  money  needs  to  be  put  to  work, 
but  where?  A  boom  in 
capital  spending  or  hir- 
ing is  a  long  shot 
because  many  indus- 
tries have  too  many 
factories.  So  compa- 
nies   have  three 
options:  They  can 
increase  dividends, 
boost  share  buy- 
backs  or  rev  up 
M&A.  So  far  this 
year  243  compa- 
nies in  the  S&P 


$1,718  bil 

2000 

Value  of  announ 
U.S.  M&A  targel 

500  have  an- 
nounced divi- 
dend increases. 
Total  buybacks  were 
at  almost  $260  billion, 
up  43%  from  the  first  three 
quarters  of  2003.  Yet  merger 
activity  sits  well  below  historic 
levels.  Deal  values  typically  run  7% 
to  9%  of  the  market's  total  capitaliza- 
tion but  this  year  have  been  at  only  5%, 
or  $660  billion,  says  Goldman  Sachs. 

Obstacles  that  blunted  a  merger  wave 
last  year  are  falling,  says  S&P  equity 
research  chief  Stephen  Biggar.  Oil  prices 
may  have  peaked;  the  election  ended 
smoothly;  the  jobs  picture  is  improving; 
and  despite  expectations  that  the  Fed  will 
raise"  rates,  corporate  borrowing  costs  are 
dropping  along  with  ten-year  Treasurys. 
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And  now  foreign  firms  have  a  cheap  dollar 
to  play  with. 

Some  industries  could  endure 
takeovers  in  the  wake  of  myriad  mishaps 
and  scandals  of  their  own  making,  such  as 
financial  services  (fallout  from  Marsh  & 
McLennan)  and  drugs  (the  Vioxx  debacle 
at  Merck).  Elsewhere,  here  is  a  quick  take 
on  who  might  eat  whom: 

►Retail  Kmart-Sears  was  just  a  warm- 
up.  The  Wal-Mart  effect  and  a  surplus  of 
stores  will  fuel  a  new  wave  of  consolidation. 
"I  think  there's  too  much  square  footage  in 
department  stores  and  too  little  demand," 
says  Peter  J.  Solomon,  whose  investment 
banking  firm  arranged  the  $400  million 
acquisition  of  Barneys  by  Jones  Apparel. 

First  on  many  lists:  A  combination  of 
Federated  Department  Stores,  owner  of 
Macy's,  and  the  May  Co.  Combining  Fed- 
erated's  393  stores  with  May's  500  would 
create  a  chain  with  overlap  only  in  south- 
ern California  and  New  England.  "They 
could  get  rid  of  duplicate  stores,  centralize 
buying  and  expand  their  private-label 
business,"  says  Laurence  Leeds,  chairman 
of  Buckingham  Capital  Management. 

Next  might  be  some  combination  of 
chains  like  Nordstrom,  Saks  and  Dillard's. 
Leeds  thinks  Federated  is  a  logical 
I  bil  buyer  of  Nordstrom  so  it 


$440  bil 

J002 

Source:  Thomson  Financial. 


can  trade  up  to  more-fashionable  lines. 

►Tech  With  tech  spending  stubbornly 
flat — Merrill  Lynch  says  IT  budgets  will 
rise  an  average  of  2%  next  year — there's 
little  to  do  but  bulk  up.  Acquiring  new  cus- 
tomers through  mergers  can  be  messy — 
ask  Larry  Ellison — but  it  offers  more 


Let's  Make  a  Deal 


Companies  strapped  for  growth  ideas  are  starting  to  sniff  around  for  deals.  Here's  an 
assortment  of  relative  bargains  in  industries  that  are  ripe  for  consolidation. 

COMPANY/BUSINESS 

ENTERPRISE 
MULTIPLE1 

OPERATING 
INCOME2 
(SMIL) 

RECENT 
PRICE 

MARKET 

If  IHIHIi  ■ 

VALUE 
($BIL) 

LOUISIANA-PACIFIC/forest  products 

2.0 

$1,218 

$24.87 

$2.7 

DEVON  ENERGY/oil  &  gas  exploration 

2.7 

5,636 

38.08 

9.3 

MCI/telecom 

2.8 

2,279 

18.88 

6.0 

AT&T/telecom 

3.2 

7,061 

18.49 

14.7 

TESORO/oil  refining 

3.6 

871 

32.17 

2.1 

MICRON  TECHNOLOGY/semiconductors 

5.0 

1,463 

12.17 

7.4 

LEAP  WIRELESS  INTERNATIONAL/telecnm  5.3 

217 

22.08 

1.3 

CHARMING  SHOPPES/specialty  retailing 

5.3 

197 

9.10 

1.1 

SYNOPSYS/software 

5.4 

376 

17.86 

2.7 

SYBASE/software 

6.4 

199 

17.48 

1.7 

Prices  as  of  Nov.  19.  'Market  value  of  common  plus  net  debt  divided  by  operating  income.  2Past  12  months  earnings  before 
interest,  taxes,  depreciation  and  amortization.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


accounts  to  generate  service  revenue  and 
software-maintenance  fees.  Customers 
want  fewer  vendors  and  a  bigger  range  of 
offerings.  Symantec  bought  Brightmail 
this  summer  for  $370  million  to  beef  up  its 
antispam  offering.  Computer  Associates  is 
paying  $430  million  for  Netegrity  to  add 
identity  management  software. 

Microsoft,  with  $11  billion  in  cash 
(even  after  its  $37  billion  dividend),  is 
poaching  bankers  from  CSFB,  Goldman 
Sachs,  J.P.  Morgan  and  others  for  its  strat- 
egy group.  Paul  Deninger,  chairman  of 
Broadview  International,  the  biggest  M&A 

$559  bil 

2003 


com.  Among  his  busiest  shoppers: 
Hewlett-Packard,  Cisco,  IBM  and  Siebel. 

►Auto  Parts  Escalating  raw  mate- 
rial costs  and  production  cuts  at  Ford  and 
General  Motors  have  slammed  suppliers 
already  reeling  from  overcapacity  and 
labor  costs.  This  is  a  war  of  attrition: 
Some  10,000  suppliers  in  2000  will  shrink 
to  4,000  by  the  decade's  end,  says  Accen- 
ture.  The  big  suppliers  like  Visteon  and 
Delphi  are  too  weak  to  buy,  they'll  likely 


$661  bil 

2004 


banker  for  midsize  tech  companies,  says 
business  has  doubled  from  a  year  ago,  and 
he  expects  a  lot  of  the  companies  that  went 
public  in  late  2003  and  early  2004  will  be 
buyers.  Raj  Judge,  a  partner  at  tech's  blue- 
chip  law  firm  Wilson,  Sonsini,  Goodrich  & 
Rosati,  estimates  its  M&A  deals  are  up  30% 
over  last  year,  mainly  in  software  and  tele- 


sell  unprofitable  businesses.  European 
suppliers  like  Siemens,  Bosch  and 
ThyssenKrupp  may  use  the  weak  dollar  as 
an  excuse  to  prowl  for  cheap  U.S.  suppli- 
ers. "We're  actively  involved  in  looking 
for  whatever  we  can  find,"  says  David 
Royce,  head  of  mergers  and  acquisitions 
for  North  America  at  Siemens  VDO  Auto- 
motive. "There's  potential  to  buy  assets  at 
a  big  discount." 
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►  Energy  Plenty  of  oil  and  gas  explo- 
ration companies  show  up  among  cheap 
stocks.  Midsize  F.&P  firms  will  continue 
buying  small-cap  exploration  companies 
as  well  as  older  fields  from  the  majors — 
ExxonMobil  will  soon  market  $1  billion  in 


MERGERS 

Crazy  Eddie 


WHAT'S  REALLY  BEHIND  EDDIE 
Lampert's  $11  billion  takeover 
of  Sears?  Edward  S.  Lampert, 
the  chairman  of  Kmart  Hold- 
ings, insists  he's  determined  to  merge  and 
resuscitate  the  two  retailing  legends,  one 
way  or  another. 

Maybe,  but  don't  mistake  Lampert  for 
some  kind  of  born  retailer  itching  to  up- 
grade the  merchandise  selection.  And  for- 
get the  hype  about  Lampert's  being  the 
next  Warren  Buffett,  the  hands-off  in- 
vestor who  wants  to  own  good  businesses 
forever.  Lampert's  genius  is  as  a  trader.  He 
is  more  likely  to  liquidate  Sears'  1,200 
properties  than  to  refashion  them. 

When  the  deal  was  announced,  Lam- 
pert, 42,  and  Sears  Chief  Executive  Alan 
Lacy,  51,  cited  cost  savings,  cross-selling  and 
offering  better-priced  goods  in  better  loca- 


011  and  gas  producing  fields  in  Texas  and 
Louisiana.  Small  companies  have  also 
grown  tired  of  meeting  all  the  Sarbanes- 
Oxley  requirements.  According  to  energy 
bankers  at  Simmons  &  Co.,  over  the  past 

12  months  $6  billion  in  transactions  of  at 
least  $100  million  have  been  announced  in 


tions  to  counter  the  Wal-Mart  threat.  But 
two  dumb  retailers  don't  suddenly  get 
smart  by  merging,  says  Gimme  Credit 
analyst  Carol  Levenson.  To  make  Sears 
competitive,  Lampert  needs  to  boost  Sears' 
$300  sales  per  square  foot  to  the  per-square- 
foot  sales  posted  by  Wal-Mart  ($412)  or 
Best  Buy  ($834).  Good  luck.  "I  just  don't 
buy  it,"  says  Levenson.  And  who  decides  to 
merge  one  week  before  the  big  Christmas 
sales  season — unsettling  customers,  suppli- 
ers and  employees?  Maybe  Lampert  and 
Lacy  figured  that  since  so  few  people  shop 
their  stores,  the  timing  didn't  matter. 
Kmart's  comparable  store  sales  dropped 
13.7%  this  year,  while  Sears'  fell  2.1%. 

But  what  could  a  real  estate  operator, 
as  opposed  to  a  merchandiser,  do  with 
Sears?  Sell  off  its  properties.  Sears  holds 
22%  of  all  U.S.  mall  anchor  space.  Of  its 


the  E&P  sector,  up  28%  over  the  prior  year. 
Crude  producers  like  Devon,  Apache  and 
Anadarko  could  merge  to  bulk  up.  F 
Reported  by  Erika  Brown,  Jonathan 
Fahey,  Christopher  Helman,  Robert 
Lenzner,  Michael  Maiello  and  Victoria 
Murphy. 


871  mall  stores,  Sears  owns  60%;  the 
remaining  ones  it  leases,  some  at  rates  as 
low  as  $3  to  $5  per  square  foot.  Sears'  real 
estate  is  worth  upwards  of  $44  a  share,  or 
$10.8  billion,  more  than  double  what  it's 
carried  for  on  the  books,  concludes  UBS' 
Gary  Baiter.  The  favorable  leases  typically 
are  transferable  to  new  tenants — that  is, 
the  leaseholds  are  salable.  Sears  hinted 
before  the  merger  announcement  that  it 
wants  to  unload  250  underperforming 
stores.  That  could  be  just  the  start. 

Alpine  Management  and  Research 
Chief  Executive  Samuel  A.  Lieber  calls  the 
deal  a  "slow  liquidation"  that  will  take 
place  over  the  next  five  to  seven  years.  In 
this  scenario,  as  Lampert  sells  the  real  estate 
he  will  buy  back  stock,  reduce  debt  and 
plow  some  money  into  a  shrunken  version 
of  Sears-Kmart — a  Kohl's-type  format  (an 
average  75,000  square  feet)  pushing  well- 
known  brands.  But  if  that  mini-Sears  con- 
cept turns  into  a  loser,  Lampert  may  end 
up  dumping  the  entire  retailing  operation. 

Lampert  engineered  Kmart  out  of 
bankruptcy  by  cost-cutting.  He  closed  600, 
or  30%,  of  Kmart's  stores.  He  sold  68 
Kmarts  to  Home  Depot  and  Sears  for  $846 
million.  Then  he  leveraged  his  15%  Sears 
stake  into  a  marriage  of  the  two  retailers, 
claiming  $500  million  in  future  cost 
savings  and  selling  "synergies."  Sears'  (and 
Kmart's)  real  value  isn't  on  the  shelves.  It's 
in  the  retailer's  real  estate  and,  to  a  lesser 
degree,  its  brands:  Kenmore,  Craftsman 
and  DieHard.  Target,  Home  Depot,  Best 
Buy  and  Kohl's  are  all  reportedly  lining  up 
to  see  what  will  go  on  sale  first. 

One  roadblock:  taxes.  Most  of  the 
stores  were  built  40  or  50  years  ago.  If  you 
simply  sell  them  off  and  liquidate  the 
company,  you  wind  up  with  two  rounds 
of  capital  gains  taxes:  Sears  would  owe  a 
corporate  gains  tax  and  Sears  shareholders 
would  owe  tax  on  whatever's  left,  assum- 
ing equity  is  distributed  to  shareholders. 


Eddie  Lampert  says  he  has  grand  plans  for  Sears  and  Kmart.  But 
he  hasn't  mentioned  the  one  that  seems  most  likely:  liquidation. 

By  Mark  Tatge 
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There  are  times  in  life  when  you  could  really  use  expert  financial 
advice.  For  more  than  145  years,  Northwestern  Mutual  and  its 
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But  there  are  potentially  two  ways  to 
dodge  this  problem.  One  is  to  take  advan- 
tage of  Kmart 's  $3.8  billion  tax-loss  carry- 
forwards. The  other  is  to  convert  part  of 
the  retail  company  into  a  real  estate 
investment  trust,  monetizing  the  assets  by 
converting  them  into  a  stream  of  lease 


payments.  The  REIT  can  then  raise  or  bor- 
row capital  to  expand,  says  Thomas  Nice, 
tax  accountant  with  the  Reznick  Group. 
That's  how  Vornado  Realty  Trust's  Steven 
Roth  exploited  the  failed  Alexander's 
department  store  chain.  Alexander's  main 
asset,  a  prime  piece  of  land  in  midtown 


Manhattan,  is  now  being  redeveloped 
into  a  1.3  million-square-foot  multiuse 
property  anchored  by  Bloomberg.  The 
property  is  owned  by  a  REIT  that  is 
one-third-owned  by  Vornado,  which, 
interestingly,  also  sees  value  in  Sears.  It 
owns  4.3%  of  the  shares.  F 


AUTOS 


Over-Engineering  101 

Seems  that  the  fancier— and  more  European— the  car,  the  less 
reliable  it  is  By  Jonathan  Fahey 


The  Mercedes-Benz  S-Class  is  fast,  luxurious  and  filled  with  fragile  electronics. 


THE  PRICE  OF  UNRELIABILITY  IS 
getting  outrageous.  If  you  want  to 
buy  what  Consumer  Reports  has 
determined  will  be  the  least  reli- 
able sedan  available  in  the  U.S.,  you're 
going  to  have  to  shell  out  between  $75,000 
and  $125,000.  That's  because  the  dubious 
honor  went  to  a  car  Consumer  Reports  also 
calls  "sumptuous,"  "quiet  and  luxurious" 
and  "a  delight  to  drive":  the  Mercedes- 
Benz  S-Class. 

Mercedes-Benz  (a  division  of 
DaimlerChrysler)  has  been  struggling 
with  quality  problems  over  the  last  few 
years.  But  the  rest  of  the  list  of  the  least 
reliable  sedans  reads  like  the  valet  lot  of 
a  Davos  hotel  at  convention  time.  Ten 
of  the  1 1  are  European-made  and 
include  some  of  the  most  celebrated  and 
technologically  advanced  sedans  on  the 
market,  including  3  Mercedes-Benz 
models,  2  BMWs  and  2  laguars  (see 
table).  The  average  price:  $51,000,  com- 
pared with  an  average  price  of  $32,000 
for  the  mostly  Japanese  vehicles  on  the 


list  of  most  reliable  sedans. 

The  problems,  says  David  Champion, 
a  former  Land  Rover  and  Nissan  engineer 
who  runs  the  auto  testing  program  for 
Consumer  Reports,  are  electronic.  "The  en- 


In  the  Shop 


Sedans  most  likely  to  send  you  back  to 
the  dealer.  Worst  performer  first. 

AVERAGE 

MAKE                MODEL  PRICE 

Mercedes-Benz  S-Class 

Jaguar  S-Type 

51,000 

BMW              7  Series 

94,000 

Jaguar  X-Type 

Mercedes-Benz  E-Class 

Mercedes-Benz  C-Class  (V6) 

< 

0,000 

Volvo  S60(AWD) 

Saab  9-3 

Pontiac            Grand  Prix1 

Volkswagen       Passat  (AWD) 

28,000 

BMW              5  Series 

Supercharged  version  only. 
Sources.  Consumer  Reports:  Forbes. 

ginecrs  have  gone  a  little  wild,"  he  says. 
"They've  put  in  every  bell  and  whistle  that 
they  think  of,  and  sometimes  they  don't 
have  the  attention  to  detail  to  make  these 
systems  work." 

The  Mercedes-Benz  S-Class  has  a 
computer-driven  suspension  system  that 
reduces  body  roll  as  the  vehicle  whips 
around  a  corner.  It  has  cruise  control 
that  automatically  slows  the  car  down  if 
it  gets  too  close  to  another  car.  Its  seats 
are  adjustable  14  ways,  and  they  are  ven- 
tilated by  a  system  that  uses  eight  fans  to 
whisk  away  perspiration. 

But  drivers  who  responded  to  Con- 
sumer Reports'  surveys  cited  "serious" 
problems  with  the  vehicles'  electrical  sys- 
tems, power  equipment  and  accessories. 
The  S430  Consumer  Reports  used  for  its 
own  test  came  with  a  broken  "back" 
button  on  the  navigation  system.  One 
small  mistake  in  entering  a  destination 
address  made  the  system  unusable. 

Mercedes-Benz  doesn't  believe  there's 
a  problem,  saying  in  a  statement:  "The 
data  utilized  by  Consumer  Reports  is  vol- 
unteered by  [Consumer  Reports]  readers, 
not  verified,  and  does  not  correlate  to  our 
own  data  or  that  of  other  surveys."  In 
recent  J.D.  Power  and  Associates  studies 
Mercedes-Benz  scored  better  than  the 
industry  average  for  initial  quality  but 
worse  than  the  industry  average  for 
longer-term  dependability. 

BMW  says  it  has  fixed  the  problems 
with' its  7  Series — but  not  by  making  the 
vehicles  any  simpler.  "People  drive  our 
cars  because  they're  sophisticated,"  says 
spokesman  David  Buchko.  "Our  goal  is 
not  to  take  stuff  out  of  the  car  but  to 
make  what's  in  the  car  as  reliable  as 
possible."  Sales  of  the  high-end  sedans 
for  both  BMW  and  Mercedes-Benz  are 
suffering.  Through  the  end  of  October, 
7  Series  sales  were  down  1 9%  from  2003 
and  S-Class  sales  were  off  12%.  F 
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"Citrix  helps  HP  increase 
productivity  by  giving  our 
employees  easy  and  secure 
access  to  standardized 
business-critical  applications  - 
from  anywhere  in  the  world." 

Gilles  Bouchard,  CIO 
and  EVP  of  Global  Operations 
Hewlett-Packard  Company 

INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

As  a  constantly  expanding  global  corporation, 
HP  faces  a  variety  of  IT  challenges  to  ensure  its 
145,000  employees  around  the  globe  have  access  to 
the  bandwidth- intensive  applications  they  need  to 
do  their  jobs.  HP's  global  operations  require  access 
to  critical  applications  in  far-reaching  corners  of 
the  world  and  deployment  of  applications  across 
a  diversity  of  platforms.  So  HP  did  what  99%  of 
the  Fortune  500  have  already  done.  They  turned 
to  Citrix.  Now  HP  is  able  to  provide  its  employees 
with  secure  access  to  information  —  regardless  of 
location,  platform  or  device  used.  Citrix  is  helping 
HP  —  and  120,000  other  customers  —  save  money 
and  reduce  IT  complexity.  We  call  it  the  on-demand 
enterprise.  To  learn  what  Citrix  can  do  for  your 
business,  call  888-820-7918  or  visit  www.citrix.com. 

CITRIX 
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registered  trademark  of  Otrw  Systems,  Inc  n  the  U  S  and 
ilher  countries  Afl  other  trademarks  and  registered  trademarks 
are  the  property  ol  their  respective  owners. 
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DEALING 

Hot  Air 

An  Aussie  entrepreneur 
claims  famed  tort  lawyer 
Ed  Masry  threatened  him 
and  stole  his  company. 
By  Evan  Hessel 

DURING  A  RECENT  TRIP  TO  LOS 
Angeles,  Australian  entrepreneur 
Jeffrey  Muller  employed  three 
hulking  bodyguards  to  escort  him 
between  meetings.  Prior  to  one  appoint- 
ment Muller  insisted  that  yet  another  one 
sit  next  to  him  in  an  empty  hotel  bar  while 
he  nursed  pints  of  beer.  "When  someone  threatens 
your  life  you  bring  in  the  heavies,"  says  Muller  darkly. 

Of  whom  is  Muller  so  terrified?  Septuagenarian 
tort  attorney  Edward  Masry,  best  known  as  the  boss  of 
envirocrusader  Erin  Brockovich.  Masry  took  over 
Muller's  company,  an  environmental  technology 
startup  called  Save  the  World  Air,  in  2002,  after  the 
Securities  &  Exchange  Commission  began  investigat- 
ing the  Aussie's  stock  sales.  Muller  denies  wrongdoing 
and  claims  in  an  interview  that  Masry  betrayed  him  by 
pushing  him  out  of  the  company.  He  alleges  in  court  documents 
that  Masry,  adding  injury  to  insult,  sent  thugs  to  intimidate  his 
family  in  Australia. 

"Pure  unadulterated  bull,"  blasts  Masry,  sitting  in  his 
baronial  conference  room.  "There  was  nothing  hostile  about  it." 

Muller,  who  left  high  school  at  14  to  race  stock  cars,  explains 
he  bought  the  rights  to  the  Zero  Emissions  Fuel  Saver  in  1997. 
The  size  of  a  cigarette  pack,  the  contraption  fits  in  an  engine's 
carburetor  and  uses  magnets  to  filter  pollution.  Somehow, 


Hands  off,  pal:  Masry, 
Erin  Brockovich, 
Jeffrey  Muller. 


Muller  said,  this  cuts  an  aging  car's  carbon 
monoxide  emissions  by  87%. 

Muller  bought  a  Nevada  shell  company  in 
1998  and  changed  its  name  to  Save  the  World 
Air  the  next  year.  He  flipped  the  device's 
marketing  rights  to  the  newly  public  company 
for  5  million  shares,  a  guarantee  of  $500,000  in 
cash  and  a  $10  royalty  per  unit  sold. 

Muller  attracted  investor  and  SEC  notice 
during  18  months  of  hyping  the  company  in 
the  U.S.  and  Australia.  While  testing  the  device 
he  issued  30  press  releases  touting  what  the  SEC 
later  alleged  were  bogus  licensing  deals  and  a 
nonexistent  research  pact  with  Ford  Motor. 
Muller  insists  the  releases  were  legitimate. 
After  the  SEC  suspended  bulletin  board 
trading  in  the  stock  in  2001,  Muller  met  with 
Masry  at  his  law  firm's  offices.  Muller  offered  Masry 
1  million  shares  to  help  run  the  company  and  restore 
investor  confidence.  Masry  accepted. 

"He  just  wanted  my  name,"  Masry  says.  "What  he 
didn't  realize  was  that  he  was  getting  into  a  cage  with 
an  800-pound  gorilla." 

Indeed.  Three  months  later  the  SEC  filed  fraud 
charges  against  Save  the  World  Air  and  Muller.  Masry 
signed  a  consent  decree  to  get  the  company's  name  off 
the  complaint  and  joined  the  SEC  to  allege  that  Muller 
sold  unregistered  stock  through  offshore  accounts. 
They  are  also  seeking  to  cancel  out  Muller's  1 0  million  shares,  or 
22%  stake  in  the  company,  ostensibly  worth  $14  million.  Masry, 
who  now  controls  17%  of  the  shares,  got  a  district  court  judge  to 
ban  Muller  from  company  business.  Muller  plans  to  appeal. 

Now  trying  to  sex  up  the  company,  which  has  no  sales,  Masry 
named  Brockovich  in  August  to  the  post  of  vice  president  for 
environmental  efforts.  If  Masry  wins  the  SEC  case,  the  company 
won't  have  to  pay  Muller  a  dime  on  the  sales  of  the  antipollution 
gadget.  Proving  the  device  works  is  a  bigger  challenge.  F 


DIGITAL  MUSIC 

Sony  Sings 
Off-Key 

The  company  that  brought 
us  the  Walkman  should  be 
giving  the  iPod  a  run  for  its 
money.  What  happened? 
By  Peter  Kafka 


P: 


ERHAPS  YOU'VE  CAUGHT  A  GLIMPSE  OF 
|  Sony's  new  digital  music  player,  a  a 
sleek  silver  gizmo  brandished  in  TV  I 
spots  by  pop  star  Macy  Gray,  part  of  a 
new  ad  blitz.  But  if  you're  interested  in  buy-  A 
ing  one,  don't  bother  looking  for  it  at  Best* 
Buy,  the  nation's  biggest  electronics  retailer. 

Best  Buy  executives  won't  comment  on 
their  decision  to  not  sell  Sony's  long-delayed  re- 
sponse to  Apple's  iPod.  A  good  bet,  though,  is  that — 
like  critics  and  consumers — they've  deemed  the 
player  a  dud. 

The  $350  Sony  NW-HD1,  released  in  August,  is  "the  digital 
audio  player  we  all  love  to  hate,"  snarks  tech  blog  engadget.com.  In 
September  Sony  accounted  for  less  than  1%  of  hard-drive  music 
player  sales,  according  to  research  firm  NPD  Group.  It  pegs  Apple's 
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The  iPod's  dangling 
white  audio  cords  are 
everywhere  Sony  looks. 
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share  at  92%,  with  the  next  three  biggest 
competitors  accounting  for  6%. 

The  company  that  brought  us  the 
Walkman  and  Discman  should  have 
owned  the  latest  flavor  of  portable  audio 
or,  at  the  very  least,  be  giving  Steve  Jobs 
pause.  Instead  Sony  has  hurt  itself  by 
insisting  on  using  its  own  proprietary  stan- 
dards, no  matter  what  the  market 
demands.  It  didn't 
work  in  the  early 
1980s  when  Sony 
pushed  Betamax 
tape  over  the  more 
common  VHS 
standard.  It  failed 
again  in  the  1990s 
when  its  minidisc 
players  never  took 
hold  in  the  U.S. 

The  Sony  NW- 
HD1  only  plays 
music  encoded  in  a  Sony-specific  format, 
when  almost  all  digital  music  is  already  en- 
coded in  either  Apple's  or  Microsoft's  soft- 
ware or,  most  commonly,  in  generic  MP3 
files.  You  can't  load  MP3s  into  it,  so  filling  it 
up  with  music  entails  reformatting  your 
collection  in  a  lengthy,  grinding  process  or 
buying  from  Sony's  online  store,  which 
draws  as  many  raspberries  as  its  player. 
Sony  also  insisted  on  developing  its  own 
digital  rights  management  software,  at  an 
estimated  cost  of  more  than  $200  million. 

Sony  claims  that  Apple  uses  propri- 
etary standards,  too,  but  the  iPod  had  a 
three-year  head  start.  And,  software  issues 
aside,  Sony's  player  compares  favorably  to 
the  iPod.  It's  smaller  and  boasts  a  better 
battery  life.  Sony  says  future  music  players 
will  at  least  play  unencoded  MP3s. 

"Sony  is  great  at  building  consumer 
electronics.  Where  they've  tried  to  be  a 
software  company,  they've  not  done  well," 
says  Richard  Wolpert,  chief  strategy  officer 
at  RealNetworks,  which  sells  music  down- 
loads through  its  online  store,  but  not  in 
Sony's  format. 

"We're  only  in  the  first  inning  of  a 
nine-inning  ball  game,"  Sony  spokesman 
Rick  Clancy  offers.  "Our  aim  is  to  regain 
our  market  leadership  in  all  segments  of 
the  personal  entertainment  business  well 
before  the  game  is  over."  F 
Additional  reporting  by  Benjamin  Fulford. 


LAW  AND  MEDIA 


What's  in  a  Name? 

Writers  have  always  modeled  their  fictional  characters  after 
real  people.  Now  they're  getting  sued  for  it   By  Scott  Woolley 


A RECENT  LAW  &  ORDER  EPISODE 
began  with  a  body  floating  in  the 
Hudson  River  and  ended  with 
the  capture  of  a  Brooklyn  judge 
and  a  corrupt  lawyer  named  "Ravi  Patel." 

That  didn't  sit  well  with  Ravi  Batra, 
a  real-life  Manhattan  lawyer  known  for 
his  political  connections  in  Brooklyn. 
Batra  filed  a  $15  million  defamation 
lawsuit  in  November  noting  that 
the  character  Ravi  Patel  bore  a 
striking  resemblance  to  him  not 
just  in  name  but  in  physical 
appearance.  The  show's  dis- 
claimer that  it  portrays  fictional 
characters  is  a  farce,  he  says:  "It  is 
really  a  reality  show  with  a  nod 
and  a  wink." 

So  much  for  ripping  stories 
right  out  of  the  headlines.  The 
producers  of  Law  &  Order  say  the 
suit  is  without  merit. 
But  other  folks  are  tak- 
ing offense  at  their 
fictional  depictions, 
too.  In  October  Bobby 
Wooderson,  Andy  Slater 
and  Richard  Floyd  sued 
the  makers  of  the  1993 
cult  film  Dazed  and 
Confused  on  similar  grounds.  The  trio, 
former  high  school  classmates  of  the 
film's  director,  had  their  last  names  bor- 
rowed for  three  of  the  film's  main  char- 
acters. "In  the  small  town  of  Huntsville, 
Tex.  everyone  recognized  both  the  writer 
and  his  subjects,"  the  suit  claimed,  but 
the  film  falsely  depicted  one  "as  con- 
stantly smoking  large  quantities  of  mar- 
ijuana and  as  stupid."  The  trio  say  the 
recent  DVD  release  of  the  film  precipi- 
tated their  suit.  Universal  Studios,  dis- 
tributors of  Dazed  and  Confused, 
declined  comment. 

Private  citizens  who  are  fictionalized 
by  others  can  sue  on  several  grounds,  in- 
cluding defamation  and  invasion  of  pri- 


vacy, says  Eugene  Volokh,  a  UCLA  law 
professor.  But  they  must  first  prove  that 
a  reasonable  person  would  be  misled 
into  thinking  that  a  fictional  work  por- 
trayed real  events.  That  standard  was  ap- 
plied by  the  U.S.  Supreme  Court  in  its 
1988  ruling  that  found  that  Jerry  Falwell 
could  not  claim  damages  for  libel  or  in- 
fliction of  emotional  distress  in  an  ad 


Identity  theft? 
Lawyer  Ravi 
Batra  (right) 
and  TV 
character 
"Ravi  Patel." 


parody  published  in  Larry 
Flynt's  Hustler. 

But  courts  remain 
divided  on  the  reasonable  person  stan- 
dard. For  instance,  the  Texas  Supreme 
Court  just  threw  out  a  libel  case  brought 
by  a  Denton  County  Juvenile  Court 
judge  named  Darlene  Whitten.  Whitten 
had  sentenced  a  seventh  grader  to  five 
days  in  a  juvenile  detention  center  for 
writing  a  violent  short  story.  A  Dallas 
paper  then  wrote  a  satire  claiming  the 
judge  had  also  sentenced  a  6-year-old  to 
jail  for  doing  a  book  report  on  the  chil- 
dren's classic  Where  the  Wild  Things  Are. 

An  appeals  court  ruled  the  satire  was 
indeed  libel.  But  the  state  supreme  court 
unanimously  overruled,  saying  reason- 
able readers  would  have  been  tipped 
by  the  obvious  absurdity  of  the  article. 
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TRUMP,  IN  ANY  LANGUAGE 

The  search  for  Donald  Trump  lookalikes  to  host  the  show  The  Apprentice 
in  16  foreign  countries  has  been  tough.  How  to  replicate  a  character  like 
The  Donald?  The  answer:  You  don't.  Germany  went  for  a  jobless  guy; 
Norway  chose  a  woman.  Here  are  some  other  Apprentice  bosses  and  how 
they  match  up  to  the  original.  —Tatiana  Serafin 


COUNTRY  HOST/AGE 


BUSINESS  INTERESTS 


U.S. 

Donald  Trump/58 

real  estate  and  casinos;  net  worth:  $2.7  billion 

Yes 

Brazil 

Roberto  Justus/49 

runs  NewComm  Group,  country's  largest  ad  agency; 
estimated  2004  revenues:  $270  million 

divorced;  girlfriend  is  30 
(2  children) 

Kerryesque  gray 
coif 

Finland 

Jari  Sarasvuo/39 

founded  marketing  firm  Trainers'  House,  valued  at 
$52  million;  former  TV  talk-show  host 

1  (2  children) 

Receding  hairline 

Germany 

Reiner  Calmund/56 

former  manager  of  soccer  club  Bayer  Leverkusen; 
no  current  job 



3  (latest  wife  is  34) 
(5  kids,  2  grandchildren) 

Mostly  bald 

Greece 

Petros  Kostopolous/50 

founder  of  magazine  publisher  Imako  Media  Net  Group; 
2003  revenues:  $38  million 

1(2  children) 

Half  head  of  hair 

Norway 

Inger  Ellen  Nicoiaisen/46 

hairdressing  entrepreneur;  started  out  as  salon  cleaner,  now 
her  Nikita  Group  runs  64  salons;  2003  sales:  $39  million 

1  (3  children) 

Long  and  blonde 

U.K. 

Sir  Alan  Sugar/57 

chairman  of  Amstrad  (consumer  electronics) 
owner  of  Viglen  (computers);  net  worth:  $650  million 

1  (2  children) 

Widow's  peak 

FOOTBALL 

Running  Up  the  Score 

Steve  Bornstein  is  leading  the  NFL's  TV  negotiations 
which  may  be  expensive  news  for  Disney,  his  forme 
employer  By  Monte  Burke 

ON  THE  DOOR  OF  STEVE  M.  BORNSTEIN'S  NEW  YORK  OFFIC1 
are  two  placards.  The  first  quotes  NFL  legend  Johnny  Unitas 
"Talk  is  cheap.  Let's  go  play."  The  second,  from  Bornsteii 
himself,  reads:  "Talk  is  cheap.  Let's  go  pay." 
Six  years  ago,  as  president  of  ABC  Sports,  Bornstein  representee 
Disney  in  its  successful  $9.2  billion  bid  to  televise  NFL  games  on  ABC  anc 
ESPN.  But  now  he's  switched  teams.  Last  month  Bornstein,  as  head  of  th 
NFL's  media  division,  led  negotiations  for  a  six-year,  $8  billion  deal  wit! 
CBS  and  Fox  and  a  five-year,  $3.5  billion  deal  with  satellite  provide 
DirecTV.  Bornstein  helped  get  a  27%  and  75%  raise  from  the  network 
and  DirecTV,  respectively,  despite  having  subtracted  eight  of  their  game 
to  create  a  new  package. 

So  what's  it  like  to  be  on  the  other  side?  "There's  no  buyer' 
remorse,"  says  the  52-year-old  Bornstein.  "And  it's  fun  to  have 


68     FORBES*  December  13,2004 


JMfront 

product  that  people  want." 

The  fun  is  just  getting  started.  The  biggest  piece  of  the  NFL 
television  pie — the  Sunday  and  Monday  night  games  now  held 
by  Disney,  Bornstein's  former  employer — is  still  for  sale.  In 
Bornstein  the  NI  L.  has  found  the  guy  who  knows  the  opposing 
side's  playbook.  Bornstein  spent  22  years  at  ESPN  and  ABC. 

In  2001  Bornstein  was  promoted  to  ABC  Television  pres- 
ident. But  less  than  a  year  later  he  resigned,  leaving  the  com- 
pany, some  say,  on  bad  terms  with  Disney's  chief  executive, 
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More  for  Less? 


Nielsen  ratings  for  the  NFL's 
broadcast-network  games  have 
fallen  30%  since  1974,  while 
the  average  annual  TV  contract 
expense  has  gone  from 
$67  million  to  $1.6  billion. 


Michael  Eisner,  and  the 
current  Disney  president, 
Robert  Iger.  The  NFL  hired 
him  in  January  2003  to 
head  its  media  division. 
Bornstein  launched  the  24- 
hour  cable-TV  NFL  Net- 
work later  that  year.  But  it 
was  clear  that  his  main  job  would  be  the  TV  negotiations. 

Turns  out  he's  a  good  player.  In  the  summer,  during  the 
negotiations  with  Fox  and  CBS,  he  noisily  went  to  lunch  with 
Dick  Ebersol,  NBC  Sports  chairman.  The  result:  CBS  and  Fox 
gave  the  NFL  what  it  wanted:  more  for  less.  "For  certain 
things  I  was  pretty  confident  about  how  our  partners  would 
react,"  he  says. 

But  the  Sunday  and  Monday  night  package  is  the  jewel 
of  the  TV  deal.  Indications  are  that  Disney  wants  to  keep  it. 
Monday  Night  Football  remains  a  top  ten  program  for  ABC, 
and  the  popularity  of  the  Sunday  night  game  has  allowed 
ESPN  to  brush  off  cable  providers,  like  Comcast,  that  have 
complained  about  ESPN's  growing  subscriber  fees. 

But  Bornstein  can  ratchet  up  Disney's  anxiety  levels  by 
invoking  a  bunch  of  potential  new  competitors,  like  NBC, 
Spike,  TNT  and  even  Rupert  Murdoch,  who  are  in  play  for 
Disney's  current  package  and  the  eight  new  games  that  the 
NFL  is  offering  up.  It's  well-known  that  Bornstein  has  a  cable 
background  and  friendships  with  people  like  Turner  Sports' 
David  Levy.  "The  key  to  these  new  negotiations  is  to  create  an 
auction  atmosphere,"  says  John  Mansell,  senior  analyst  at 
Kagan  Research. 

Negotiations  likely  won't  start  until  after  the  2004  season, 
when  Bornstein's  new  placard  might  be  something  like  "Pay 
big  or  get  lost."  F 


ACCOUNTING 

Grabbing 

The  Purse  Strings 

Yasir  Arafat  controlled  a  corrupt  and  very  lucrative 
racket.  What  happens  to  it  now?  By  Nathan  Vardi 

YASIR  ARAFAT  MAY  BE  GONE,  BUT  HIS  MONEY  MACHINE  STILL 
lives  on.  Not  just  the  Prada  payoffs  to  his  wife,  Suha,  who 
got  $150,000  a  month  from  the  Palestinian  Authority  bud 
get  and,  while  the  president  and  terrorist  lay  dying,  was 
offered  a  $2  million  lump  sum,  say  sources  familiar  with  the  negoti 
ations.  Serious  shekels  are  floating  around,  including  the  $1.7  bil 
lion  annual  Palestinian  budget  and  the  millions  that  flow  into  the 
territories  off  the  books. 

To  remain  on  political  life  support,  Arafat  encouraged  epic  cor 
ruption  to  buy  himself  the  loyalty  of  many  different  factions,  from 
schoolteachers  to  suicide  bombers.  Between  1995  and  2000  he  di 
verted  $900  million  from  the  Palestinian  Authority  to  accounts  and 
investments  he  controlled,  says  the  International  Monetary  Fund. 
Such  transfers  became  slightly  more  difficult  two  years  ago  when 
foreign  donors,  already  in  the  hole  for  more  than  $6  billion,  forced 
Arafat  to  appoint  Salam  Fayyad,  a  U.S.-trained  former  IMF  official,  as 

finance  minister.  Fayyad,  who 
grabbed  back  some  of  what  Arafal 
had  diverted,  set  up  accounts  thai 
only  he  could  sign  checks  against 
But  it's  hardly  an  airtight  system 
Dirty  money  gushes  in  places  like 
Kami,  the  chief  commercial  bordei 
crossing  into  Gaza.  Each  truck  must 
pay  a  $1,000  bribe  to  get  through 
resulting  in  $500,000  a  day  in  unac 
countable  revenue.  Arafat  used  to  gei 
a  cut.  Another  source  of  sub-ros£ 
funds:  the  Palestine  Liberation  Or 
ganization,  headed  by  Mahmoud  Abbas  and  it 
treasurer,  Ahmed  Qurei,  the  PA  prime  minister- 
both  possible  Arafat  successors.  Among  the  outfit; 
it  owns  is  al  Sakhra,  which  generates  $  1 5  million  ir 
annual  revenues  by  providing  food  and  uniforms  tc 
the  Palestinian  security  services.  Arafat  cronies  rur 
contractors  like  al  Bahr,  which  has  a  sweetheart  dea 
to  provide  information  technology  services  to  the  PA  finance  ministr 
That's  not  the  half  of  it.  There's  an  on-the-books  appropriatio 
from  the  PA  budget  to  the  president's  office — $41  million  in  2004 
And  there  are  hundreds  of  millions,  controlled  by  Arafat's  money 
men,  squirreled  away  in  accounts  around  the  world,  a  senior  Israel 
official  contends. 

What's  this  got  to  do  with  peace?  Everything — since  corruption 
fuels  the  intifada.  Says  Palestinian  negotiator  Saeb  Erekat:  "Two  thing 
are  required,  elections  and  financial  reforms."  Neither  is  a  certainty.  B 


Arafat,  potential  heir  Mahmoud 
Abbas  and  widow,  Suha. 
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Feel  like  a  small  fish  in  a  big  pond? 
Switch  to  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhouse.com/freetrades 
and  enter  offer  code  MRAFBF. 


CONTACT  US  AT: 
1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  $9.95 


At  TD  Waterhouse,  you'll  get  the 
attention  you  deserve,  no  matter  what 
the  size  of  your  portfolio. 

Got  a  question  about  your  account? 
Looking  for  guidance  in  retirement 
planning?  TD  Waterhouse  Investment 
Consultants  are  there  for  you  on  the 
phone  or  in  person  at  any  of  their  more 
than  150  branch  offices. 

They  can  even  make  switching 
to  TD  Waterhouse  hassle-free.  New 
customers  have  praised  TD  Waterhouse 
Investment  Consultants  for  making  the 
transition  fast  and  easy. 


It's  just  the  kind  of  friendly, 
professional  service  you  may  not  be 
getting  from  your  current  broker.  So  isn't 
it  time  you  start  investing  for  yourself  at 
TD  Waterhouse? 

You  can  do  this.  Switch  today  to 
TD  Waterhouse.  The  alternative  to 
higher-priced  brokers. 


TD 


Waterhouse 


You're  in  Control. 


©2004  TD  Waterhouse  Investor  Services.  Inc.  Member  NYSE/SIPC.  Comparison  based  on  survey  of  standard  equity  commissions  as  of  3/1 7/04.  Services  vary  by  firm  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system 
performance  or  for  other  reasons  Online  market  orders  are  S9.95-S1 7.95  depending  on  trading  activity  Limit  orders  just  $3  more  Trades  over  2.500  shares  incur  1  cent  per  share  charge  for  the  entire  order.  Call  or  see  tdwaterhouse  com  for  complete 
commission  fee  schedule  To  be  eligible  for  this  promotion,  account  must  be  opened  by  10/31/05,  free  trades  are  valid  30  days  from  account  funding;  accounts  must  be  funded  within  90  days  from  the  date  the  account  is  opened.  Each  free  trade 
valued  up  to  $45.  Offer  valid  for  new  customers  only  who  open  an  individual,  joint,  retirement,  trust,  or  Coverdell  Education  Savings  accounts.  Custodial,  partnership.  529  College  Savings  Plan,  and  corporate  accounts  are  not  eligible  Funds 
transferred  from  existing  TD  Waterhouse  accounts  are  not  eligible.  One  offer  per  person;  U.S.  residents  only,  void  where  prohibited;  standard  terms  and  conditions  apply,  offer  subject  to  change  at  any  time  without  notice. 
CODE  MRAFBF  TDW3852 


Middleware  is  Everywhere. 


Can  you  see  it? 


WebSphere 


Key 


1.  Sales  associate  checks  online  inventory. 

2.  Manager  uploads  revenue  goals. 

3.  Supervisor  gets  employee  overtime  info. 

4.  Cashier  IMs  downtown  store  location. 

5.  Everyone  accessing  info  via  one  portal. 


MIDDLEWARE  IS  IBM  SOFTWARE.  WebSphere  Portal, 
part  of  the  IBM  Workplace  Family,  connects  partners, 
employees,  and  customers  worldwide.  It's  how  to  access 
multiple  applications  on  one  screen  and  on  virtually  any 
kind  of  device.  An  end-to-end  solution  that  helps  improve 
productivity  and  reduce  costs  as  it  enables  on  demand 
business.  It's  an  accessory  that  you  just  can't  live  without. 


Middleware  for  the  on  demand  world.  Learn  more  at  ibm.com/middleware/portals  ^3  DEMAND  BUSINESS 


I  Technology 


The  biggest  drawback,  aside  from 
the  price,  is  that  this  camera  won't  fit  in 
anyone's  pocket.  With  an  extra-life  bat- 
tery, it  weighs  more  than  5  pounds.  But 
thanks  to  the  same  kinds  of  features  you 
find  in  just  about  every  consumer  cam- 
corder today,  including  image  stabiliza- 


tion and  automatic  focus,  exposure  and 
white  balance,  just  about  anybody  can 
pick  up  this  unit  and  shoot  scenes 
whose  high-definition  looks  will  dazzle 
even  when  the  drooling  baby  doesn't. 
And  since  this  is  a  "prosumer"  model, 
just  about  everything  can  be  adjusted 


manually  when  you  have  the  creative 
urge. 

Even  the  options  have  options.  If  you 
want  to  focus  manually,  you  can  use  a  tra- 
ditional ring  at  the  front  of  the  lens.  But 
you  can  also  call  on  two  buttons  for  help. 
One  lets  you  quickly  see  what  the  camera 


Three's  No  Charm 


Three  is  supposedly  the  charm  for  Microsoft.  By  the  third 
edition  of  a  product,  according  to  the  conventional  wis- 
dom, the  company  finally  get  things  right.  But  sometimes 
it  takes  a  little  longer.  Witness  its  Sisyphean  quest  to  make 
Windows  computers  the  family's  music  and  video  hub. 

Latest  case  in  point:  Hewlett-Packard's  new  $2,000  Digi- 
tal Entertainment  Center,  based  on  the  third  major  iteration  of  • 
Microsoft's  Windows  XP  Media  Center  software.  There  are  lots 
of  traditional  PCs  that  run  Media  Center,  but  the  DEC  is  intended  to 
feel  more  like  a  consumer  electronics  device  than  a  computer.  It 
sits  horizontally  instead  of  vertically  and  connects  to  your  TV  source 
and  TV  set.  It  has  a  progressive-scan  DVD  player  and  home-theater 
outputs,  including  component  and  DVI  video,  optical  and  coaxial 
audio  and  even  Zl-channel  audio  for  use  with  powered  speakers. 

And  it  lacks  two  ports  you  find  on  almost  every  other  Windows 
computer:  the  ones  for  the  keyboard  and  mouse.  Instead,  it  comes 
with  a  wireless  keyboard  that  has  a  trackball  for  your  right  thumb 
and  mouse  keys  for  your  left.  That's  a  bit  awkward,  but  you're  not 
meant  to  use  the  keyboard  all  that  much.  Most  of  the  interaction  is 
supposed  to  happen  with  the  Media  Center  remote  control,  which 
lets  you  scroll  among  the  myriad  on-screen  options. 

The  Media  Center  software  can  serve  as  a  digital  video  recorder, 
a  repository  for  digital  photos  and  music  and  a  link  to  online  enter- 
tainment services.  It's  like  a  curtain  that  drops  down  over  the  Win- 
dows desktop,  hides  mundane  programs  like  word  processors  and 
spreadsheets  and  delivers  a  "12-foot  experience"  with  big  fonts  on 
a  big  screen.  And  there  are  very  nice  touches,  like  the  system's 
ability  to  access  the  Net  to  bring  in  cover  art  for  albums  and  box  and 
poster  art  for  movies.  Once  you  get  the  hang  of  it,  navigating  with 
the  remote  is  easy. 

But  lurking  behind  that  curtain  is  a  complex  Windows  computer 
that  sooner  or  later  crashes  or  hangs.  The  manual's  troubleshooting 
pages  warn  that  using  the  "on"  button  to  reset  the  DEC  "should  be 
used  only  as  a  last  resort,"  but  I  had  to  resort  to  it  often.  And 
there  are  times  when  you  simply  have  to  lift  the  curtain  and  visit 
Windows;  until  I  tweaked  the  Control  Panel  display  settings, 
wide-screen  DVDs  turned  up  extra  wide  on-screen.  Most  users 
would  never  figure  it  out. 

Some  of  the  analog  components  aren't  as  good  as 
traditional  counterparts.  No  matter  how  I  adjusted  the  -  -  - 


1  l 


HP  Media  Center 
Extender:  unwired. 


Qui  .M.lll 

JSC:  5'  I'M  I  I 


HP  Digital  Entertainment  Center:  Behind  the  facade,  it's  a  Windows  Pu  ' 

fm  radio,  it  had  trouble  bringing  in  stations  that  came  in  clearly  oi 
nearby  sets.  The  video  tuner  did  a  poorer  job  than  my  TV,  VCR  a 
cable  box  with  marginal  analog  cable  stations.  Worse,  this  box  offen 
no  support  for  broadcast  HDTV  (though  you  can  play  the  few  Win  ^ 
dows  Media  HD  DVDs,  which  look  smashing)— and  Media  Centen 
that  do  have  HD  capability  can't  handle  cable  or  satellite  signals.  ( 

After  all  this,  if  you're  ready  to  zap  songs  and  shows  from 
Media  Center  to  your  television  via  your  home  network,  Microso 
is  there,  with  Media  Center  Extenders,  surprisingly  large  boxes  tha 
plug  into  your  TV.  I  tried  HP's  $300  model,  which  worked  reasonabt 
well  once  I  figured  it  out.  The  units  operate  on  802.11a  or  g  wireles 
networks,  but  they  prefer  the  much  less  popular  "a"  flavor  for  a  va 
riety  of  technical  reasons.  But  the  manual  insists  that  the  Medi 
Center  must  be  hardwired  directly  to  the  wireless  router,  which  ma 
not  be  easy  if  your  router  isn't  near  the  computer. 

There  turn  out  to  be  several  other  gotchas.  Thanks  to  copv 
protection  rules,  you  can't  play  DVDs  via  the  Extender.  You  can! 
play  music  encoded  in  the  AAC  format  either— which  eliminates  any 
thing  you  may  have  purchased  from  the  iTunes  store.  Nor  can  yo| 
watch  one  live  TV  program  on  the  Extender  while  someone  is  water) 
ing  a  different  one  on  the  main  unit.  And,  as  usual,  bugs  aboum 
Every  time  I  tried  to  access  my  Ofoto  account  via  the  Extender,  a 
error  message  appeared,  the  Media  Center  crashed  in  the  otM  * 
room,  and  the  connection  disappeared  until  it  recovered. 

Microsoft  and  Intel  call  this  "Digital  Joy."  I  bet  you  won't. 

-S./lj 
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Middleware  is  Everywhere. 


Can  you  see  it? 


•*,v 


BP** 


Key 

MIDDLEWARE  IS  IBM  SOFTWARE.  Powerful  WebSphere 
software.  It's  the  strong,  seamless  bond  that  can  unite  your 
business, vendors,  partners  and  customers.  Adynamic  link 
designed  to  make  your  entire  organization  more  efficient 
More  responsive.  More  flexible.  On  demand.  WebSphere 
connects  processes,  with  open  standards.  And  it's  easy 
to  manage,  too.  So  all  involved  get  a  better  night's  sleep. 

1.  Guest  checked  in  wirelessly. 

2.  Staff  queries  guest  preferences. 

3.  Vendor  services  integrate  seamlessly. 

4.  Supplies  are  procured  automatically. 

5.  Repeat  customers  increase  profits. 

Middleware  for  the  on  demand  world.  Learn  more  at  ibm.com/middleware/process  |i  ^DEMAND  BUSINESS 

Key 

MIDDLEWARE  IS  IBM  SOFTWARE.  Identity  management 
software  that  uses  single  sign-on  technology  to  ensure  that 
the  right  access  is  given  to  the  right  people.  Open,  modular 
Tivoli  security  software  that  automates  processes  between 
employees,  partners,  customers  and  suppliers  -  while 
helping  to  reduce  costs.  It's  how  everyone  involved 
gets  the  information  they  need.  On  time.  And  on  demand. 

1.  Buyer  downloads  competitive  pricing. 

2.  Manager  securely  retrieves  invoices. 

3.  Driver  obtains  specific  delivery  details. 

4.  Ex-vendor  denied  access  to  intranet. 

5.  Customer's  identity  protected  from  theft. 

Middleware  for  the  on  demand  world.  Learn  more  at  ibm.com/middleware/identity  QJJ  DEMAND  BUSINESS 

Technology 


thinks  is  the  optimal  focus  point  and  then 
fine-tune  from  there.  Another  lets  you 
enlarge  the  picture  temporarily  on  the 
screen.  And  if  that's  not  enough,  you  can 
set  a  switch  to  enhance  the  outlines  of 
objects. 

To  zoom,  you  can  use  a  familiar 
pressure-sensitive  rocker  switch  or  the 
lens-mounted  ring.  But  there's  also  a  top- 
mounted  switch  that  lets  you  zoom  at  a 
single,  smooth,  preselected  speed  no  mat- 
ter how  hard  you  press — a  boon  to  the 
fumble-fingered. 

One  menu  item  lets  you  get  video 
with  a  filmlike  subtlety;  submenus  let  you 
fine-tune  that  look.  There's  even  a  fairly 
complicated  way  to  let  the  camcorder  do 
the  work  of  a  professional  camera  opera- 
tor by  automatically  transitioning  from 
one  collection  of  settings — exposure, 
focus,  zoom  and  the  like — to  another  as 
you  shoot. 

The  viewfinder  and  external  LCD 
screen  both  tilt  to  a  variety  of  useful 
angles.  Both  are  about  as  high-resolution 
as  you  can  get  nowadays,  and  the  LCD  is 
transflective,  meaning  you  can  turn  off 
the  backlight  and  read  it  on  bright  days. 
And  though  the  camcorder  may  not  be 
light,  it  is  well  balanced  and  easy  to  han- 
dle. An  optional  $400  shoulder  brace  adds 
weight  but  can  make  shooting  even  eas- 
ier; the  preproduction  model  I  tried 
refused  to  lock  properly,  but  that  should 
be  fixed  in  the  final  units. 

Some  may  say  this  camera  cheats  a 
bit.  The  HDR-FX1  delivers  1,080  interlaced 
vertical  lines  30  times  a  second,  as  many 
high-def  broadcasts  do.  But  whereas 
broadcasts  offer  1,920  square  pixels  in 
each  line,  Sony  produces  just  1 ,440  pixels, 
rectangular  to  maintain  the  wide  aspect 
ratio.  Since  each  of  the  camera's  three 
sensors  offers  only  about  1.1  million  pix- 
els, not  the  1.5  million  in  the  final  image, 
Sony  extrapolates  the  difference  by  shift- 
ing one  of  the  sensors  out  of  alignment 
from  the  others  and  computing  the 
results. 

But  if  this  is  a  cheat,  it's  an  exquisite 
one.  On  a  high-def  TV,  video  of  autumn 
trees  revealed  multicolored  leaves  instead 
of  indeterminate  fuzz.  High-def  close- 
ups  uncovered  hidden  details  that  stan- 


HD.  DVR.  Cheap. 

TiVo  is  great.  I  love  TiVo.  But  TiVo's  in 
trouble,  and  cable's  the  reason. 
Consider:  Paul  Allen's  Digeo  just  won 
an  Emmy  for  its  Moxi  Menu,  the  user  inter- 
face for  its  Moxi  Media  Center  cable  boxes, 
the  best  of  which  serve  as  high-definition 
digital  video  recorders  and  home  entertain- 
ment hubs.  Then  there's  Microsoft:  Its  TV 
Foundation  Edition  software  serves  as  the 
user  interface  for  Motorola's  new  high-def 
cable  DVRs.  Scientific-Atlanta  offers  similar 
DVRs  via  cable  companies  that  use  its  sys- 
tems. All  this  should  give  TiVo  the  willies. 

The  cable  DVRs  don't  yet  do  everything 
TiVos  can,  like  letting  you  program  them  over 
the  Web  or  recording  shows  they  think  you'd 
like,  but  they  do  the  important  things.  And 
they  can  generally  do  those  things  faster  and 
simpler  than  TiVos,  in  part  because  they're 
integrated  with  the  cable  box  instead  of 
mated  to  it  via  a  remote-control-faking 
kludge  called  an  IR  blaster.  Unlike  most 
TiVos,  they  can  record  two  programs  at  once 
and  let  you  watch  one  while  recording 
another.  And  they  can  record  high-definition 
content,  a  virtual  necessity  for  HDTV  owners 
in  a  world  where  that  content  is  still  scarce; 
the  only  TiVo  that  can  do  that  is  a  DirecTV 
satellite  model  that  costs  $1,000. 

With  cable,  there's  no  upfront  fee  for  the 
box.  It  typically  rents  for  about  $10  a  month- 
less  than  the  $13  TiVo  charges  just  for  its 
service.  If  the  cable  box  goes  bad  or  a  fancier 
model  comes  along,  you  call  up  and  get  a 
new  one.  But  you  generally  don't  get  to  pick 
which  DVR  you  get  or  whether  you  get  one  at 
all;  that's  up  to  your  cable  provider. 

First-generation  Microsoft  computer 
software  generally  has  an  awkward  feel  to  it, 
but  the  Microsoft-powered  Motorola 
DCT64I2 1  rented  from  Comcast  in  Seattle  (its 
first  market  for  the  unit)  is  as  fleet  as  any 
I've  tried.  Changing  channels  happens  fast. 
Navigating  screen  menus  and  programming 
options  is  mostly  straightforward.  The  four 
fast-forward  speeds  work  smoothly;  the 
only  thing  missing  is  a  30-second  forward 
skip.  Even  though  it  offers  more  features, 
the  unit  is  far  easier  to  use  than  the  one  it 
supplanted,  a  non-DVR  box  with  awful  TV 
Guide  software. 


In  my  market  Comcast  delivers  all  the  I 
HD  channels  but  the  CBS  affiliate,  along 
ESPN  and  Discovery  in  HD,  two  INHD  chan 
and  some  HD  Mariners  games,  all  avail; 
free  with  digital  cable.  You  also  get  one 
channel  each  from  HBO,  Showtime,  Starz 
Cinemax  at  no  extra  charge  if  you  subscrif 
the  service  in  question.  And  in  the  noi 
realm  I  particularly  like  the  availabilit 
episodes  of  series  like  Curb  Your  Enthusi 
and  The  Sopranos  at  the  touch  of  a  coup 
keys  of  the  remote;  material  from  prerr 
channels  is  available  on  demand  free  w> 
subscription.  You  can  get  HD  shows  on 
mand,  too;  unfortunately,  they're  limited  to 
a  dozen  Imax  movies  for  $6  each. 

There  are  a  few  annoyances.  If  yoi 
to  watch  a  third  channel  while  two 
recording,  the  box  offers  to  cancel  only 
one  you've  watched  most  recently.  Ait 
the  many  high-definition  programs  I  recoi 
in  my  tests,  one  developed  a  few  minute 
digital  video  confetti.  On  two  occasions 
audio  on  shows  I  had  recorded  failed  to 
until  I  backed  out  and  tried  again.  In  c 
settings  the  incessant  clicking  of  the 
drive  might  be  annoying. 

And  that  drive  could  be  bigger:  It  h 
60  hours  of  standard-def  video,  but  on 
of  high-def.  Wish  list:  a  high-def  DVD  recc 
to  which  you  could  offload  your  stuff.  [ 
expect  that  to  happen  soon.  But  the  only 
rent  solution  isn't  bad:  For  ten  buc 
month,  rent  another. 

I  wasn't  able  to  try  a  Moxi  Media  Ce 
at  home,  but  I  did  fool  around  with  oi 
Digeo's  headquarters.  This  box  is  also  a 
ner.  The  Moxi  Menu  system  puts  n 
choices  in  a  horizontal  line  and  shows 
menus  extending  vertically— a  concept  t 
harder  to  describe  than  it  is  to  use.  Its 
sistency  lets  you  quickly  grasp  what 
need  to  do  next. 

The  Moxi  does  pretty  much  wha 
Microsoft-based  unit  does  as  a  high-de 
and  then  takes  the  concept  farther.  A 
port  lets  you  upload  photos  to  the  box 
display  them  on  TV.  An  optional  DVD  p 
lets  you  watch  movies  or  play  CDs,  anc 
can  also  rip  tunes  to  the  MP3  format 
store  them  on  the  hard  drive.  Some 
mentary  games  are  included,  inclu 
Tomato,  which  lets  you  take  out  your 
frustrations  by  splattering  the  screen 
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lal  vegetables  and  eggs. 
\  device  called  Moxi  Mate  connects  to  a 
rent  TV  and  can  play  content  from  the 
1  unit  over  your  existing  cable  wiring.  It 
access  everything  on  the  full-featured 
and  do  things  like  fast  forward;  about  all 
n't  do,  at  least  for  now,  is  play  it  in  high 
nition.  The  monthly  rental  fee  for  the 
i  Mate  is  expected  to  be  about  $5. 
\fter  trying  these  units,  playing  with  the 

00  DirecTV  HD  DVR  with  TiVo  felt  like  a 
backward.  TiVo  used  to  have  the  best 

■  interface  in  the  market,  and  its  Wish 
function— the  ability  to  have  it  watch 
irograms  that  aren't  even  on  the  sched- 
/et— remains  unique.  Like 
:r  satellite  TiVos,  this  one 
you  watch  one  show  while 
rding  another.  It  can  hold 
lours  of  HD  content.  But 
the  system  is  looking  a  bit 
in  the  tooth. 

Mth  TiVo  you  can't  watch 
:ven  listen  to  programs 
e  you  set  up  your  record- 
schedule.  The  cable  com- 
ers typically  show  you  the 
ure  in  an  inset  or  behind 
menu,  and  you  never  lose 
audio.  On  the  DirecTV  HD 
)  box  you  can  wait  more 

1  half  a  minute  between 
time  you  tell  it  to  record  a 
v  and  the  time  it  acknowl- 
5S  your  request;  changing 
mels  is  slow,  too.  With  the 
petition,  the  wait  is  usu- 
imperceptible. 
3ecause  of  limited  band- 
:h,  DirecTV  doesn't  offer 
I  channels  in  high  def  yet. 
I  that  happens,  sometime 
005,  the  only  locals  you 
get  from  the  dish  are  the 
i  York  or  Los  Angeles  CBS 
3C  stations— but  only  if  you 
where  one  of  those  net- 
<s  owns  your  local  station 
du  can't  get  any  local  pro- 
riming  at  all. 

n  other  markets  you  have 
ut  up  an  antenna  and  pull 
I  HD  channels  off  the  air.  If 
can  get  signals,  the  DirecTV 


box  can  decode  them.  Nice  touch:  The  locals 
are  included  in  the  program  guide,  so  you 
can  record  them  just  as  you  would  off  the 
satellite. 

With  DirecTV,  you  pay  a  $5  monthly 
TiVo  fee  unless  you  take  its  most  expensive 
regular  programming  package.  But  that 
package  doesn't  include  an  $11  monthly  HD 
option  that  gives  you  ESPN,  Discovery, 
Bravo  and  two  HDNet  channels;  HBO  and 
Showtime  are  available  in  HD  if  you  sub- 
scribe to  the  corresponding  service.  Some 
pay-per-view  movies  and  a  whole  lot  of 
football  are  also  available  in  HD. 

I  reviewed  Dish  Network's  DVR  earlier  this 


year  (Mar.  I);  its  ugly  interface  and  numerous 
bugs  did  not  win  me  over.  It  lists  for  $550 
and  has  local  programming  limitations  simi- 
lar to  DirecTV's. 

The  only  bad  news  for  consumers  in  all  of 
this  is  the  slowness  of  cable  companies  in 
deploying  these  boxes— something  that 
seems  to  be  changing  as  DirecTV  aggres- 
sively adds  the  bandwidth  it  needs  to  deliver 
local  channels.  Will  competition  mean  Rupert 
Murdoch's  DirecTV  will  also  have  to  aggres- 
sively discount  DVRs  the  way  the  cable  com- 
panies do?  Will  TiVo  work  some  untold  magic 
of  its  own? 

Tune  in  next  year.  —S.M. 


High-definition  digital  video  recorders  (top  to 
bottom):  DirecTV  HO  DVR  with  TiVo;  Motorola 
BMC9022D  Broadband  Media  Center  with  Moxi; 
Motorola  DCT64I2  DVR  Cable  Receiver  with 
Microsoft  TV  Foundation  Edition. 
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TOSHIBA 

Don't  copy.  Lead. 


Technology 


Shoot  high-definition  video  like  a  pro:  Sony  Handycam  HDR-FXI  puts  high  def  into  a  camcorder 
with  a  broad  range  of  advanced  features— for  the  price  of  a  decent  flat-panel  TV. 


dard  def  smeared.  Color  seemed  more 
like  life  than  like  TV. 

Alas,  I  was  unable  to  try  what  will  be 
one  of  this  camera's  biggest  selling  points: 
the  ability  to  edit  your  footage  with  pop- 
ular software.  Major  editing  software 
developers  like  Adobe  and  Apple  are 
modifying  their  programs  to  support  the 
new  HDV  format.  Pinnacle's  Liquid  Edi- 
tion and  a  plug-in  for  Ulead's  Media- 
Studio  Pro  should  be  available  by  the 
time  you  read  this.  Other  products, 
including  Apple's  beloved  Final  Cut  Pro, 
will  follow  in  the  months  to  come. 

So  what's  not  to  like?  As  with  most 
camcorders,  this  one  delivers  lackluster 
audio  from  its  built-in  stereo  micro- 
phone, which  picks  up  motor  noise  when 
you  zoom.  But  unlike  most  consumer 
camcorders,  at  least  this  one  doesn't  force 
you  to  leave  audio  decisions  to  the  elec- 
tronics; you  can  easily  adjust  sound  levels 
manually  via  a  handy  dial  rather  than  a 
hidden  on-screen  menu. 

1  also  longed  for  a  feature  from  my 


current  Sony  camcorders  that  profes- 
sional videographers  don't  seem  to  care 
about:  a  touchscreen  and  spot  meter 
with  the  ability  to  set  exposure  to  the 
spot  you  touch.  And,  of  course,  what  I 
really  want  is  a  small,  light  personal 
model  that  can  fit  in  a  pocket.  If  history 
is  any  guide,  we'll  see  something  like 
that  within  a  couple  of  years. 

On  the  other  end  of  affordable,  Sony 
will  introduce  a  $4,900  professional  ver- 
sion of  this  camera  in  February.  The 
HVR-Z1U  will  offer  even  more  features, 
including  many  that  will  be  of  interest 
only"  to  pros  and  a  few  I  wish  the 
cheaper  model  had:  a  viewfinder  that 
can  be  operated  in  either  color  or  black 
and  white,  a  simpler  way  to  get  into 
manual  exposure  mode,  and  more  flex- 
ible microphone  settings. 

Both  cameras,  by  the  way,  can  shoot 
traditional  standard-def  MiniDV  video. 
But  why  wouldn't  you  want  to  see  your 
baby's  dimples  as  clearly  on-screen  as 
when  she  smiles  in  real  life?  F 
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BOOZE  BATTLES 


Absolut 
Chaos 

Absolut  vodka  was  once  the  coolest  brand  in  the  world. 
Now  it's  just  a  big  brand  |  By  Matthew  Miller 
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Irs  A  WINDY  EVENING  IN  MANHATTAN  AND 
bar  operator  Steven  Greenberg  is  surrounded 
by  beautiful  people  mingling  over  $14  cock- 
tails in  High  Bar  at  the  Hotel  Gansevoort. 
Greenberg,  sampling  vodka,  takes  a  swig  of 
Absolut,  then  a  sip  of  Grey  Goose.  "Can't  re- 
ally taste  the  difference,"  he  says. 
His  customers  believe  they  can.  Grey  Goose 
drinks  make  up  17%  of  the  bar's  entire  tab — more 
than  any  other  single  brand  of  alcohol.  Absolut, 
for  a  long  time  the  must-have  vodka  in  every 
popular  watering  hole,  makes  up  just  3%.  Na- 
tionally, Absolut  outsells  Grey  Goose  3-to- 1 , 
but  the  goose  is  gaining  on  it. 


Once  the  nation's  fastest-growing 
distilled  spirit,  with  one  of  the  longest- 
running  advertising  campaigns  in  Madi- 
son Avenue  history,  Absolut  has  lost  its 
verve.  Sales  of  9-liter  cases,  which  climbed 
63%  to  4.1  million  in  the  1990s,  flattened  at 
4.5  million  beginning  in  2000.  Total  vodka 
sales  have  risen  17%  to  43  million  cases  in 
the  same  period,  says  industry  tracker  Impact 
Databank.  Absolut  is  still  the  third-largest 
liquor  brand  (in  case  sales)  in  the  U.S.,  but  all  of 
a  sudden  the  future  for  the  vodka  is  as  foggy  as  its 
trademark  bottle  in  "Absolut  San  Francisco,"  one 
of  1,500  puckish  Absolut  print  ads  that  have 
appeared  since  1980. 

What  happened?  Absolut,  a  brand  built  on 
image,  is  being  tested  by  an  explosion  of  higher- 
priced  vodkas — 120  new  vodkas  have  been  intro- 
duced in  the  last  three  years.  Ads  and  barkeeps 
trumpet  their  superior  quality  to  drinkers  who  usu- 
ally can't  taste  much  difference  among  them 
(see  box,  p.  86).  Because  these  newer  offerings,  in- 
cluding Grey  Goose,  Ketel  One  and  Belvedere,  cost 
more  than  Absolut,  drinkers  in  their  20s  and  30s 
believe  their  $14  vodka  martinis  and  cosmos  taste 
better  when  mixed  from  them. 

Mostly,  they  believe  their  cocktails  are  best  with 


Grey  Goose,  a  $30-a-bottle  French  vodka  that  sold 
1.4  million  cases  last  year,  up  410%  since  2000.  The 
brand,  boosted  by  word  of  mouth  among  bar- 
tenders, is  on  fire.  That's  why  Bacardi  recently  paid 
$2  billion  to  get  it  from  Sidney  Frank  Importing 
of  New  Rochelle,  N.Y.  Bac- 
ardi is  in  a  position  to 
make  Grey  Goose  an 
%    even  more  formida- 
ble foe  of  Absolut. 
Carl  Horton, 
president  and 
chief  executive 
of  Absolut 
Spirits,  the 
New  York  im- 
porter for  V&S 
*  Group  AB  of 

Stockholm, 
concedes  that 
these  are  chal- 
lenging times 
for  the  Swedish 
vodka.  The  mid- 
dle market  Abso- 
lut caters  to  is  losing 
customers  to  the  new- 
comers at  the  upper  end. 
It  is  also  feeling  pressure 
from  less  expensive  brands,  including 
$10  Smirnoff  (its  volume  was  up  25%  between 
2000  and  2003),  that  do  well  in  stores. 

"I'm  not  worried  about  getting  cut  out  of  the 
middle,  but  it  is  something  we  are  aware  of,  and 
it's  my  job  to  push  the  brand  to  grow  within  that 
segment,"  says  Horton. 

Bengt  Baron,  chief  executive  of  V&S  Group, 
which  owns  Absolut,  mentions  another  problem. 
Absolut  has  had  three  importers  since  the  early 
1990s.  Sales  growth  came  to  a  screeching  halt  in 
2001,  when  Seagram,  its  then-importer,  backed 
out  of  the  booze  distribution  biz.  That's  when 
Absolut  Spirits  was  formed  to  import  and  dis- 
tribute Absolut  with  Jim  Beam  Brands  World- 
wide of  Deerfield,  111. 
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Marketing 


"We  have  just  endured  a  major 
transition  with  our  distribution  part- 
ners," says  Baron.  "We  are  through 
that  now.  We  can  get  back  to  focus- 
ing on  running  a  brand  and  running 
a  business." 

The  brand  and  the  business  ran  ef- 
fordessly  for  two  decades.  Absolut  was 
introduced  in  the  U.S.  in  1979.  Soon 
after,  its  first  print  ad  appeared.  It  fea- 
tured Absolut's  unremarkable  bottle  as 
an  iconic — if  ironic — centerpiece. 
There  were  only  two  words  in  the  copy: 
"Absolut  Perfection." 

Then  Michel  Roux,  an  eccentric 
Frenchman  who  ran  Carillon 
Importers,  Absolut's  importer  at  the 
time,  persuaded  Andy  Warhol  to  paint 
a  picture  of  the  bottle.  Warhol's  image 
ran  as  an  ad  in  1 985,  making  Absolut 
fashionable.  It  became  famous,  too,  as 
more  than  400  artists  and  designers 
rendered  the  bottle  for  the  unremit- 
ting ads.  Roux  even  asked  magazine 
creative  directors  to  propose  ads  that 
would  run  in  their  pages.  In  one, 
"Absolut  Magnetism,"  an  Absolut 
bottle  on  one  page  seemed  to  pull  the 
words  from  an  adjoining  one. 

"People  used  to  drink  Absolut  not 
knowing  it  was  vodka,"  recalls  Roux. 

That  became  a  problem.  Ads 
pitched  Absolut  as  the  distilled  essence 
of  coolness,  so  refined  that  there  was 
no  message  about  taste,  heritage  or 
quality.  That  is  finally  changing.  Recent 
ads  from  Absolut's  longtime  ad  agency 
TBWA  Chiat  Day  of  New  York,  a  unit  of 
Omnicom  Group,  strike  a  sober,  sophisti- 
cated tone.  They  feature  parts  of  the  bottle 
against  a  black  background.  Wordy  copy 
talks  up  distillation  and  the  caliber  of  wheat 


Putting  Taste  to  the  Test 


A 


mateur  vodka  drinkers  have  a 
hard  time  differentiating  one 
brand  from  another.  It's  a 
psychological  effect  that  makes 
the  more  expensive  brands  taste 
better.  But  what  about  experts?  We 
asked  Anthony  Dias  Blue,  author  of 
The  Complete  Book  of  Spirits 
(HarperCollins,  2004)  to  pick  his 
favorite  among  five  unflavored  vod- 
kas in  a  blind  taste  test.  His  enthusi- 
astic pick?  Absolut,  which  Blue 
praised  as  "the  best  vodka  here." 

Here's  what  Blue  said  about  each 
of  the  offerings,  which  he  sipped 
straight  at  room  temperature,  from 


'best"  to  "worst." 


-MM 


ABSOLUT 
$20 
Absolut  Spirits 
"Beautiful. 
Lovely.  Rich 
texture.  Very 
smooth." 


Prices  for  750ml  bottles. 


LEVEL 
$28 
Absolut  Spirits 

"Nice  and 
smooth.  Very 
vivacious  and 
syrupy  in 
texture." 


GREY  GOOSE 

$30 
Bacardi  Ltd. 
"Neutral  in 
smell  and  flavor. 
Short.  It  doesn't 

last  on  the 
palate.  Silky,  but 
no  interesting 
texture." 


SMIRNOFF 
$10 
Diageo 
"Fairly  smooth. 
A  little  bite. 
A  trace  of 
pepper." 


JEAN  MARC  X0 
$50 

Daucourt  Martin 
Imports 
"Oh,  jeeze. 
Oh,  my.  It  has  a 
Pine-Sol  aroma." 


Absolut  Spirits'  Carl  Horton  says  he  isn't  nervous 
an  ad  that  set  the  tone  for  many  that  followed. 


and  water  that  goes  into  making  Absolut. 

Absolut  Spirits,  which  spent  $34  mil- 
lion advertising  Absolut  last  year,  is  also  try- 
ing to  reach  young  adult  drinkers  in  new 
ways.  It's  pitching  Absolut  in  TV  commer- 
cials, on  the  Internet  and  in  cell 
phone  text  ads.  Borrowing  one 
of  Grey  Goose's  tricks,  it  is  also 
putting  more  emphasis  on  court- 
ing bars,  where  it  gets  50%  of  its 
sales.  There  are  schmoozefests  for 
thousands  of  barkeeps  under  way 
in  15  U.S.  cities.  Last  month  in 
Miami  300  attendees  were 
treated  to  massages  and  mani- 
cures while  Absolut  salesmen 
pitched  the  brand. 

Horton,  who  says  Absolut 


case  sales  will  rise  to  5  million  this  year,  in- 
sists Absolut  can  compete  with  up  market 
rivals.  But  he's  hedging  his  bet:  This  year 
the  company  introduced  Level  vodka  at 
$28  a  bottle.  Case  sales,  he  says,  will  hit 
100,000  this  year,  outpacing  Grey  Goose's 
early  growth  and  giving  the  importer  more 
of  an  edge — not  to  mention  better  mar- 
gins— in  the  battle  for  shelf  space  in  bars 
and  stores. 

"I'm  not  nervous,"  he  says  with  the 
smugness  of  a  longtime  champ.  "A  lot  of 
the  brands  you  are  seeing  won't  be  around 
three  to  five  years  from  now.  We're  well  po- 
sitioned for  the  long  term." 

"Absolut  Patience"  is  the  message  in 
a  current  ad.  These  guys  are  going  to 
need  it.  F 
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"Instead  of  just 
the  next  quarter, 
how  about 
the  next  quarter 
of  a  century?" 

At  ABN  AMRO  we  commit  to  the  long  term.  Focus  on  a 
sustainable  future.  For  our  clients,  but  also  for  the  planet. 
Which  is  why  we  engage  with  environmental  and  human 
interest  groups.  To  hear  their  perspective  on  where  the 
future  is  heading.  It  has  helped  us  develop  policies  to 
define  conditions  for  financing  certain  ecologically  sensitive 
industries,  such  as  oil  &  gas,  mining  and  forestry. 

It's  an  approach  that  actually  attracts  more  clients.  People 
who  face  similar  issues  and  value  a  partner  that  can  help 
them.  Resulting  in  sound  and  profitable  business.  For  all  of  us. 

ABN  AMRO 


www.abnamro.com 


This  announcement  appears  as  a  matter  of  record  only.  ABN  AMRO  Bank  N.V. 

undertakes  US  securities  business  in  the  name  of  its  indirect  wholly 

owned  subsidiary,  ABN  AMRO  Incorporated,  an  SIPC,  NYSE  and  NASD  member. 


IRON  MOUNTAIN  E-MAIL  ARCHIVING.  IT'S  E-DISCOVERY  INSURANCE. 
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OUTSOURCING 


JOHN  PAUL  MAGILL  ISN'T  YOUR 
typical  personnel  consultant. 
Brought  in  by  a  restaurant 
owner,  Magill  was  lying  in  wait 
earlier  this  year  to  perform  the 
dirty  work  he  was  hired  to  do:  fire  some- 
one. In  this  case,  a  foulmouthed  cook  who, 
convinced  that  Spanish  would  cloak  his 
words,  repeatedly  made  sexually  charged 
remarks  to  one  of  the  female  waiters.  The 
offender  evidently  didn't  know  that  the 
woman  was  fluent  in  Spanish.  Waiting  30 
minutes  past  the  start  of  the  cook's  shift, 
Magill  learned  that  the  guy  had  been  writ- 
ten up  for  tardiness  more  than  once.  That 
made  the  job  easier.  When  the  cook  finally 
showed  up,  Magill  canned  him  not  for 
sexual  harassment  but  for  repeatedly  being 
late.  "There's  more  than  one  way  to  get  rid 
of  someone,"  he  says. 

Just  another  nasty  little  chore  in  the 


everyday  life  of  Magill's  firm,  the  Achilles 
Group  of  Houston.  Business  is  good  these 
days,  and  not  just  because  72%  of  all  U.S. 
companies  are  outsourcing  at  least  one 
human  resources  activity,  according  to  the 
Bureau  of  National  Affairs,  which  tracks 
the  industry.  Achilles  eschews  the  paper- 
pushing,  payroll-handling  and  benefits- 
managing  jobs  scooped  up  by  much  larger 
rivals  like  Mercer  (a  Marsh  &  McLennan 
subsidiary)  and  publicly  traded  Hewitt 
Associates.  Three-quarters  of  its  business 
consists  of  the  grungier  side  of  personnel 
matters — threatened  lawsuits,  employee 
spats,  discrimination  and  harassment  fil- 
ings, contentious  firings,  EEOC  claims  and 
hiring — which  many  companies  find  too 
painful  to  touch.  Hence  the  name  Achilles. 
"You  go  into  business  to  make  widgets," 
Magill  tells  prospective  clients,  "not  to 
make  sure  Sally  and  Eddie  get  along." 


Ah,  but  life  wasn't  always  so  sweet  at 
three-year-old  Achilles.  Magill  and  one  of 
the  other  two  cofounders  had  been  laid  off 
themselves — Magill  from  his  $100,000-a- 
year  position  as  personnel  director  at 
Houston  contractor  Integrated  Electrical 
Services,  and  Arch  H.  Payne,  who  had 
been  earning  $240,000  as  head  of  person- 
nel at  ill-starred  Azurix,  an  Enron 
subsidiary,  now  defunct.  Partner  number 
three  was  Bill  W.  Bradshaw,  a  headhunter 
with  his  own  firm  (and  a  $175,000  salary), 
who  threw  in  with  them  anyway.  "The 
move  was  a  little  tough  to  explain  back  at 
the  house,"  Bradshaw  says,  referring  to  his 
stay-at-home  wife  and  three  children. 

Conceived  over  coffee  at  a  McDon- 
ald's, the  plan  was  simple.  Instead  of 
charging  companies  standard  consulting 
rates  of  up  to  $400  an  hour,  Achilles  would 
ask  for  a  flat  monthly  fee — say,  $3,000,  no 
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Replies  to  emails,  returns  call  to 
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matter  the  workload.  Clients,  they  figured, 
would  love  being  able  to  build  unpre- 
dictable costs  into  their  budgets.  Contracts 
would  last  a  year,  then  go  month-to- 
month.  A  business  that  sells  itself. 

Not  quite.  Customers  proved  scarce. 
And  instead  of  a  nice  division  of  labor — 
Bradshaw  to  find  the  clients,  Payne  and 
Magill  to  service  them — everyone  spent 
most  days  relentlessly  cold-calling.  Achilles 
cut  deals,  signing  on  its  first  customer  for  a 
paltry  $1,000  a  month;  for  the  second 
client,  a  graphics  company,  the  trio 
accepted  $1,000  cash  and  $500  worth  of 
monthly  printing.  Their  third  customer 
got  them  for  $2,000  a  month. 

A  five-month  famine  set  in.  By  August 
2002  the  $10,000  used  to  launch  the  firm 
was  long  gone.  Payne  went  without  a 
salary;  Magill  and  Bradshaw  split  the  mea- 
ger leftovers.  It  came  down  to  a  choice 
between  paying  the  electric  bill  or  the  rent. 
The  utility  won.  "We've  got  a  great  land- 
lord," Magill  sighs. 

Finally,  toward  the  end  of  2002  things 
began  to  turn  around.  One  client  referral 
led  to  another.  Among  them  was  S.  Dave 
Warren,  president  of  $50  million  (sales) 
Energy  Alloys,  which  sells  raw  materials  to 
companies  that  make  oilfield  equipment. 
Achilles  won  the  business  by  helping  War- 
ren lay  off  6  of  his  then  35  workers.  Most 
were  highly  paid  veterans  with  diverse  eth- 
nic backgrounds — that  is,  discrimination 
suits  potentially  waiting  to  happen.  Magill 
&  Co.  put  together  a  fair  severance  plan 
and  coached  each  manager  on  how  to 
deliver  the  news.  Nary  a  complaint  fol- 
lowed. "It's  hard  to  come  up  with  the  time 
to  do  this  stuff  yourself,"  says  Warren. 

Not  to  mention  doing  it  with  a  deft 
touch.  As  in  the  case  of  a  male  employee 
who  lost  a  $2  bet  to  a  female  worker,  then 
took  his  money  back  by  lifting  it  out  of  her 
bra  (he  was  axed).  Or  the  58-year-old 
woman  who  filed  an  age  discrimination 
claim  after  Achilles  fired  her — and  with- 
drew it  after  learning  that  Achilles  had 
helped  replace  her  with  a  55-year-old 
woman.  Or  the  terminated  minority 
employee  who  threatened  a  discrimina- 
tion suit  until  Achilles  produced  reports 
documenting  his  poor  performance. 

Achilles  has  occasionally  saved  a  com- 
pany from  a  truly  embarrassing — and  ex- 


pensive— situation.  A  white-collar  consult- 
ing firm  once  called  for  advice  about  how  to 
handle  an  employee  who  was  allegedly 
hawking  erotic  paraphernalia  on  Ebay  from 
her  work  computer.  Should  she  be  fired? 
Magill  interviewed  members  of  the  firm's 
data  processing  department  and  had  a  chat 
with  the  suspect,  who  was  given  to  dress- 
ing Goth  at  a  straitlaced  place  but  hadn't 
been  peddling  anything.  It  turned  out  to  be 
rumor  and  false  accusation.  Whew. 

Some  customers  take  advantage  of 
Achilles'  flat  rate  system  for  unlimited 
attention  to  problems.  "One  company 
hired  us,  then  opened  a  desk  drawer  full  of 
EEOC  complaints,  plopped  them  down  and 
said  'Uh,  you  can  deal  with  these,  right?"' 
Magill  recalls.  Achilles  worked  through  each 
complaint,  but  now  has  a  profitable  client. 

Magill  claims  he's  gotten  smarter 
about  what  kinds  of  clients  to  take  on. 
Achilles  no  longer  chases  the  50-year-old 
family  business  with  25  employees  and 
few  plans  for  expansion.  When  a  company 
rapidly  adds  to  a  few  dozen  workers — 
that's  when  the  need  for  outside  expertise 
multiplies.  "Owners  start  to  lose  control  at 
40  employees,"  Magill  says. 

Achilles  says  it  often  works  at  a  loss  at 
the  beginning  of  a  relationship,  persuades 
90%  of  its  clients  to  stick  around  and  then 
makes  money.  The  firers  have  been  fired 
only  once  before  the  one-year  contract  was 
over.  In  that  case  Achilles  was  doing  work 
for  the  Houston  branch  of  a  national  mov- 
ing company.  It  tried  to  snare  business 
from  the  company's  Oklahoma  City  head- 
quarters as  well.  The  Oklahoma  HR  staffers 
were  understandably  upset  since  Achilles 
was  essentially  trying  to  get  rid  of  them. 
Magill  ended  up  losing  the  mover's  entire 
account,  despite  a  strong  recommendation 
from  the  Houston  office. 

There's  plenty  of  room  closer  to  home 
for  friendlier  grabs.  As  the  nation's  fourth- 
largest  city,  Houston  has  17,000  businesses 
with  20  to  1,000  employees.  Tech-rich 
Austin  is  another  potentially  lucrative  vein. 

Get  moving,  fleet-footed  Achilles. 
True,  the  business  has  grown  from  a  single 
$1,000  check  in  March  2002  to  $1  million 
in  revenue  this  year  from  32  clients.  But 
the  three  partners  together  are  still  taking 
home  about  what  Payne  himself  made  at 
his  last  job.  F 
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"Teasingly.  tantalizingty 
close":  Schwartz  says  he's 
inches  from  breaking  even. 


A  Sporting  Chance 

Amory  Schwartz  is  bringing  U.S.  sports  programming  to  Europe. 
Alas,  it's  not  the  only  game  in  town  |  By  Michael  Freedman 


LIVING  IN  LONDON  A  DECADE 
ago,  Philadelphia-raised  Amory 
B.  Schwartz  missed  his  sports. 
The  American  expat  resented 
the  fact  that  darts  and  snooker 
somehow  qualified  as  athletic  events  on 
British  TV.  In  the  fall  of  1993,  when  his 


beloved  Phillies  faced  off  against  the 
Atlanta  Braves  in  the  National  League 
Championship,  Schwartz  had  to  wake 
up  in  the  small  hours  of  the  morning 
and  tune  his  radio  to  Armed  Forces 
Radio,  scampering  from  room  to  room 
to  get  decent  reception. 


No  longer.  Two  years  ago  the 
42-year-old  Schwartz  teamed  up 
with  Irish  broadcaster  Setanta 
Sport  and  Microsoft  billionaire 
Paul  G.  Allen  to  launch  the 
North  American  Sports  Net- 
work, a  24-hour  digital  televi- 
sion channel  that  broadcasts 
U.S.  sports  and  programming  to 
an  estimated  40,000  subscribers 
in  the  U.K.  and  Ireland.  They 
each  pay  $20  a  month  for  the 
service.  This  fall  the  network 
made  it  to  the  Continent,  sign- 
ing a  deal  with  two  German 
cable  TV  operators,  giving  NASN 
access  to  another  150,000 
homes.  Now,  Schwartz  says,  the 
company  is  "teasingly,  tantaliz- 
ingly  close"  to  breaking  even  in 
the  U.K.  and  Ireland  on  an  esti- 
mated $1 1  million  in  sales.  The 
next  targets  are  eastern  Europe, 
Scandinavia,  Benelux,  Switzer- 
land and  Austria. 

But  this  little  player  is  com- 
peting in  a  land  of  giants.  Hold 
aside  for  the  moment  that 
rugby  and  soccer  are  the  first 
choices  among  the  natives. 
Schwartz  must  contend  with 
the  likes  of  MLB.com,  which 
charges  only  $80  for  access  to 
next  season's  games  live  via 
the  Internet,  and  with  Rupert 
Murdoch,  whose  Fox  network 
owns  U.S.  rights  to  Major 
League  Baseball  and  National 
Football  League  games;  his 
News  Corp.  also  has  a  control- 
ling 36%  of  British  Sky  Broad- 
casting, which  offers  live 
National  Basketball  Association 
and  NFL  games  to  its  7.4  million 
digital  subscribers. 

So  what  can  Schwartz  offer 
that  no  one  else  can?  The  only 
channel  that  gives  viewers  a  reli- 
able place  to  go — 24  hours  a  day,  7  days 
a  week — for  North  American  sports.  Sky 
treats  US.  events  as  a  novelty,  scattering, 
say,  National  Basketball  Association 
games  among  kite-boarding  events,  UK. 
motorcycle  races  and  Australian  aerobics 
programs.  The  two  NFL  games  on  Sun- 
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day  are  brought  to  you  by  a  Brit  and  a 
Yank  who  comment  on  the  game  during 
breaks.  NASN,  by  contrast,  uses  "dirty" 
feeds  from  the  U.S.  and  Canada,  which 
means  they  include  the  same  pre-  and 
postgame  shows  and  broadcasters  that 
U.S.  viewers  are  seeing.  "If  you're  listen- 
ing to  a  game,  you  want  to  hear  Tim 
McCarver,"  says  Schwartz.  "You  want  to 
hear  John  Madden.  You  want  to  hear 
Dick  Vitale  and  the  energy  that  they 
bring."  Anyway,  the  76,000  potential  sub- 
scribers in  the  U.S.  military  in  Germany 
probably  do. 

At  Princeton  Schwartz  studied  art 
history  and  played  junior  varsity  ice 
hockey  and  squash.  From  there  he 
headed  to  Columbia  Law  School.  Intel- 
lectual property  work  at  New  York  firms 
Debevoise  &  Plimpton  and  Fried  Frank 
led  to  an  overseas  posting  in  the  early 
1990s  and  a  series  of  positions  at  media 
companies  buying  rights  to  program- 
ming in  Europe,  especially  Scandinavia. 

In  May  1998  he  took  his  first  stab  at 
entrepreneurship.  After  Sky  Broadcast- 
ing announced  plans  for  a  digital  TV  ser- 
vice, its  chief  financial  officer  jumped 
ship  to  start  a  rival  and  tapped  Schwartz 
to  head  programming.  The  new  com- 
pany, U-Direct,  raised  cash  by  selling 
equity  to  private  investors  like  Pearson 
Television,  as  well  as  to  Nomura  and 
Deutsche  Bank.  In  an  early  coup  it  paid 
$3.8  million  for  exclusive  rights  to  a 
World  Cup  soccer  qualifier — a  must-see 
match  between  England  and  Finland — 
and  charged  $8  to  $12  to  watch.  Alas, 
only  85,000  people  subscribed. 

There  were  other  stumbling  blocks. 
Sky  had  deep  relationships  with  rights 
owners  and  could  simply  outbid  any 
competitor.  In  France  three  companies 
were  slugging  it  out  for  satellite  access, 
which  meant  that  rights  were  split  up 
among  providers.  Consumers  had  to  pay 
for  separate  services  for  the  kind  of  pro- 
gramming they  wanted.  The  U.K.  turned 
to  regulation — giving  a  consortium 
including  Sky  a  virtual  monopoly  on  dig- 
ital TV. 

After  U-Direct  went  out  of  business, 
Schwartz  moved  in  December  2000  to 
Ireland  and  took  a  job  managing  merg- 
ers and  acquisitions  for  the  Nasdaq- 


listed  Parthus  Technologies.  But  amid 
the  tech  carnage  Schwartz  was  unable  to 
do  deals.  He  still  harbored  dreams  of 
starting  his  own  sports  network.  He 
knew  that  part  of  Murdoch's  deal  with 
U.K.  regulators  was  that  Sky  would  have 
to  provide  carriage  to  any  programmer 
that  wanted  it.  So  in  late  2001  Schwartz 
had  lunch  with  contacts  at  Setanta,  a 
Dublin  company  that  distributes  Irish 
sports  to  expats  in  North  America,  and 
they  drew  up  a  short  business  plan. 
(NASN  today  pays  Sky  an  estimated  $2.5 
million  a  year  for  a  channel  number, 
space  on  Sky's  onscreen  programming 
guide,  space  on  its  satellites  and  cus- 
tomer relations.) 

Schwartz  also  phoned  an  old  contact 
from  his  rights-buying  days  who  now 
worked  with  Vulcan  Capital,  Paul  Allen's 
investment  group.  The  friend  still  had  a 
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house  in  London,  and  Schwartz  sold  him 
on  the  idea  that  he  would  be  able  to 
watch  basketball  or  American  football 
on  TV  at  home — with  American  broad- 
casters and  production  values.  Vulcan 
paid  an  estimated  $5  million  for  a 
majority  stake.  Equally  important: 
Allen's  ownership  of  the  Seattle  Sea- 
hawks  and  Portland  Trail  Blazers  gave 
the  nascent  network  much-needed 
entree  into  the  big  leagues. 

With  distribution  secure  and  sup- 
port and  office  space  from  minority 
stakeholder  Setanta,  Schwartz  began 
cold-calling  and  tapping  old  contacts  to 
buy  programming.  He  found  that  sports 
content  is  less  valuable  overseas  than 
stateside.  Leagues  knew  they  had  to 
establish  a  foothold  in  the  market  and 
were  willing  to  sell  at  discounted  rates. 
Schwartz  paid  six-figure  sums  for  175 
National  Hockey  League  games  a  year. 
He  played  Softball  with  Clive  Russell, 
who  runs  Major  League  Baseball's  Euro- 
pean operations  and  bought  rights  to 
250  baseball  games  a  year  for  less  than 
$1,000  per  game. 

To  keep  his  own  costs  down,  Schwartz 
takes  live  feeds  via  fiber  under  the  ocean. 
An  hour  of  programming  costs  him 
$65 — one-fifth  the  cost  of  satellite  time. 
He  bought  equipment  secondhand  from 
ITV  Digital,  a  Sky  competitor  that  col- 
lapsed spectacularly  in  2002. 

Today  NASN  programming  consists  of 
a  mix  of  live  and  taped  games  as  well  as 
U.S.  sports  programs  like  ESPN's  Pardon 
the  Interruption.  He  has  exclusive  rights  to 
NCAA  March  Madness  and  also  scored 
Hockey  Night  in  Canada,  one  of  that 
nation's  most  popular  shows.  He  recently 
signed  a  contract  with  the  NBA  for  70  live 
games  this  season  and  the  next  and  is  in 
negotiation  with  the  NFL. 

"J  was  dying  in  the  desert  and 
wanted  water,"  one  sports-nut  expatri- 
ate wrote  Schwartz  in  a  letter.  "And  you 
gave  me  champagne."  NASN  has  appar- 
ently quenched  the  thirst  of  a  different 
crowd,  too:  Recent  market  research 
showed  that  75%  of  its  customers  are 
locals  clamoring  for  American  sports. 
An  estimated  140,000  Brits  stayed  up 
well  into  the  night  to  watch  the  Red  Sox 
defeat  the  Cardinals.  F 
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Introducing  the  ultimate  trading  machine: 
new  Power  E*TRADE  Pro. 


Fast,  totally  customizable 
trading  platform  with 
streaming  news  and  charts. 


o 


Flat  $9.99  per  qualified 
stock  trade  with  no  share 
limits. 


Industry's  only  speed 
guarantee  that 
includes  all  exchange- 
traded  funds. 


E*  TRADE 

FINANCIAL 


Sign  up  today  and  get  up  to  $500  in  commission-free  trades.1 

Join  the  E*  volution: 


www.getpoweretrade.co 


1-800-731-5226 


ir  details  and  important  additional  information  about  Power  E*TRADE  qualifications  and  this  offer,  please  visit  www.getpoweretrade.com. 

ccount  holder  will  receive  a  commission-free  trade,  up  to  a  maximum  of  50  commission-free  trades  (equivalent  to  $500  in  commission-free  trades  at  a  value  of  $9.99  per 
,ide),  for  each  qualified  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account. 

e  E*TRADE  FINANCIAL  family  of  companies  provides  financial  services  that  include  brokerage,  banking,  and  lending.  Securities  products  and  services  are  offered  by 
TRADE  Securities  LLC,  Member  NASD/SI  PC.  System  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market 
nditions,  system  performance,  and  other  factors. 

i  2004  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


INCH  DRUG  TITAN  SANOFI-AVENTIS,  NEWLY 
formed  in  a  $64  billion  merger,  is  getting  ready 
to  market  a  pill  called  Acomplia  that  will — say 
its  boosters — help  people  lose  weight,  quit 
smoking  and  avoid  heart  attacks. 
Approval  from  the  Food  &  Drug  Administration  is 
expected  within  a  year.  "In  three  years,"  says  Christo- 
pher Cannon,  a  cardiologist  at  Boston's  Brigham  & 
Women's  Hospital,  "it  will  be  the  number  one  drug  in 
the  world."  (Cannon  is  working  on  a  separate  trial  for 
Sanofi's  blood  thinner  PlavLx.) 

Heady  stuff  for  a  drug  that  is,  in  a  sense,  the  anti- 
marijuana.  Acomplia  blocks  the  cannabinoid  cell  recep- 
tor famous  for  giving  pot  smokers  the  munchies.  The 
same  receptor  helps  regulate  satiety  and  plays  a  part  in  a 
multitude  of  cravings- in  the  brain  and  endocrine  system. 
Though  Acomplia  was  initially  designed  as  a  weight- 
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With  a  Combination  of  Value-Added  Agriculture, 
Ingenuity  and  Conscience,  the  Archer  Daniels 
Midland  Company  Helps  Make  a  World  of  Difference 


EVER  WONDER  WHERE  LECITHIN  COMES  FROM? 
Or  paint  additives?  Or  soft  drink  sweeteners?  Or  cleaner- 
burning  ethanol?  All  of  these  originate  with  farmers'  crops, 
which  are  then  processed  to  create  a  myriad  of  products  that 
form  the  basis  not  just  of  the  global  food  supply,  but  of  the 
global  economy  as  well. 

Through  the  efforts  of  its  dedicated  employees,  foodl 
ingredient  supplier  and  processor  Archer  Daniels  Midland 
Company  (ADM)  is  making  a  significant  contribution  toward; 
feeding  the  world,  preserving  the  environment  and  unlock- 
ing the  endless  potential  of  nature's  bounty.  ADM's  value- 
added  approach  to  agriculture  and  its  wealth  of  innovations 
are  creating  everything  from  better  foods  to  cleaner,  renew- 
able fuel  sources.  With  its  new  campaign,  which  includes 
the  slogan  "Resourceful  by  Nature™,"  the  company  has 
renewed  its  dedication  to  its  mission:  to  "unlock  the  poten- 
tial of  nature  to  improve  the  quality  of  life"  for  everyone 
around  the  world. 


- 


ADVERTISEMENT 


liocking  Nature's  Potential. ..and 
inging  It  to  Market 

)M  works  to  be  the  essential  link  between  farmers  and  con- 
mers  and  offers  an  unparalleled  infrastructure  that  features 
nsportation,  personnel  and  technology  essential  to  bringing 
mers'  products  to  market.  From  the  foods  that  nourish  our  bod- 
to  the  fuel  that  powers  our  cars,  ADM  works  hand-in-hand  with 
mers  to  turn  crops  into  hundreds  of  products  we  use  every  day. 

The  people  at  ADM  recognize  that  high  yields  at  low  costs 
5  the  only  way  to  feed  a  hungry  world.  As  a  result,  the  com- 
ny  seeks  to  lead  the  way  in  market  share  and  lower  produc- 
in  costs  in  all  the  categories  and  markets  it  serves.  ADM  is  also 
iving  to  change  food  for  the  better.  This  includes  creating 
.tier  foods,  from  baked  goods  to  chocolate  to  soy-based 
oducts,  as  well  as  healthier  foods,  with  such  products  as 
ova  Oil™,  NovaSoy™,  Novalipid™  and  vitamin  E.  The  com- 
ny  is  also  leading  the  way  in  developing  more-convenient 
3ds  and  foods  with  a  longer  shelf  life. 

Sustainable  Global  Franchise 

)M  is  expanding  to  become  even  more  seamlessly  integrated 
a  single  global  franchise.  If  the  Earth's  resources  are  to  remain 


sustainable,  more  of  the  things  we  all  use  must  be  renewable. 
With  naturally  based  solutions  that  range  from  ethanol  and  bio- 
diesel  fuels  to  paints  and  packaging,  ADM's  growing  portfolio 
of  value-added  products  is  meeting  that  need. 

As  ADM  strives  to  harvest  nature's  bounty  for  the  benefit  of 
all,  the  company  takes  pride  that  others  are  recognizing  the 
quality  of  its  efforts.  This  year,  for  example,  ADM  was  chosen 
by  its  customers  as  the  leading  supplier  of  commodities  and 
the  best  company  in  the  development  of  nutritional  ingredi- 
ents. ADM  outperformed  98.6%  of  the  companies  in  the  S&P 
500  and  100%  of  the  companies  in  the  S&P  food,  beverage 
and  tobacco  group. 

By  rigorously  following  its  principles,  ADM  is  growing  — 
not  just  for  the  sake  of  growth,  but  with  a  focus  on  turning 
the  farmer's  crop  into  an  even  greater  asset  for  customers 
and  corporate  shareholders  alike.  To  employees  at  ADM, 
"Resourceful  by  Nature™"  is  more  than  just  a  tag  line.  The  ad 
campaign  speaks  to  the  fundamental  resourcefulness  the  com- 
pany shares  with  America's  farmers. 

By  developing  new  markets  and  by  providing  an  essential 
pathway  to  the  consumer,  ADM  is  helping  farmers  create  a  bet- 
ter world  —  one  seed  at  a  time.  a 
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loss  drug,  Sanofi  researchers  had  found  by 
2001  that  the  affected  receptors  play  a  role 
in  how  the  body  processes  fat.  Blocking 
those  receptors  reduces  all  sorts  of  risk 
factors  for  the  heart. 

In  recently  completed  late-stage  trials 
Acomplia  helped  people  quit  their  cancer 
sticks  and  lose  an  average  of  19  pounds, 
four  times  as  much  as  those  who  got  a 
placebo.  Better  yet,  it  lowered  blood 
sugar,  raised  "good"  cholesterol  by  25% 
and  reduced  blood  fat  and  inflammation 
of  the  arteries.  It  cut  down  on  six  of  nine 
risk  factors  for  heart  disease.  That  has  led 
to  hope  that  the  pill  could  reduce  the 
annual  toll  of  900,000  Americans  felled 
by  heart  attacks  and  strokes. 

But  there  is  reason  to  doubt  that 
Sanofi's  success  with  Acomplia  will  come 
from  obesity  alone.  Half  the  time  patients 
in  Sanofi's  trials  stopped  taking  the 


pills — typical  for  a  weight-loss  trial, 
which  often  entails  a  restrictive  diet.  And 
3%  of  patients,  twice  as  many  as  those  on 
placebos,  dropped  out  because  of  depres- 
sion. "It's  what  you'd  expect  based  on  the 
mechanism,"  says  Ernst  Schaefer,  an 
endocrinologist  at  Tufts  University. 

And  even  though  smoking  and  obe- 
sity are  the  two  leading  preventable 
causes  of  death,  drugs  to  treat  these 
conditions  have  been  flops.  Zyban,  a 
GlaxoSmithkline  antidepressant  used  for 
smoking  cessation,  never  took  off. 
Antifat  drugs  like  Roche's  Xenical  and 
Abbott's  Meridia  have  been  held  back 
by  side  effects.  The  recall  of  fen-phen 
resulted  in  $13  billion  in  legal  costs  to 
Wyeth,  which  made  one  of  the  drugs  in 
the  combo. 

Xavier  Pi-Sunyer,  the  Columbia  Uni- 
versity obesity  specialist  who  ran 


Sanofi's  trials,  sees  the  drug  being  used 
mostly  for  morbidly  obese  patients,  not 
to  help  anyone  fit  into  a  swimsuit. 

So  Sanofi  has  been  deftly  presenting 
its  Acomplia  data  at  cardiology  meetings, 
sending  heart  doctors  aflutter.  An  800- 
patient  trial  by  Cleveland  Clinic  artery- 
imaging  guru  Steven  Nissen  will  see  if  the 
drug  can  clear  arterial  plaque.  Eric  Topol, 
chairman  of  cardiology  at  the  Cleveland 
Clinic,  is  planning  a  second  trial  to  see  if 
Acomplia  prevents  heart  attacks,  strokes 
and  deaths  in  heart  patients. 

Gbola  Amusa,  an  analyst  at  Sanford 
C.  Bernstein,  estimates  peak  sales  for 
Acomplia  at  $5.4  billion,  shy  of  Lipitor's 
$10  billion  annual  gross.  The  main 
objection  to  the  drug,  he  says,  is  that  it's 
too  good  to  be  true.  But  other  firms, 
including  Bristol-Myers  Squibb,  are 
working  on  similar  pills.  F 


The  Myth  of  Extra  Virgil 

On  Nov.  I  the  FDA  said  olive  oil  could  carry  a 
claim  that  it  might  be  good  for  the  heart. 
Fat  chance,  says  Lawrence  Rudel,  a 
researcher  at  Wake  Forest  University.  Olive  oil, 
he  argues,  is  no  better  for  the  heart  than  lard,  v 
And  he  says  he  has  the  monkeys  to  prove  it. 

Americans  have  spent  the  last  few  years  -f^  3P 
mopping  crusts  of  bread  in  extra  virgin  olive  oil,       "<»  ^  i 
proud  to  have  replaced  the  saturated  fats  in  but-  .M 
^^ter  with  the  supposedly  healthier  mono- 
Iftk  unsaturated  fats  in  olive  oil.  But  Rudel 

has  spent  two  decades  feeding  primates  different 
types  of  fat  and  then  checking  the  gunk  in  their 
arteries  after  several  years.  Certain 
9fir|!^^\  kinds  of  oil  were  much  better  for 
'|fV  '  -   mk  Em    tne  mor|keys  than  others.  But 

B       Wm  f      >S^^t'    °'lve  oi'  was  n0  ketter  tnan  Dut" 
4^3^  \    £       _\'  ter  or  lard.  What  was  better  was 

the  fat  found  in  cheaper  veg- 
etable oils  such  as  soy  oil  and 
com  oil.  "If  you  put  olive  oil  in 
the  Western  diet,"  warns 
Rudel,  "you're  going  to 
have  problems." 

The  work  began  with 
a  grant  from  the  Na- 
ional  Institutes  of 


Grease  monkeys: 
Research  on  African 
green  monkeys 
has  cast  some 
doubt  on  the  benefits 
of  olive  oil. 


Health  to  study  fat  in  African  green  monkeys 
from  St.  Kitts,  where  they  are  hunted  as  pests. 
Rudel's  critics  say  it's  a  big  leap  from  monkey 
arteries  to  deciding  what  humans  should  eat. 
And  tinkering  with  food  oils  is  no  substitute  for 
B^Bi-       heart-protecting  drugs  or  sweeping  changes  in 
'Mt-,    ^Ik-      diet.  Says  Steven  Nissen  of  the  Cleveland  Clinic, 
P        *      "He  may  be  right,  but  I  don't  think  there's  a  bo 
F  of  evidence." 

—       Still,  counters  Rudel,  there's  certainly  no 

-  ».  • 

evidence  olive  oil  is  good;  the  FDA  partly  relied 
on  iffy  epidemiological  data.  The  likelier  benefactors  in  the 
Mediterranean  diet,  he  says,  are  the  nuts,  fish  and  vegetables 
that  replace  fries  and  burgers.  Tufts  endocrinologist  Ernst 
Schaefer  backs  up  Rudel's  claims  and  adds  that  a  better 
understanding  of  specific  types  of  dietary  fat  could  have  an 
important  impact  on  reducing  heart  disease.  Polyunsaturated 
fats,  contained  in  walnuts  and  soy  oil,  are  good.  And  some, 
like  omega-3  and  omega-6  fatty  acids,  are  necessary, 
because  the  body  can't  make  them.  Rudel's  monkeys  bene- 
fited from  these  but  not  from  the  monounsaturated  fats  that 
the  body  can  make  itself, 

The  NIH  is  currently  paying  Rudel  to  see  exactly  what  kind 
of  damage  man-made  trans  fats,  found  in  fries  and  Krispy 
Kremes,  can  do  to  monkey  arteries.  And  he  is  working  with  Nis- 
sen to  see  if  a  medical  device  made  by  Lipid  Sciences  can  clean 
the  primates'  pipes  by  increasing  good  cholesterol.  —M.H. 
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The  Z-team.  Seated  (from  left).  Adrian 
Nemcek,  Patrick  Canavan,  Greg  Brown, 
Ron  Garriques,  Mike  Zafirovski; 
standing  (from  left):  Dennis  Carey,  Ruth 
Fattori,  Ed  Zander,  Richard  Nottenburg, 
Padmasree  Warrior,  Daniel  Moloney. 


If  mobile  communication  is  going  to  be  seamle  I 


Motorola 


DWARD  ZANDER  ALWAYS  WANTED  TO  BE  IN  CHARGE.  AFTER  25  YEARS  IN 
high  technology,  including  five  years  as  a  prominent  second  banana  at  Sun 
Microsystems,  Zander  got  his  wish.  In  January  he  became  chief  executive  at 
Motorola,  a  fallen  angel  of  mobile  communications.  It  used  to  own  the  busi- 
ness. It  doesn't  anymore. 

Five  weeks  after  Zander's  arrival  at  the  Schaumburg,  111.  head  office,  he  fig- 
ured out  what  being  boss  of  a  technology  company  is  really  all  about:  10% 
technology,  90%  diplomacy.  He  was  sitting  in  the  Reston,  Va.  offices  of  Nextel, 
Motorola's  biggest  customer.  Timothy  Donahue,  Nextel's  chief  executive, 
bluntly  told  him  that  Motorola  was  still  acting  like  a  monopolist,  long  after 
Nokia,  Ericsson  and  Samsung  had  taken  most  of  the  business.  Donahue  told 
Zander  that  Motorola's  products  were  late  and  their  quality  was  shoddy. 
Motorola's  divisions  were  not  cooperating  with  one  another;  Nextel's  people 
had  to  work  overtime  to  track  down  three  or  four  Motorola  executives  in  dif- 
ferent divisions  to  get  input  on  a  new  project. 

Zander  took  copious  notes.  Minutes  after  he  left  Donahue's  office,  he 


ver 
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Motorola 


turned  to  his  chief  information  officer  and  made  him  person- 
ally responsible  for  the  Nextel  account.  These  days  Motorola  is 
back  in  NextePs  good  graces.  "Motorola  people  are  working 
hard  to  solve  issues  for  us,"  Donahue  says,  with  grudging 
approval. 

This  kind  of  meeting  took  place  again  and  again  over  Zander's 
first  diree  months.  "Each  meeting  was  like,  five  or  ten  minutes  of 
making  nice,  then  they  beat  the  crap  out  of  me,"  Zander  says. 

When  Zander  got  to  Motorola,  he  brought  plenty  of  spunky 
optimism  and  a  sure  grasp  of  technology.  But  he  quickly  real- 
ized Motorola  desperately  needed  something  more  from  him:  to 
learn  to  cooperate.  His  many  years  of  watching  the  egos  of 
founders-turned-chief-executives  run  amok  had  burned  into 
him  a  deep  belief  in  the  power  of  teamwork.  The  day  of  the  chief 
executive  as  Lone  Ranger  is  over  at  Motorola. 

From  the  moment  Zander  took  the  job,  analysts  have  been 
clamoring  for  Big  Moves:  a  layoff,  a  sweeping  reorganization.  The 
advice  irks  him.  "I've  got  to  live  in  the  house  first,"  he  has  insisted. 

He  has  overseen  one  divestiture  planned  before  he  arrived. 
In  July,  Motorola  sold  40%  of  its  semiconductor  group  in  the 
public  market  and  was  scheduled  to  distribute  the  rest  of  its 
shares  Dec.  2,  making  Freescale  Semiconductor  freestanding. 


Follow  Me 


Zander  announced  Motorola's  first  strong  quarter  since  the  tele- 
com bust.  If  Motorola  continues  to  sell  pallets  full  of  its  sleek 
new  Razr  V3  camera  phone,  2004  could  be  its  most  profitable 
year  ever,  with  a  $1.9  billion  net,  up  threefold  from  a  year  ago,  on 
$36  billion  in  revenue. 

But  the  real  test  for  Zander  is  subtler  than  getting  the  latest 
cell  phone  into  Santa's  sack:  The  man  who  spent  years  in  the 
shadows  of  founder-bosses  must  get  Motorola  out  from  under 
the  shadow  of  a  family  dynasty  that  began  76  years  ago  with 
Paul  Galvin,  who  coined  the  term  "Motorola"  when  the  com- 
pany started  selling  car  radios,  and  ended  last  year  with  the 
departure  of  his  grandson  Christopher. 

The  technology  vision  here  is  a  simple  one:  what  Zander  calls 
"seamless  mobility."  On  the  podium  and  to  customers,  Zander 
promises  that  Motorola  will  pump  data — voice,  music,  video, 
whatever — anywhere  and  everywhere  people  go.  Communica- 
tions gear  in  the  office  will  smoothly  hand  off  data  to  a  car  or 
through  the  home.  "The  next  ten  years  isn't  about  the  personal 
computer  anymore,"  says  Zander.  "The  PC  isn't  going  to  control 
my  home.  This  thing  [the  cell  phone]  will  control  my  house.  It's 
not  a  phone,  it's  how  you  move  through  the  environment." 

Within  Motorola,  seamless  mobility  means  that  Zander 
must  dismantle  a  society  that  longtime  Motorolans  once 
described  with  pride  as  one  of  "warring  tribes."  Motorola's  divi- 


That  leaves  Motorola  with  65,000  employees  in  five  divisions — 
phone  handsets,  base  stations,  walkie-talkies,  automotive  elec- 
tronics and  broadband.  There  are  hints  that  Zander  will  reshuf- 
fle divisions  with  an  eye  toward  improving  the  company's 
internal  mechanics,  streamlining  manufacturing,  procurement 
and  its  own  technology  infrastructure.  The  idea  is  to  present  a 
single  face  to  customers.  Zander  has  laid  off  only  1,000  this 
year — so  what  if  that  leaves  Wall  Street  analysts  cold. 

At  least  his  timing  has  been  lucky.  Two  weeks  into  the  job 


sions,  from  the  group  building  cell  phones  to  those  making 
automotive  electronics  and  cable  set-top  boxes  must  collaborate 
as  fluidly  as  the  technologies  they  are  promising  to  build,  Zander 
insists.  "If  you  understand  only  one  thing  about  our  evolving 
culture,  let  it  be  this  one,"  Zander  wrote  in  one  of  his  weekly 
e-mails  to  employees.  "You  work  for  this  company  ...  not  just 
your  sector  or  your  country  office.  To  offer  seamless  mobility, 
we  must  tear  down  artificial  barriers  between  our  technologies, 
products  and  customers.  We,  too,  must  be  seamless." 
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Motorola  practically  invented  whole  industries,  including 
two-way  radios  and  cellular  phones.  That  meant,  points  out  ten- 
year  veteran  Warren  Holtsberg,  who  runs  the  company's  venture 
capital  arm,  that  Motorola  lacked  healthy  competitors.  So  com- 
petition turned  inward,  especially  in  the  reign  of  Robert  Galvin, 
Paul's  son,  who  ran  the  company  from  1959  to  1990,  followed 
by  three  longtime  Motorolans.  "Bob  Galvin  created  an  environ- 
ment where  people  inside  Motorola  would  push  one  another," 
Holtsberg  says.  It  became  a  company  of  silos,  where  success  was 
measured  against  the  fortunes  of  other  divisions. 


to  concede  it  could  not  deliver  its  promised  camera  phones  in 
time  for  the  holidays.  The  stock  market  valuation  sank  to 
$20  billion  from  a  high  of  $130  billion  in  March  2000.  In 
September  Galvin  said  he  would  leave. 

Zafirovski  was  the  front-runner  on  the  inside.  His  disciplined 
moves  were  beginning  to  right  the  company's  finances.  Plans 
were  moving  swiftly  to  consolidate  the  data  centers  down  to  1 1 
and  trim  suppliers  to  33,000.  Zafirovski  pledged  that  quality 
improvements  and  procurement  efficiencies  would     ^  G  R  4  ^ 
save  $3  billion  between  2003  and  2005.  Market  ^  ^  * 


By  the  time  Chris  Galvin  began  his  brief  and  disappointing 
stint,  Motorola  had  plenty  of  fearsome  competitors — Nokia  in 
mobile  phones,  Cisco  in  networking  equipment  and  Intel  in 
chips — but  was  still  caught  up  boxing  its  own  shadows.  Its  share 
of  the  handset  market  slid  from  54%  in  1995  to  1 1%  in  2000.  In 
microprocessors  it  never  matched  Intel's  relentless  growth. 
Motorola  poured  $2.6  billion  over  ten  years  into  a  satellite  sys- 
tem, Iridium,  which  went  bankrupt  in  1999. 

Silos  created  redundancies.  As  recently  as  2001  Motorola  had 
176  data  centers  and  44,000  suppliers.  As  much  as  $3.7  billion 


in  supply  purchases  did  not  go  through  a  procurement  disci- 
pline; some  employee  just  made  a  phone  call. 

When  the  telecom  bubble  popped,  those  inefficiencies  hit 
the  bottom  line.  In  2001  Motorola  reported  a  $3.9  billion  loss. 
Chris  Galvin  axed  60,000  of  150,000  jobs. 

Mike  S.  Zafirovski,  a  24-year  General  Electric  veteran  hired 
in  2000  to  reignite  Motorola's  handset  sales,  became  president 
and  rolled  out  quantitative  tools  to  cut  product  glitches  and 
improve  customer  satisfaction.  But  in  mid-2003  Motorola  had 


share  in  handsets  started  to  rebound.  It's  now  13.9% 
worldwide,  well  behind  Nokia  and  a  nose  ahead  of  Samsung. 

But  while  the  board  considered  Zafirovski,  it  also  thumbed 
through  recruiters'  black  books  and  found  Zander. 

After  stints  at  computer  makers  Data  General  and  Apollo 
Computer,  Zander  spent  1 5  years  at  Sun  Micro,  rising  to  presi- 
dent in  1998.  In  early  2002  Sun's  cofounder  and  chief  executive, 
Scott  McNealy,  told  Zander  he  had  no  plans  to  retire,  and  Zan- 
der left.  He  spent  nine  months  as  a  homebody  before  joining 
private  equity  firm  Silver  Lake  Partners. 

.■■  1        Zander  was  heading  to  Boston 

last  autumn  when  he  was  invited 
to  dine  with  Motorola  board 
members  John  Pepper,  Procter  & 
Gamble's  former  chairman,  and 
H.  Laurance  Fuller,  former  chair- 
man of  BP  Amoco.  "I  walked  in 
there  like  I  didn't  really  care 
[about  the  Motorola  job] .  I  just 
wanted  to  meet  these  guys  because 
they  were  pretty  interesting  guys," 
Zander  recalls.  But  he  did  his 
homework,  studying  Motorola's 
finances  and  chatting  with  friends 
who  knew  Motorola  well. 

Pepper  was  smitten  with  Zan- 
der's energy  and  technological 
expertise.  Toward  the  end  of  din- 
ner, Pepper  asked  the  $40  billion 
question:  "What  do  you  think 
Motorola  stands  for?" 

As  he  chewed  on  his  fish,  Zan- 
der glanced  at  the  table  where  he  had  put  his  cell  phone,  a 
Motorola  model  with  the  batwing  "M"  logo. 

"John,  it's  right  here — this  'M,'"  Zander  said.  "It  stands  for 
'mobility.'  You  ought  to  own  mobility." 

To  Pepper,  who  had  spent  his  career  building  some  of  America's 
most  famous  brands,  Zander's  answer  was  sweet.  Zander,  he  de- 
cided, would  be  a  breath  of  fresh  air  for  Motorola,  which  had  never 
had  a  chief  who  had  not  worked  at  the  company  for  at  least  a  decade. 
When  the  offer  came,  Zander's  wife  of  32  years,  his  two  grown 


Motorola's  new  strategy, 
seamless  mobility,  means 
information  goes  when  and 
where  you  want  it.  One  early 
example  is  its  CN620  Mobile 
Office  Device,  a  combination 
voice-and-data  phone  that 
hops  from  Wi-Fi  inside  the 
office  to  the  cellular  network 
outside.  Coming  soon:  door- 
bell cams  that  send  video 
from  home  to  your  car;  a 
handheld  that  can  send 
directions  to  a  car's  naviga- 
tion system,  which  will  tap 
traffic  data  to  plan  the  best 
route;  software  called  Liquid 
Media  that  can  ensure  songs 
or  shows  follow  a  person 
from  the  car  into  the  home. 
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Shoppers  in 
Bangkok  eye 
the  new  V600 
phone  and 
Bluetooth  gear. 


sons,  his  sister,  his  brother  and  his  mother  all 
weighed  in.  They  all  told  him  to  take  it. 

On  Jan.  5,  a  week  before  his  57th  birthday, 
Zander  experienced  his  first  culture  shock. 
After  years  of  working  in  spartan  Silicon  Valley 
offices,  he  walked  into  a  1 2th-floor  office  that  was  cavernous 
and  ornate,  with  antique  furniture  and  paisley  pillows.  "Holy 
mackerel.  What  am  I  going  to  do?"  Zander  recalls  thinking. 

He  penned  a  weekly  companywide  e-mail,  teasing 
Motorolan»  about  the  weather.  "Hello  from  the  frozen  tundra," 
he  wrote  in  February.  "Can  it  possibly  get  any  colder?  My  hats 
now  have  to  wear  hats."  He  invited  executives  over  to  his  Chicago 
apartment  to  watch  The  Sopranos  and  munch  pizza. 


G  R  4 


j>        On  his  first  day  Zander  jotted  down  points  he 
wanted  to  impress  on  his  new  colleagues.  High  on 


J,.  ieAM  Mm,  -m  comfmI)  hot  mz  ftftn  M  tow).., 


the  list:  "Team  runs  the  company;  not  me,  not  the  board." 
Two  weeks  after  arriving  at  Motorola,  Zander  convened  a 
two-day  meeting  of  18  senior  executives.  Although  most  divi- 
sion heads  had  met  before,  past  meetings  were  more  like  class- 
room book  reports:  One  after  another,  executives  would  run 
through  long  PowerPoint  presentations  summarizing  results. 
Never  had  they  jointly  planned  future  strategy.  Zander  wanted 
something  more  like  a  family  powwow.  As  the  caterers  brought 
in  lunch,  Zander  pulled  out  his  wallet.  "We're  all  paying  for  this 
lunch,"  he  declared.  Everyone  chipped  in. 

When  division  heads  reeled  out  their  revenue  forecasts  for 
the  coming  quarter,  Zander  stopped  them  with  a  question.  "Are 


Dialing  For  Dollars 

Handsets  will  be  more  than  half  of  Motorola's  sales  after  the  chips  spinoff. 
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these  commitments?"  Zander  asked.  "This  is  forecasting,"  one 
executive  replied.  "Pick  whatever  word  you  want,  but  I'm  look- 
ing for  commitments,"  Zander  retorted.  "The  numbers  that  you 
tell  me  today  are  your  commitments  for  the  quarter." 

Zander's  message:  Running  a  business  is  not  about  wishful 
thinking  but  about  delivering.  "That  was  very  different  from  the 
past,"  observes  Gregory  Brown,  president  of  the  division  selling 
walkie-talkies  and  other  communications  gear  to  law  enforce- 
ment and  industrial  customers.  "Ed  is  crystal  clear  when  he  says 
there's  a  difference  between  numbers  you  aspire  to  and  some- 
thing you  will  do." 

In  the  past,  executives'  bonuses  were  keyed  more  to  the  per- 
m^^^^^^mmmm^m^^^^^  formance  of  their  individual  di- 
visions than  to  that  of  the  corpo- 
ration. Zander  flip-flopped  the 
formula;  company  performance 
counts  more  now.  "Customer  sat- 
isfaction" was  one  element,  a 
squishy  one,  in  the  old  system. 
Zander  cut  the  squishiness.  Each 
executive  has  measurable  goals 
for  customer  satisfaction. 

Under  Zander,  every  one  of 
the  top  15  division  executives  is 
personally  responsible  for  two  or 
three  customers.  They  have  more 
time  for  such  engagements  now 
because  Zander  has  insisted  they 
cut  out  the  lengthy  slide-show 
presentations  that  had  become 
an  art  form  at  the  company.  The 
—  message:  skip  the  window  dress- 
ing and  get  to  work. 

In  one  recent  meeting,  Zan- 
der interrupted  with  a  question. 
"Let  me  take  vou  back  three 
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Winning  back  market  share  in  handsets  has  been  key  to  ending  an  eight-year  roller-coaster  ride. 
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Motorola's  handset  market 
share  reported  as  22%, 
down  from  54%  in  1995. 


Chris  Galvin 
becomes  chief 
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Motorola 
begins  firing 
50,000 
workers. 


All  but  one  of 
Motorola's 
divisions  are 
losing  money. 


Galvin  warns 
Wall  Street  after 
earnings  shrivel. 


Dow  Jones 
Industrials 
hits  alltime 
high. 

Motorola's 
handset 
share  now  at 
a  low  of  11%. 


40 


Zander  steps  in. 
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Chris  Galvin  says  he'll  step 
aside.  Stock  rises  9%  that  day. 
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slides,"  replied  the  executive. 

"I  saw  that  slide,"  Zander  interjected.  "Let  me  ask  the  ques- 
tion in  a  different  way.  What's  the  essence  of  your  strategy?  Why 
will  you  he  successful?" 

"Let  me  take  you  to  an  earlier  slide,"  the  executive  replied. 
"Shut  the  projection  off!"  Zander  retorted.  "I  just  want  you 
to  tell  me  in  your  own  words:  Why  are  we  going  to  succeed?" 

Zander  is  holding  plenty  of  customers'  hands  himself.  As 
Cingular's  chief  operating  officer,  Ralph  de  la  Vega  worked  over- 
time to  finalize  the  company's  acquisition  of  AT&T  Wireless.  The 
last  thing  he  needed  was  problems  with  Motorola  phones.  Early 
in  the  year,  he  says,  "we  were  concerned  about  some  of  the  qual- 
ity issues  and  the  timeliness  of  the  product  deliveries."  To 
assuage  those  concerns,  Zander  visited  Atlanta  repeatedly 
and  set  up  fortnighdy  phone  calls  with  de  la  Vega. 
The  real  test,  however,  came  during  the  sum- 


Motorola  had  built  technology  for  a  particular  place:  phones  for 
the  car,  the  home,  the  office.  Now,  she  says,  it's  going  to  serve  up 
technology  that  matches  people's  living,  delivering  services 
without  interruption  no  matter  where  they  go. 

At  the  company's  shareholder  meeting  in  June,  Zander 
unnerved  financial  analysts  accustomed  to  Chris  Galvin's  no- 
nonsense  style  by  conducting  a  demo  of  upcoming  technology 
in  a  room  decked  out  like  a  nightclub.  Clad  in  an  Italian- 
designer  blazer,  Zander  waved  a  Motorola  phone  with  surround 
sound  in  one  hand  and  an  iPod  from  Apple  Computer  in  the 
other.  "I  love  my  iPod,"  he  said.  "It  would  be  great  if  we  could 
just  figure  out  a  way  to  bring  these  two  devices  together." 
Presto — the  beaming  face  of  Steve  Jobs  appeared  on  a  huge 
video  screen  behind  Zander.  Together  they  broke  the  news  about 
a  slate  of  Motorola  phones,  due  next  year,  that  will  download 
and  play  iTunes. 


mer  when  Cingular  ran  into  problems  with  some 
Motorola  handsets.  All  the  components  worked  fine  on  their 
own  but  froze  when  plugged  together,  threatening  to  derail  the 
planned  rollout  of  phones. 

"It  would  have  been  easy  to  say,  'Oh,  that's  a  component 
maker's  problem,' "  de  la  Vega  says.  Instead,  "Motorola  worked 
day  and  night,  even  through  the  weekend,  to  find  different  com- 
ponents." Weeks  before  the  merger  was  consummated,  all  the 
Motorola  products  were  working  fine. 

To  pull  together  a  future  strategy  for  Motorola,  Zander  is 
leaning  heavily  on  his  chief  technology  officer,  Padmasree 
Warrior.  "We  literally  started  it  on  the  back  of  a  piece  of  paper," 
Warrior  says,  while  traveling  to  meet  customers.  "We  started 
talking  about  what  was  changing  in  people's  lives."  In  the  past 


Nokia  is  unleashing  40  new  handsets  next  year;  Samsung 
just  introduced  a  phone  with  a  5-megapixel  camera  that  can 
store  100  minutes  of  video.  But  carriers  are  giving  neo-Moto  a 
close  look.  Dallas-based  MetroPCS  is  striking  its  first  deal  with 
Motorola  after  three  years  of  offering  Nokia  and  Korean-made 
phones.  After  years  of  "stale"  products,  Motorola's  phones  are 
now  "stacking  up  against  Samsung,"  says  Braxton  Carter,  a 
MetroPCS  vice  president. 

Another  rollout  is  taking  place  on  the  12th  floor.  By  Christ- 
mas, reconstruction  of  the  executive  suite  should  be  done.  The 
private  bathrooms  and  antiques  will  be  gone.  Zander's  office  will 
be  no  bigger  than  anyone  else's.  "All  my  life,  I've  always  believed 
that  you  shine  through  your  people,"  says  the  boss.  "I  wish 
people  had  never  heard  of  Ed  Zander.  Just  Motorola."  F 
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YOU  SEE  AN  ANCIENT  CULTURE. 
WE  SEE  MODERN  HOMEOWNERS. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


In  1998,  our  fund  managers  recognized  the  investment 
TErjnds°N    opportunity  presented  by  a  mortgage  company  serv- 


ing India's  rapidly  growing  middle  class.  We  purchased 
stock  in  the  company,  and  our  fund  shareholders  were  able  to 
get  in  on  the  ground  floor  of  a  dynamic  housing  boom. 

Taking  advantage  of  a  global  opportunity  like  this  requires  a 
unique  perspective.  One  that  comes  from  having  offices  in  over  25 
countries  and  on-the-ground  analysts  utilizing  research  techniques 
that  have  been  honed  for  over  50  years.  It's  what's  made  Templeton 
a  pioneer  in  global  investing. 

For  more  information  on  how  Templeton's  experience  and 
expertise  in  global  investing  may  benefit  your  portfolio,  see 
your  financial  advisor,  call  1-800-FRANKLIN,  Ext.T622  or  visit 
franklintempleton.com 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


TEMPLETON  WORLD  FUND  i  Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
Average  Annual  Total  Returns  9/30/04  -  class  a*    charges  and  expenses.  You'll find this  and other  information  in  the  fund's  prospectus,  which  you  can  obtain  from 

your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Investment  return  and  principal 
value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost. 
1-Year         8.95  /o  Performance  data  quoted  includes  the  maximum  5.75%  initial  sales  charge  and  represents  past  performance, 

which  does  not  guarantee  future  results  More  recent  returns  may  differ  from  figures  shown;  for  most  recent 
5  Yea  2  73%  montfhend performance  figures,  please  visit  franklintempleton.com. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Holdings  subject  to  change. 

10-Year       8 . 5  2  /o  Franklin  Temp|eton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


tThe  tund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  7/1/92,  fund  shares  were  offered  at  a  higher  initial  sales  charge:  thus,  actual  returns  would 
have  been  lower.  On  1/1/93,  the  fund  implemented  a  Rule  12b-1  plan,  which  affects  subsequent  performance.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the 
indicated  periods  and  assume  reinvestment  of  dividends  and  capital  gains  at  net  asset  value.  fobh/04 


Data 


Cheap  disk  drives  make  it 
possible  to  store  every 
piece  of  data  your 
company  creates. 
Billions,  trillions,  even 
quadrillions  of  bytes  are 
piling  up  in  computer 
centers.  What  to  do  with 
it  all?  By  Daniel  Lyons 


ORTY-FIVE  THOUSAND  SLOT  MACHINES 
generate  $4  billion  in  annual  revenue  for 
Harrah's  Entertainment,  the  world's 
largest  casino  operator.  But  that's  only 
part  of  their  job.  With  each  push  of  the 
button,  each  swipe  of  the  casino's  loyalty 
card,  these  noisy  bandits  also  gather 
information,  zipping  records  of  their 
100  million  daily  spins  across  the  Inter- 
net from  28  casinos  to  a  computer  in 
Memphis,  Tenn.  By  morning  Harrah's 
knows  which  customers  should  be  rewarded  with  free  show 
tickets,  dinner  vouchers  or  room  upgrades,  enticing  them 
to  spend  more  of  their  gambling  dollars  in  Harrah's  rather 
than  in  rival  casinos.  The  company  is  working  to  shrink  this 
information  loop  to  a  matter  of  minutes. 

"We  can  see  how  much  money  is  going  through  a 
machine,  and  how  frequently  it  pays  out,  and  how  much  it 
pays  out,  and  what  type  of  player  is  on  it,  male  or  female, 
and  what  age  they  are,"  says  Tim  S.  Stanley,  chief  informa- 
tion officer  at  Harrah's  in  Las  Vegas.  "It's  no  different  from 
what  a  good  retailer  or  grocery  store  does.  We're  trying  to 
figure  out  which  products  sell,  and  we're  trying  to  increase 
our  customer  loyalty." 

Companies  are  always  hoping  to  figure  out  what  makes 
their  customers  tick,  but  never  before  have  they  been  able  to 
do  it  on  the  scale  possible  today.  Casinos,  retailers,  airlines 
and  banks  are  piling  up  volumes  so  vast  it  would  have  been 
unthinkable  only  a  few  years  ago.  Harrah's  data  storehouse 
holds  30  terabytes,  or  30  trillion  bytes,  of  data,  roughly 
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three  times  the  number  of  printed  characters  in  the  Library  of 
Congress. 

"A  decade  ago  the  biggest  data  centers  in  the  U.S.  had 
1 0  terabytes  of  storage,  and  there  were  only  five  or  ten  of  them. 
Today  we  have  customers  with  2  or  3  petabytes,"  says  Gil  Press, 
senior  director  of  open  software  at  EMC,  the  manufacturer  of 
disk  storage  systems  in  Hopkinton,  Mass.  Visa,  the  credit  card 
company,  manages  more  than  a  petabyte,  or  1,000  terabytes. 
EMC  says  one  of  its  biggest  customers,  a  global  retailer,  expects  to 
buy  3  petabytes  of  capacity  this  year  (not  all  from  EMC).  Two 
years  ago  the  same  company  bought  300  terabytes. 

It's  the  curse  of  cheap  storage.  All  that  customer  data  is  out 
there,  and  it  seems  a  shame  to  throw  it  away.  But  doing  some- 
thing with  it  is  almost  beyond  the  reach  of  the  available  micro- 


Inside  the  alarming  pileup  of  business 
data  is  an  even  more  alarming  trend: 
The  fastest-growing  stockpile  is  made 
up  of  so-called  unstructured  data- 
e-mails,  electronic  checks,  X  rays  and 
the  like— that  can't  be  stored  in  tidy  rows 
and  columns  like  traditional  database 
information. 

This  messy  stuff  is  growing  90%  per 
year,  versus  50%  for  traditional  struc- 
tured information,  says  market 
researcher  Enterprise  Strategy.  And  it's 
fueling  fast  growth  for  specialized  prod- 
ucts designed  to  find  files  in  massive 
archives.  One  of  those  products  is  Cen- 
tera, a  box  That  storage  leader  EMC  intro- 
duced in  2002.  So  far,  says  EMC,  it  has 
sold  combined  Centera  capacity  of  30 
petabytes  (30  quadrillion  bytes)  to  more 
than  1,000  customers,  making  it  the 
fastest-growing  product  in  EMC's  history. 

Centera  keeps  track  of  unstructured 
files  by  giving  each  X  ray  or  photo  image 
its  own  27-character  digital  fingerprint, 
which  is  stored  in  an  index.  EMC  likens 
the  digital  fingerprint  to  a  claim  check 
that  can  be  used  to  retrieve  a  file  and 


says  the  technique  makes  for  speedy  file 
searches.  EMC  says  that  in  archives  that 
can  hold  hundreds  of  millions  of  objects, 
where  traditional  computer  systems 
might  need  days  to  find  an  object, 
Centera  can  accomplish  the  task  in  mere 
seconds. 

A  Cambridge,  Mass.  startup  called 
Permabit  claims  to  have  a  system  that  is 
faster,  cheaper  and  more  secure  than 
Centera.  Unlike  EMC,  whose  system 
combines  computers,  hard  drives  and 
specialized  software,  Permabit  sells  only 
the  software  that  keeps  track  of  files. 
Customers  must  buy  disk  drives  and 
servers  separately.  Permabit  claims  that 
the  whole  system  costs  40%  less  than 
EMC's  all-in-one  solution,  but  EMC  dis- 
putes this. 

Launched  in  late  2003  by  engineers 
from  the  artificial  intelligence  lab  at  the 
Massachusetts  Institute  of  Technology, 
Permabit  has  won  business  from  a  hand- 
ful of  customers,  including  hospitals  stor- 
ing X  rays  and  financial  companies  storing 
e-mails.  No  doubt  Eliot  Spitzer  will  be 
thrilled.  -D.L. 


processors  and  database  software.  How  do  you  scroll  through  a 
spreadsheet  1  billion  rows  deep? 

"The  situation  we're  in  is  like  having  a  dam  that's  filling  up 
with  water,  getting  bigger  and  bigger,  and  we're  trying  to  get 
water  out  of  it  with  a  straw,"  says  James  Gray,  manager  of 
Microsoft's  Bay  Area  Research  Center,  where  scientists  are  study- 
ing ways  to  speed  things  up. 

Storage  shipments  this  year  will  top  22  exabytes — or  22  mil- 
lion trillion  bytes — of  hard  disk  space,  says  market  researcher 
IDC.  That  is  four  times  the  space  needed  to  store  every  word  ever 
spoken  by  every  human  being  who  has  ever  lived,  and  it's  more 
than  double  the  amount  sold  in  2002.  By  2006  storage  ship 
ments  will  nearly  double  again,  IDC  estimates. 

Plunging  disk  drive  costs  make  this  possible.  Ten  years  ago 
a  gigabyte  cost  $500.  Today  it's  a  buck.  So 
why  not  save  everything?  In  fact,  why  not 
save  it  twice,  keeping  backups  in  a  remote 
spot  in  case  disaster  strikes?  Doing  just 
that,  KeyCorp,  the  Cleveland,  Ohio  bank, 
will  have  200  terabytes  under  manage 
ment  by  the  end  of  2005,  up  tenfold  in 
three  years. 

Demand  for  storage  is  so  strong  that 
even  with  prices  plunging  35%  a  year,  stor- 
age hardware  makers  EMC  and  Network 
Appliance  will  grow  30%  this  year,  six 
times  the  rate  of  the  overall  data  process 
ing  market.  It's  a  lift  that  storage  hardware 
and  software  companies  badly  needed 
after  a  rough  few  years  of  sluggish 
demand.  "Companies  want  to  look  at  al, 
the  data.  They  want  atomic-level  data,' 
says  Sanju  K.  Bansal,  chief  operating  offi- 
cer at  MicroStrategy  in  McLean,  Va.,  whose 
software  analyzes  vast  databases,  looking 
for  customer  trends. 

"Instead  of  analyzing  data  at  a  weekl> 
level  and  a  category  level  and  a  regiona. 
level — say,  sales  of  men's  socks  in  one 
week  in  all  the  stores  in  Virginia — now 
retailers  are  looking  at  gold-toe  socks  b\ 
Calvin  Klein,  in  black,  size  8,  in  every  store 
and  by  the  hour.  A  decade  ago  our  biggest 
customers  were  analyzing  1 0  gigabytes  at  a 
time.  Today  more  than  a  third  of  our  cus- 
tomers are  using  data  sets  that  are  largei 
than  a  terabyte,"  Bansal  says. 

Buying  more  storage  boxes  is  the  eas\ 
part.  But  as  data  repositories  grow  larger 
even  simple  chores  like  backup  and  recov- 
ery become  a  giant  pain  in  the  neck. 

"Managing  all  this  stuff  in  an  effective 
way  is  just  enormously  difficult  to  do,' 
says  Scott  Thompson,  chief  informatior 
officer  at  Visa,  the  credit  card  company  ir 
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Foster  City,  Calif.  "We're  processing  a  bil- 
lion transactions  a  day.  And  every  one  of 

those  gets  stored.  That's  why  our  storage 

keeps  on  growing.  You're  talking  about 

very  large  data  sets.  Just  backing  them  up 

becomes  very  difficult." 

This  year  Visa's  network  will  process 

transactions  worth  $1.7  trillion,  up  55% 

from  $1.1  trillion  in  2002.  Much  of  the 

new  volume  comes  from  commercial  pur- 
chases that  are  more  data  rich,  carrying 

more  than  just  dollars  spent.  Last  year  Visa 

built  a  data  warehouse  that  produces 

15,000  reports  a  day  based  on  billions  of 

rows  of  data,  examining  statistics  on  things 
t  such  as  fraud  and  chargebacks.  Powering  it 

are  ten  high-end  Unix  servers  and  IBM 

mainframes. 

Here's  the  problem.  Feed  a  conven- 
tional IBM  or  Sun  Microsystems  computer 

a  few  terabytes  and  data  queries  can  bog 
)  down  for  hours,  even  days.  At  Premier,  an 
i  alliance  of  200  hospitals  headquartered  in 

San  Diego,  some  queries  were  so  complex 
l  that  the  company's  IBM  system  couldn't 
|  return  an  answer  in  any  amount  of  time. 

"Users  would  be  frustrated.  We  had  all  this 
i  data,  but  it  was  useless,"  says  Cary  Feier- 
i  stein,  vice  president  of  information  tech- 
|  nology  at  Premier. 

In  2003  Premier  took  a  flyer  on  a  Boston-area  startup  called 
1  Netezza  whose  specialized  box  zips  through  data  15  times  as  fast 
:,  as  Premier's  IBM  system,  Feierstein  says,  enabling  managers  to 
I  query  away  to  their  heart's  content.  No  wonder  Netezza  is  on  a 
.  growth  spurt  (see  box,  p.  114). 

Teradata,  a  division  of  NCR  in  Dayton,  Ohio,  made  the 
-  multimillion-dollar  machines  running  the  world's  biggest  data 
I  warehouses,  for  customers  like  Wal-Mart,  Bank  of  America  and 
j  Verizon  Wireless.  Teradata 
I  boasts  that  it  is  stealing 

customers  from  IBM  and 
I  Oracle,  whose  products,  Ter- 
t  adata  says,  were  designed  to 
I  handle  online  transaction 
iiprocessing. 

r     "Customers  try  to  use 
i  them  for  data  warehousing, 
land  they  hit  a  brick  wall," 
says  Stephen  Brobst,  chief 
technology  officer  at  Tera- 
jdata.  Its  sales  grew  1 1%  in 
!the  first  nine  months  of  this 
year  to  $949  million,  double 
the   rate   of  the  overall 
infotech  industry. 


ext  year  disk  drive  makers  will  unveil 
a  technique  that  promises  a  tenfold 
boost  in  disk  capacity.  Called  perpen- 
dicular recording,  it  will  eventually  enable  a 
single  3-inch  disk  to  hold  I  terabyte,  enough 
for  500  DVD  movies.  "If s  the  biggest  change 
in  our  industry  since  the  first  disk  drives 
were  made  in  1956,"  says  Mark  Kryder,  chief 
technical  officer  at  drivemaker  Seagate 
Technology  in  Scoffs  Valley,  Calif. 

For  half  a  century  the  bits  that  make 
up  disk  drives  have  been  laid  across  the 
surface  of  the  disk  more  or  less  lengthwise, 
their  magnetization  oriented  in  one  of  two 
directions,  corresponding  to  0  or  I. 
Drivemakers  boosted  capacity  by  making 


bits  smaller  and  packing  them  in  tighter. 
But  now  they  are  reaching  the  point  where 
bits  cannot  be  squeezed  any  closer  without 
making  the  data  on  the  disk  unstable.  Per- 
pendicular recording  addresses  that  by  tip- 
ping bits  up  on  end,  instead  of  side-to-side, 
allowing  more  bits  to  be  packed  into  the 
same  space  without  losing  stability. 

The  first  perpendicular  drives  from 
Seagate,  expected  out  in  2005,  could  hold 
200  gigabits  per  square  inch,  double  the 
density  of  Seagate's  traditional  drives. 
Within  five  years  Seagate  expects  to 
achieve  I  terabit  per  square  inch,  which 
will  translate  into  about  I  terabyte  of  data 
on  a  3-inch  platter.  —D.L 


All  You  Can  Eat 


Plunging  disk  prices  feed  an  insatiable  hunger  for  storage. 
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Guardian  Life  Insurance  replaced  a  system  based  on  IBM's 
DB2  database  with  a  Teradata  machine  that  sifts  up  to  4  terabytes 
at  a  tune.  Royal  Bank  of  Canada  switched  from  IBM  to  Teradata, 
building  a  15-terabyte  data  warehouse  that  is  200%  speedier 
than  its  old  system.  Cardinal  Health,  a  $65  billion  pharmaceuti- 
cals distributor,  says  queries  that  took  days  on  an  IBM  system  are 
completed  in  minutes  on  a  Teradata  machine.  (IBM,  a  leader  in 
data  warehousing,  declined  to  participate  in  this  story.) 

Like  those  companies, 
Harrah's  is  a  big  user  of  IBM 
computers  but  turned  to 
Teradata  for  its  data  ware- 
house, spending  more  than 
$10  million  on  a  system  that 
clusters  48  microprocessors, 
breaking  big  jobs  into 
smaller  tasks  that  run  at  the 
same  time,  in  parallel. 

The  Teradata  machine 
sits  in  Memphis,  Tenn., 
chugging  through  hundreds 
of  jobs  each  day,  analyzing  1 8 
terabytes  of  data  streamed  in 
from  28  casinos  around  the 
country.  The  Teradata  sys- 
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Netezza's  computers  can  do  only  one  thing— but  they  do  it  very,  very  fast 


JITENDRA  SAXENA'S  TINY  COMPUTER  COMPANY,  NETEZZA, 
will  do  all  of  $40  million  in  sales  this  year,  but  Saxena  has 
a  message  for  data  warehousing  giants  like  IBM,  Oracle 
and  Teradata:  Be  afraid.  "When  it  comes  to  performance,  none 
of  them  can  touch  us.  They  can't  even  come  close,"  Saxena  says. 

Founded  in  2000  in  Framingham,  Mass.,  Netezza  (pro- 
nounced "net-EE-za,"  Urdu  for  "results")  sells  a  refrigerator- 
size  machine  specially  designed  for  analyzing  massive  amounts 
of  data.  A  Netezza  computer  is  useless  for  general  purposes,  yet 
for  data  warehousing  it's  supremely  fast,  zipping  through 


terabytes  in  seconds. 

"People  tell  me,  'Look,  I've  been  in  the  business  for  25 
years,  and  there's  no  magic  bullet.'  Then  they  see  this  machine 
and  their  eyes  open  up  wide,"  Saxena  says. 

At  Shoppers  Drug  Mart,  a  Canadian  drugstore  chain, 
queries  that  took  40  hours  to  run  on  an  IBM  data  warehousing 
system  now  run  in  30  minutes  on  Netezza.  "We're  getting  up 
to  80  times  the  performance,"  says  Donald  Parker,  chief  infor 
mation  officer  at  Shoppers  Drug  Mart,  in  Toronto,  who  says 
his  company  is  phasing  out  the  IBM  product.  "Netezza  is 
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phenomenal.  This  is  not  a  small  change.  This  is  radically  dif- 
ferent. The  system  is  even  better  than  what  Netezza  claims." 

The  secret  lies  in  Netezza's  design.  Instead  of  shuttling 
files  back  and  forth  between  a  computer  and  a  disk  storage 
system,  the  place  where  traditional  systems  bog  down, 
Netezza  puts  computing  power  on  the  disk  drives  where  data 
are  stored.  Each  drive  has  its  own  microprocessor,  plus  a 
Xilinx  field-programmable  gate  array  chip  with  a  scaled- 
down  database  program  burned  into  its  circuits.  The  chip 
queries  the  data  right  at  the  drive,  passing  back  only  the  cor- 
rect answers  to  the  main  computer,  which  runs  Netezza's 
own  database  software  program.  The  machine  runs  faster 
because  fewer  files  are  flying  back  and  forth. 

Netezza's  top-end  model  boasts  650  hard  disk  drives  and 
676  microprocessors.  It  holds  27  terabytes  of  data  and  costs 
$10  million.  The  low-end  model,  at  $300,000,  uses  60  micro- 
processors and  holds  400  gigabytes. 

Though  the  guts  of  a  Netezza  machine  are  dauntingly 
complex,  Netezza  claims  its  boxes  need  far  less  babysitting 
and  therefore  cost  less  to  operate  than  general-purpose  com- 
puters. "This  is  the  new  way  of  doing  things,"  Saxena  says. 
"Instead  of  having  separate  hardware  and  software,  you  have 
an  integrated  appliance." 

AT&T  Wireless  and  Orange  UK  chose  Netezza  boxes  to 
analyze  customer  call  records.  (Orange  is  also  an  investor  in 
Netezza.)  TJX  Cos.,  owner  of  T.J.  Maxx  and  Marshalls  depart- 
ment stores,  scours  supply  chain  data  using  Netezza. 

Epsilon,  a  junk  mailer  in  Wakefield,  Mass.,  was  a  35-year 
user  of  big  IBM  computers  to  analyze  complex  databases  for 
banks,  phone  companies  and  hotel  chains.  But  last  year 
Epsilon  switched  to  Netezza  boxes,  which  run  20  times  as 
fast  as  IBM's  biggest  computers  and  cost  less  than  half  what 
IBM  charges,  says  Michael  Coakley,  a  vice  president  at 
Epsilon. 

Executives  at  Teradata  dismiss  Netezza,  saying  its  boxes 
are  hard  to  upgrade  and  too  puny  to  handle  enormous  data 
warehouses  like  the  ones  it  has  built  for  Wal-Mart,  FedEx  and 
Dell.  Teradata  systems  can  handle  hundreds  of  terabytes.  Sax- 
ena promises  a  100-terabyte  Netezza  machine  in  a  year  or  so. 

Saxena,  59,  an  engineering  graduate  of  the  Indian  Insti- 
tute of  Technology,  holds  a  master's  degree  in  engineering 
and  a  master's  in  business  administration.  A  veteran  of  mini- 
computer maker  Data  General,  Saxena  in  1983  founded  a 
software  company  called  Applix.  He  left  Applix  in  2000, 
before  cofounding  Netezza,  which  to  date  has  raised  $53  mil- 
lion in  venture  capital. 

Worldwide  spending  on  data  warehouse  systems  was 
$15.5  billion  last  year,  according  to  market  researcher  IDC. 
Saxena  expects  his  sales  to  grow  150%  in  2005,  to  $100  mil- 
lion. "I'm  sure  we  can  become  a  $  1  billion  company,"  he  says. 
"The  next  wave  in  business  is  about  understanding  data  at  a 
much  more  granular  level.  We  call  it  the  power  to  question 
everything."  — D.L. 


Hot  Spots 

Harrah's  uses  software  to 
create  a  heat  map  of  slots 
activity  on  its  casino  floor. 
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tern  helps  Harrah's  decide 
where  on  the  floor  to  place 
its  slot  machines,  which 
machines  it  should  buy 
more  of  and  even  how 
much  it  should  pay  for 
them.  A  piece  of  visualiza- 
tion software  generates  a 
dynamic  "heat  map"  of  a 
casino  floor.  Machines  glow 
red  as  they  get  busy,  then 
turn  blue,  or  white,  as  the 
action  moves  elsewhere. 

Because   75%   of  its 
250,000  daily  customers  use 
a  rewards  program  card,  the 
casino  can  track  them  as 
they  gamble,  learning  how 
long  they  spend  at  a  certain 
machine,  how  often  they 
visit  a  casino  and  for  how 
many  days.  Harrah's  keeps 
records  on  30  million  people 
and  can  combine  those 
records  with  slot  records  to 
find  out  which  games 
are  most  popular  with 
women,  or  with  tourists 
or  with  locals,  or  how 
much  a  certain  person 
won  or  lost  on  recent  f|| 
visits  and  on  which 
machines,   and  how 
long  he  usually  plays 
before  calling  it  quits. 
Harrah's  claims  that  its  1 
loyalty  program  has  boosted 
its  share  of  customers'  gambling  budgets  from  36%  a  few  years 
ago  to  nearly  50%. 

Harrah's  next  ambition  is  to  make  these  calculations  in  real 
time,  from  the  moment  a  customer  slips  his  rewards  card  into  a 
slot  machine  or  shows  it  to  the  front  desk  clerk  at  the  hotel 
check-in. 

"The  hotel  clerk  can  see  your  history  and  determine  whether 
you  should  get  a  room  upgrade,  based  on  booking  levels  in  the 
hotel  at  that  time  and  on  your  past  level  of  play,"  Stanley  says.  "A 
person  might  walk  up  to  you  while  you're  playing  and  offer  you 
$5  to  play  more  slots,  or  a  free  meal,  or  maybe  just  wish  you  a 
happy  birthday."  If  Harrah's  planned  $9  billion  acquisition  of 
Caesars  Entertainment  goes  through,  Stanley  says  he  might  need 
to  double  his  Teradata  system  to  handle  Caesar's  volume.  He 
may  double  his  Teradata  system  next  year  anyway,  deal  or  no 
deal.  "You  just  have  this  endless  desire  to  put  more  information 
into  the  warehouse  and  to  do  more  with  what's  already  in 
there."  F 
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Insights ;  Peter  Huber 


Where  Did  It  All  Go? 


Energy  content  in 
kilowatt-hours 


The  Virtue 
Of  Waste 

TO  DISCARD  ENERGY  IS  NOT  ALWAYS  A  VICE.  IT  IS  OFTEN 
good.  Indeed,  we  keep  inventing  new  ways  to  waste 
energy  and  have  good  reason  to  celebrate  when  we  do. 
It  is  only  by  throwing  most  of  the  energy  away  that  we 
can  put  what's  left  to  productive  use. 
Consider  how  recklessly  we  waste  energy  to  produce  a  mere 
100  watts  of  light — and  why.  The  sun  offers  us  100  watts  of  light 
for  free,  through  a  couple  of  square  feet  of  skylight,  at  noon  on 
a  moderately  sunny  day.  Yet  we  pay  good 
money  for  a  100- watt  bulb  and  electrons 
to  power  it.  And  thousands  of  times  more 
for  a  mere  10  watts  of  laser  light. 

A  10-watt  laser  beam  doesn't  deliver 
more  power  than  the  bulb  or  the  sky- 
light— to  the  contrary,  it  delivers  less,  and 
we  waste  huge  amounts  of  ordinary  light 
producing  it.  It  takes  big  arrays  of  flash 
lamps,  mounted  around  a  large  gas  cavity, 
to  stimulate  the  emission  of  the  knifelike 
laser  beam.  The  laser  burns  light  to  gener- 
ate light  and  tosses  away  most  of  its  fuel  in 
doing  so.  But  we  run  it  anyway,  because 
better-ordered  photons  packed  into  less 
space  are  worth  far  more.  Sunlight  feeds 
cows.  Lightbulbs  help  old  eyes  read  in  dim  light.  A  laser  can  del- 
icately vaporize  tissue  to  improve  our  eyesight. 

The  laser's  miserable  plug-to-beam  efficiency  is  only  the  last 
chapter  in  a  long  saga  of  dissipation.  Directly  behind  the  laser 
stands  a  complex  array  of  power  electronics — a  "power  supply" 
that  burns  electricity  to  supply  electricity.  This  tier  of  waste  is 
required  to  convert  noisy  grid  power  into  power  pure  enough 
to  run  the  laser.  The  grid  power  is  produced  by  a  generator  dri- 
ven by  steam  from  a  boiler  heated  (most  typically)  by  a  flame 
from  coal.  In  the  very  best  power  plants  half  the  raw  heat  in  the 
coal  is  discarded  into  the  atmosphere.  And  then,  at  each  step 
along  the  way  from  the  power  plant  to  the  laser,  energy  is 

wasted  again.  i  

Casual  observers  are  easily  convinced  that  FOI"t)CS 
there  must  be  a  better  way.  But,  in  fact,  this  I  "com 


huge  pyramid  of  consumption,  with  its  withering  losses  at  every 
turn,  simply  reflects,  in  all  its  real-world  complexity,  one  of  the 
most  fundamental  laws  of  physics:  the  second  law  of  thermody- 
namics. The  second  law  dictates  that  if  the  input  energy  is  of  a 
sufficiently  low  grade  (a  coal  flame,  for  example),  two  units  of  it 
must  be  funneled  into  a  machine  at  one  end  to  emerge  as  one 
unit  of  high-grade  energy  at  the  other.  That  means  one  unit  of 
input  becomes  entirely  useless  heat.  Energy  doesn't  just  lounge 
about  waiting  for  the  chance  to  propel  moms  and  kids  to  foot- 
ball fields — getting  things  to  that  point  is  an  uphill  battle. 

Only  2%  of  the  energy  that  starts  out  in  an  oil  pool  2  miles 
under  the  Gulf  of  Mexico  ends  up  propelling  200  pounds  of 
mom-and-the-kids — the  ultimate  payload — 2  miles  to  the 
game.  When  we  run  an  air  conditioner,  we  dump  one  unit  of 
heat  into  some  distant  power  plant's  cooling  tower  so  that  we 
can  dump  four  more  units  of  (unwanted)  energy  out  of  the  win- 
dow of  our  living  room.  It  takes  perhaps  ten  units  of  raw  ther- 
mal energy  to  pump  one  unit  of  ultrareliable  electricity  into  a 
microprocessor  CPU  and  to  then  pump  the  waste  heat  back  out. 

Almost  all  of  our  demand  for  energy  derives  from  energy's 
capacity  to  refine  energy.  It  is  by  throwing  energy  overboard  in 
this  way  that  we  maintain  and  increase  the  order  of  our  exis- 
tence. That's  what  the  energy  debate  is  ultimately  about — very 
complex  and  subtle  tradeoffs  and  conversions,  with  order  rising 
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on  one  side  and  waste  heat  pouring  out  the  other.  We  shouldn't 
fool  ourselves  into  thinking  we  understand  it  well.  Nor  is  it  use- 
ful to  spend  much  time  urging  others  to  curtail  their  "con- 
sumption of  order"  or  declare  that  less  order — which  is  to  say 
more  disorder — is  the  only  way  to  save  the  planet. 

This  much  is  certain:  It  is  by  throwing  energy  overboard  that 
we  maintain  and  increase  the  order  of  our  existence.  Waste,  in 
other  words,  is  as  virtuous  as  order,  as  virtuous  as  a  tidy  room, 
clean  dishes,  plaque-free  teeth,  a  sterile  operating  theater  or  ice 
in  the  refrigerator.  You  cannot  get  or  maintain  such  things  with- 
out dissipating  energy.  Life  and  growth  being  inescapably  dissi- 
pative  processes,  waste  is  as  virtuous  as  life  itself.  F 

Peter  Huber  is  coauthor  of  The  Bottomless  Well:  The  Twilight  of  Fuel, 
The  Virtue  of  Waste,  and  Why  We  Will  Never  Run  Out  of  Energy  (Basic  Books, 
January  2005).  Visit  his  home  page  at  www.forbes.com/huber. 
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Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


A 


Career  Education  makes 
promises  to  its  students, 
investors  and  the  government 
—but  does  it  keep  them? 


umae 

%^By  Daniel  Kruger 


JOHN  PHILLIPS  LIKED  MOST  OF 
his  college  students  when  he 
was  teaching  economics  and 
management  at  the  Allentown 
Business  School.  But  there  were 
bunches  of  them  who  didn't  do  their 
homework  or  attended  class  irregularly  or 
not  at  all.  Many  of  them,  Phillips  claims, 
"couldn't  construct  a  proper  sentence." 

When  Phillips,  53,  complained  to  the 
school's  administration,  he  was  told  to  "shut 
up  and  teach."  His  attempts  to  drop  stu- 
dents who  were  failing  or  frequently  absent 
went  nowhere.  That's  because  the  school, 
he  claims,  wanted  all  those  absentees  on  the 
rolls  so  it  could  continue  to  collect  student 
grants,  loans  and  work-study  programs 
made  available  by  the  federal  government's 
Tide  IV  programs.  Finally,  Phillips  says,  the 
college  grew  weary  of  his  carping  and  fired 
him  in  March.  Career  Education  says  his 


afterclass  reports  don't  mention  these  prob- 
lems; it  also  says  he  quit. 

Sour  grapes?  Maybe  not.  The  school's 
parent,  Career  Education  Corp.  of  Hoffman 
Estates,  111.,  has  been  getting  a  lot  of  heat 
lately.  There  are  investigations  by  the  Justice 
Department,  the  Education  Department, 
the  Securities  &  Exchange  Commission  and 
the  U.S.  Postal  Service  focusing  on  the  com- 
pany's Tide  IV  aid  as  well  as  its  method  of 
recognizing  revenue  and  accounting  for 
doubtful  receivables.  A  suit  by  shareholders 
claims  Career  Education  pressured  em- 
ployees to  inflate  enrollment,  matriculation 
and  graduation  numbers  in  order  to  receive 
funds  to  which  it  is  not  entitied  from  Uncle 
Sam.  A  complaint  by  students  accuses  the 
company  of  deceiving  them  by  presenting 
wildly  exaggerated  job  placement  rates. 

In  various  motions  to  dismiss,  Career 
Education  denies  all  allegations  and  says 


that  charges  of  financial  impropriety  lack 
concrete  evidence.  "We  know  that  our  in- 
tegrity is  our  most  valuable  asset,  and  we 
are  vigilant  in  protecting  it,"  John  M.  Lar 
son,  founder  and  chief  executive,  says  in  a 
written  response  to  questions  posed  by 
FORBES.  The  company  isn't  the  only  chain 
of  publicly  held  postsecondary  schools  to 
have  its  knuckles  rapped  hard  these  days. 
ITT  Educational  Services  and  Corinthian 
Colleges  are  facing  similar  suits  and  inves 
tigations  by  federal  agencies. 

But  Career  Education  is  one  of  the 
largest,  in  terms  of  revenue  (2003  sales:  $1.2 
billion)  and  students  enrolled  (76,400  on 
campus,  plus  20,900  online).  With  68  cam- 
puses nationwide  the  company  offers 
courses  in  design,  business,  information 
technology,  cooking  and  health  education. 
Viewed  from  the  outside  it  appears  to  be  a 
great  growth-stock  play:  Over  the  first  nine 
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^1  By  any  measure,  we  measure  up. 


We're  Countrywide.  As  a  financial  services  company,  numbers  mean  a  lot  to  us.  After 

Home  Loans 

all,  we're  now  ranked  146th  among  America's  largest  companies  in  the  Fortune  500,1 

Loan  Closing 

161st  among  the  world's  largest  companies  in  the  Forbes  Global  2000,2  and  2nd  in 

Banking 

overall  financial  performance  in  the  Barron's  500.3 

Capital  Markets 

Through  our  unique  expertise  in  mortgage  banking  and  our  unwavering  commitment 

Insurance 

to  our  customers,  we've  achieved  the  leadership  position  in  home  loan  originations  and 

Global  Operations 

servicing.  And  now  that  we've  expanded  into  related  financial  services,  we're  positioned  to 
take  advantage  of  even  more  opportunity.  All  of  which  gives  us  a  measurable  amount  of 

Commercial  Real 
Estate  Finance 

accomplishment  today,  and  an  immeasurable  amount  of  excitement  about  tomorrow. 

Countrywide.com 

□§  Countrywide  Financial, 

Realize  your  dreams.5" 

1  Fortune,  April  5.  2004,  2  Forbes.  April  12, 2004.  3  Barron's.  May  17. 2004 

isi  Equal  Housing  Lender.  ©  2004  Countrywide  Home  Loans,  Inc.,  4500  Park  Granada,  Calabasas.  CA  91 302  Trade/servicemarks  are  the  property  of  Countrywide  Financial  Corporation 
and/or  rts  subsidiaries  Countrywide  Financial  Corporation  is  the  holding  company  for  Countrywide  Home  Loans,  Inc  (Arizona  Mortgage  Banker  License  Number  BK8805,  Licensed  by 
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Career  Education 


months  of  2004  sales  jumped  53%  to  $1.3 
billion  and  net  income  89%  to  $124  mil- 
lion. But  much  of  that  spurt  comes  from 
acquisitions;  internal  top-line  growth  dur- 
ing that  period  was  a  less  exuberant  9%. 

It  is  a  company  built  to  swallow  Title 
IV  funds  in  the  way  a  whale  gathers  up 
plankton.  Those  funds  represent  58%  of 
Career  Education's  revenue.  There  are 
some  requirements  to  get  the  dough.  A 
school  must  be  accredited  by  an  organiza- 
tion approved  by  the  U.S.  Education 


cation.  Since  launching  Career  Education  a 
decade  ago  with  the  help  of  Heller  Financial 
(now  a  unit  of  General  Electric),  Larson  has 
expanded  rapidly,  buying  27  schools  and 
opening  10  more.  At  the  same  time  he  has 
pushed  hard  to  ramp  up  student  enroll- 
ment. Mcintosh  College  in  Dover,  N.H.,  for 
example,  had  just  250  students  when  it  was 
acquired  in  1999.  Today  it  has  700. 

Throughout  the  company,  admissions 
directors  are  pushed  hard  to  bring  in  as 
many  students  as  they  can.  Better  still  if  the 


Department,  licensed  by  the  state  where  it 
operates,  admit  only  students  with  a  high 
school  diploma  or  its  equivalent  and  have 
course  work  that  leads  to  a  degree  or  certi- 
fication of  some  kind.  No  more  than  50% 
of  classes  can  be  taught  online;  at  least 
10%  of  an  institution's  revenue  must  be 
derived  from  sources  other  than  Tide  IV. 
Schools  whose  student  default  rates  exceed 
25%  three  years  running  may  lose  eligibil- 
ity for  federal  programs  like  Pell  grants;  a 
default  rate  above  40%  in  any  year  can 
block  all  Title  IV  funding.  In  all,  a  fairly 
low  bar.  "Look  at  all  the  beauty  schools 
out  there,"  says  lane  Glickman,  a  spokes- 
woman at  the  Department  of  Education. 

Larson,  50,  kno\  ?s  the  rules  of  the  game, 
having  spent  half  his  life  in  for-profit  edu- 


students  qualify  for  financial  aid  and  Title 
IV  money.  "You've  got  to  get  the  asses  in  the 
classes,"  says  George  Ogg,  a  former  admis- 
sions director  at  the  Pennsylvania  Culinary 
Institute  who  says  he  was  fired  for  not  in- 
creasing enrollment  fast  enough.  (He  is  not 
a  party  to  any  suit.)  A  witness  cited  in  the 
shareholder  claim  says  that  in  order  to  hit 
higher  enrollment  targets,  an  unnamed 
school  began  to  scout  for  "special  needs" 
students  and  admitted  one  who  was  "com- 
pletely illiterate,"  along  with  a  couple  of  stu- 
dents who  had  fourth-  and  seventh-grade 
educational  skills. 

How  did  such  alleged  practices  come  to 
light?  On  Nov.  3,  2003  Twana  Rose,  a  for- 
mer director  of  career  services  at  Career  Ed- 
ucation's Gibbs  College  branch  in  Mont- 


clair,  N.J.,  sued  the  company,  claiming  she 
had  been  fired  for  reporting  cases  of  fraud 
to  her  bosses  at  the  school.  Her  complaint 
charges  that  the  school  allowed  students 
with  failing  grades,  as  well  as  those  who  had 
not  attended  required  courses,  to  graduate. 
It  also  alleges  that  the  school  doctored  stu- 
dent records  to  make  attendance  and  grad- 
uation numbers  look  better,  citing  the  case 
of  someone  who  was  billed  for  two  semes- 
ters of  classes  and  given  passing  grades  de- 
spite showing  up  for  just  one  day  of  school. 
The  suit  says  "falsification  was  pervasive  and 
designed,  among  other  things,  to  ensure  that 
defendant  Gibbs  would  continue  to  receive 
state  of  New  Jersey  and  federal  funding." 

After  Career  Education  publicly  re- 
sponded to  the  charges  on  Nov.  1 7,  shares 
took  a  13%  spill  to  $46.  They  rebounded 
quickly,  reaching  $55.  Two  weeks  later  the 
stock  was  pushed  down  to  $40  after  a  story 
ran  in  the  Santa  Barbara  News-Press  in 
which  the  former  registrar  of  the  com- 
pany's Brooks  Institute  of  Photography  al- 
leged that  management  pressured  staff  "to 
commit  forgery,  fraud,  perjury  or  whatever 
is  necessary  to  pass  audit  inspections." 

The  bad  news  kept  on  coming.  Share- 
holders began  filing  suits  last  December; 
their  complaints  were  rolled  up  and  await  a 
determination  of  class-action  status  by  a 
federal  judge.  In  June  the  company  an- 
nounced the  SEC  was  conducting  an  inves- 
tigation. A  month  later  students  filed  their 
complaint.  Larson's  1 .6%  stake  took  a  bit  of 
a  drubbing,  losing  47%  since  June.  His  stake 
is  still  worth  $44  million,  even  after  selling 
shares  worth  $13.5  million  this  year  on  top 
of  $22.5  million  in  2003  (see  table,  p.  122). 

"The  federal  government  paid  tuition 
bills  for  courses  not  attended  or  passed  by 
students,"  the  shareholder  suit  charges. 
"[Career  Education]  improperly  recog- 
nized and  reported  such  payments  as  rev- 
enue." At  least  two  schools  failed  to  report 
when  students  dropped  out  in  order  to 
keep  Title  IV  funding,  the  complaint 
alleges.  Not  so,  says  the  company  in  its 
motion  to  dismiss;  its  policy  is  to  book 
revenue  as  it  is  earned,  returning  Tide  IV 
monies,  on  a  prorated  basis,  for  students 
who  bail  out. 

Then  there  are  charges  that  Career 
Education  deliberately  understated  ex- 
penses and  student  debt  in  order  to  pad 
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SOMEONE  IN  H.R.  HAS  A 

DRUG  PROBLEM. 


If  you  work  in  human  resources, 
you  know  that  if  an  employee  has  a 
problem,  it's  your  company  's  problem, 
too.  Millions  of  parents  have  trouble 
talking  to  their  child  about  illegal 
drugs  —  or  what  to  do  about 
an  existing  problem.  Struggling 
with  this  can  make  it  hard  for 
employees  to  focus  on  meetings 
or  deadlines  at  work  —  or  even 
make  it  to  work.  Which  can  end  up 
seriously  affecting  your  company's 
bottom  line. 

But  you  can  help  them  —  and  keep 
your  company  running  smoothly.  How? 
By  providing  your  employees  with  the 
right  tools  to  help  them  keep  their 
kids  drug-free.  The  @Work  program 


rR 


SOCIETY  FOR 


RESOURCE 
MANAGEMENT 


is  a  free,  easy-to-implement  resource 
that  focuses  on  an  employee's  family 
by  providing  prevention  tips,  warning 
signs,  strategies,  and  information  on 
where  to  find  help. 

A  broad  range  of  small  and 
large  organizations  —  from  private 
businesses  to  government  agencies 
to  nonprofits  —  have  implemented 
the  @Work  program  and  have 
seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  o  f  the 
most  valuable  benefits  their  company 
can  ever  offer.  To  learn  more,  visit 
tbeantidrug.com/atwork 


WORK  |  theantidrug 
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profits.  One  former  controller  in  the  com- 
plaint says  she  told  the  company  that  goals 
could  be  met  only  "by  deviating  from  gen- 
erally accepted  accounting  principles, 
which  she  was  directed  to  do  by  her  supe- 
riors." Career  Education  hired  four  peo- 
ple in  December  2002,  the  suit  says,  to  per- 
suade dropouts  with  back  bills  to  each 
make  $50  payments  on  their  debt  so  it 
could  consider  them  "current,"  though 
this  did  not  include  a  plan  for  future  pay- 
ments. The  procedure  was  set  forth  in  a 
form  distributed  from  headquarters,  the 
plaintiffs  allege.  One  student  is  said  to  have 
obtained  a  100-year  pay- 
ment plan  at  $5  per 
month.  And  while  official 
policy  was  to  drop  students 
who  were  absent  20  days  or 
more,  the  suit  says  that 
school  officials  at  one  cam- 
pus tried  to  "coax" 
dropouts  back  so  their  aid 
money  could  be  collected 
for  the  entire  semester. 

Most  damning  of  all, 
the  shareholder  complaint 
alleges  that  Larson  and 
Patrick  K.  Pesch,  his  chief 
financial  officer,  were  in  on 
the  fraud.  The  suit  contends 
they  were  routinely  given 
both  "scrubbed"  and  accu- 
rate data  regarding  finances  and  enroll- 
ment, matriculation  and  graduation 
rates — and  deliberately  asked  for  and 
used  false  information  in  dealings  with 
investors  and  the  public. 

The  company  claims  that  the  plaintiffs 
offer  no  facts  to  show  that  Larson  or  Pesch 
"ever  told  any  employee  to  falsify  any 
operational  or  financial  information."  It 
further  insists  that  Career  Education  oper- 
ates in  a  highly  regulated  market  and  has 
passed  the  annual  audits  required  for  all 
schools  receiving  Title  IV  aid.  It  says  its 
graduation  and  placement  record  com- 
pares favorably  with  its  peers.  Each  school, 
the  company  maintains,  is  audited  by 
Almich  &  Associates,  with  its  report  sent 
to  the  federal  Education  Department. 

Quite  independent  of  any  courtroom 
drama,  some  analysts  are  concerned 
about  Career  Education's  reported  num- 
bers. On  Sept.  30  the  company  had  $45.5 


million,  or  30%  of  its  gross  receivables, 
reserved  for  doubtful  accounts.  Bad  debt 
expense  has  crept  to  5.5%  of  revenues, 
compared  with  3.9%  in  the  third  quarter 
2002.  The  jcompany  has  further  exposed 
itself  to  lending  risk  by  making  loans  to 
students  with  lousy  credit.  To  finance 
some  of  these  loans,  Career  Education  last 
year  entered  into  an  agreement  with  Still- 
water National  Bank  &  Trust  to  purchase 
loans  the  bank  originates  for  the  students 
who  don't  meet  Sallie  Mae's  standards:  If 
the  loans  go  south,  the  company  must  buy 
up  to  $20  million  worth  as  valued  by  cur- 


Writing  Ofl  the  Wall  Career  Education  insiders 
sold  a  lot  of  stock  in  April  and  May  of  this  year  when  the 
[TI          ehare-pHc^  was  hanging  high. 

[  Name 

Value  of 
stock  so\d 
($MIL) 

Cost  of  options 
exercised 
($MIL) 

Jacob  Gruver 
jroup  President 

$16.6 

$2.4 

John  Larson 
.  Chief  Executive 

13.5 

0.7 

,  i         Nick  D.  Fluge 

Group  President 

12.9 

2.9 

Todd  H.  Steele 
ET         Group  President 

10.2 

0.9 

Source:  Thomson  Financial. 


rent  principal  plus  accrued  interest.  So  far 
Stillwater  has  issued  $5.3  million  in  loans. 

In  their  suit  former  students  clamor 
for  full  refunds  of  their  tuition  and 
unspecified  damages.  They  claim  Career 
Education  failed  them  by  falsely  promising 
95%  job  placement  rates,  luring  students 
who  otherwise  would  not  have  attended. 
The  lead  plaintiff,  Esther  Outten,  alleges 
such  false  promises  were  official  policy 
throughout  the  schools.  She  knows  this, 
she  says,  because  she  spent  six  months 
working  in  the  placement  office  of  Career 
Education's  American  Intercontinental 
University's  Los  Angeles  campus,  where 
she  was  also  a  student.  Outten  says  her 
supervisor  told  her  that  in  order  "to  keep 
placement  numbers  up  and  appealing  to 
prospective  students,  'we  have  to  fudge  the 
numbers'  every  now  and  then." 

"Our  ultimate  report  card  is  the  suc- 
cess of  our  students  in  the  classroom  and 


on  the  job,"  Larson  writes  to  FORBES.  And 
that,  say  former  employees  like  Phillips 
and  Ogg,  was  none  too  impressive.  They 
both  estimate  job  placement  at  their  insti- 
tutions at  around  50%. 

Some  former  students,  who  are  not 
involved  in  any  complaint,  say  that  what 
they  heard  in  the  recruiter's  office  didn't 
have  much  bearing  on  the  outside  world. 
Sean  Dale,  30,  says  that  he  couldn't  use  his 
credits  from  Allentown  Business  School  to 
transfer  to  a  community  college,  even 
though  he  was  told  that  Allentown  was 
"nationally  accredited." 

One  of  Phillips'  former 
students,  Michael  Muscav- 
age,  29,  says  he  was  lured  by 
the  promise  of  a  great  job 
after  he  graduated.  Sitting  in 
a  recruiter's  office  at  the  Al- 
lentown Business  School,  hi* 
mother  by  his  side,  Muscav- 
age  was  impressed  by  a  sales- 
man who  boasted  of  a  place- 
ment rate  of  "over  95%.' 
Once  he  enrolled,  Muscavagc 
says,  the  school  often  empha- 
sized the  impact  an  advancec 
degree  would  have  on  future 
earnings — a  $1  million  benefi 
for  holders  of  a  B.A.  over  tht 
span  of  an  average  career.  Anc 
what  did  the  placement  offia 
offer?  Periodic  e-mails  that  appeared  to  bt 
culled  from  the  want  ads,  semiannual  on 
line  job  fairs  and  recruiting  booths  froir 
temp  agencies  in  the  Allentown,  Pa.  area 
Wawa,  the  500-store  grocery  chain,  onc« 
paid  a  recruiting  call,  looking  for  ston 
managers.  "Ooh,  Wa-Wa,"  Muscavage  say 
sarcastically.  After  graduating  in  Septem 
ber,  he  is  still  looking  for  work. 

A  spokesman  at  Career  Educatioi 
says  the  school  is  still  willing  to  help  Mus 
cavage  in  his  job  search  and  points  ou 
that  the  company  offers  counseling  it 
resume  preparation.  The  plaintiffs  an 
unlikely  to  take  the  company  up  on  it 
promise  of  lifelong  access  to  career  ser 
vices,  though  some  could  certainly  use  it 
The  suit  claims  one  graduate  in  informa 
tion  technology  landed  a  job  as  a  painter 
the  school,  he  claims,  considered  him 


"successful  placement' 
checked  his  e-mail  daily. 


because  h< 
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Going  Near-Shore  to... 


A  Knowledge-Based 
Innovation  Economy 


1  • 

Kico 


An  unusual  aerospace  engineering  project  in  Mayaguez  illustrates  just  how  successful 
Puerto  Rico  has  been  in  developing  a  knowledge-based  economy  to  harness  the  forces 
of  globalization. 

Written  by  Michele  Wucker 
Produced  by  Nuala  Byrne 

In  2003,  the  East  Hartford,  Connecticut-based  jet  engine 
manufacturer  Pratt  &  Whitney,  a  division  of  United 
Technologies  Corporation,  was  seeking  a  U.S.  location 
along  with  its  strategic  information-technology  partner, 
Infotech  Aerospace  Services,  a  subsidiary  of  Infotech 
Enterprises  —  based  in  Hyderabad,  India.  They  needed  skilled 
aerospace  engineers  for  code  verification,  drafting,  modeling, 
tool  design  and  other  services  required  to  carry  out  projects  for 
U.S.  defense  industries.  So  they  pilot-tested  a  project  in 
Mayaguez,  Puerto  Rico,  to  train  20  young  engineers  with  no 
aerospace  experience  —  and  ended  up  with  a  new  generation  of 
aerospace  engineers. 

While  other  companies  send  skilled  jobs  to  India,  Pratt  & 
Whitney  and  Infotech  found  the  ideal  business  conditions  on  a 
35-mile-wide  by  1 00-mile-long  island  only  1,000  miles  from  the 
U.S.  mainland,  in  Puerto  Rico  —  a  self-governing,  fiscally 
autonomous  Commonwealth  of  the  United  States.  Puerto  Ricans 
have  been  U.S.  citizens  since  1 91  7.  Puerto  Rico  has  made  a 
strategic  decision  to  offer  valued  skills  at  a  lower  cost  than  on  the 
U.S.  mainland  but  at  a  level  that  ensures  quality  of  life. 


The  Lowest  Effective 
Tax  Rate  Without 
Leaving  the  U.S. 


Unparalleled  Value  Proposition 

Puerto  Rico  is  the  lowest  cost  gateway  to  the 
most  lucrative  life  sciences  market  in  the  world. 
Here  you  can  enjoy  the  benefits  of  operating 
within  a  U.S.  jurisdiction,  with  the  added  tax 
benefits  of  operating  under  a  foreign  tax 
structure.  Puerto  Rico's  value  proposition  offers 
an  unparalled  combination  of  both  financial  and 
operational  advantages  that  include: 

•  No  U.S.  federal  income  tax 

•  Local  corporate  income  tax  rate  7%  -  2% 

•  U.S.  Customs  area 

•  U.S.  currency 

•  Training  and  wage  incentives 

•  U.S.  legal  LP.  protections 

•  U.S.  citizens 


A  Manufacturing  Powerhouse 

Puerto  Rico's  bilingual  and  available  workforce 
is  well  prepared  to  meet  the  needs  of  compa- 
nies operating  on  the  island.  Almost  40  years 
of  manufacturing  experience  in  the  life  sciences 
sector  has  given  rise  to  an  elite  group  of  highly 
educated,  innovative  and  dedicated  management 
teams  with  extensive  regulatory  experience.  A 
recent  study  has  shown  that  productivity  rates 
per  dollar  in  Puerto  Rico  are  significantly 
higher  than  the  U.S.  average.  This  combined 


with  high  capacity  transportation,  advanced 
telecommunications  and  electrical  infrastruc- 
ture makes  Puerto  Rico  the  location  of  choice 
for  manufacturing  companies. 

In  summary,  in  Puerto  Rico  you  can  enjoy  the 
advantages  of  going  offshore  with  the  security 
and  quality  of  life  of  being  home. 

To  learn  more  about  all  the  benefits  Puerto  Rico 
offers,  visit  our  website  at  www.pridco.com 
or  call  1-888-5-PRIDCO. 


COMMONWEALTH  OF  PUERTO  RICO 

Puerto  Rico  Industrial  Development  Company 


COMMONWEALTH  OF 

Puerto  Rico 
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Riertx  Rico's 

No-Nonsense  Governments 

Sila  Calderon,  Puerto  Rico's  first  female  governor 
and  the  former  mayor  of  San  Juan,  thinks  of  herself 
not  as  a  politician  but  as  a  public  administrator 
who  knows  how  to  translate  good  business  sense 
into  good  government. 

Indeed,  in  just  four  years,  her  no-nonsense  administration 
has  turned  around  Puerto  Rico's  public  finances,  established 
high  standards  for  clean  government,  and  put  in  place  a 
framework  to  ensure  future  economic  stability  through 
public  and  private  investment. 

"I  have  run  my  government  as  if  it  were  a  company  — 
but  a  company  with  a  heart,"  Calderon  said  recently  in  an 
interview  at  La  Fortaleza,  the  elegant  former  colonial  fort 
that  houses  the  Governor's  residence  and  offices. 

The  business  metaphor  is  only  natural,  since  her  profes- 
sional life  has  encompassed  not  just  government  but  also 
the  private  sector,  including  a  stint  at  Citibank  and  member- 
ship in  some  of  the  boards  of  Puerto  Rico's  most  distin- 
guished financial  and  commercial  institutions.  So  she  under- 
stood the  concern  that  Puerto  Rico's  business  community  — 
not  to  mention  its  many  dedicated  workers  —  felt  for  the 
island's  future  before  she  took  office  in  2001 . 

Trial  by  Fire 

Four  years  ago,  the  government  had  been  mismanaged. 
Consequently,  the  U.S.  federal  government  had  frozen  $1 
billion  in  federal  funds  for  education,  public  health  and  other 
important  services.  Calderon's  staff  inherited  a  $700  million 
budget  deficit.  Worse,  they  discovered  $1 .6  billion  in  bad 
debt  owed  to  the  Government  Development  Bank,  and 
another  $540  million  in  overdue  debt  owed  by  federal  agen- 
cies. Large  public  construction  projects  were  mismanaged 
and  far  over  budget. 

The  Governor's  first  priority  was  to  restore  confidence 
and  reassure  Puerto  Ricans  and  outside  investors.  She 
established  a  financial  committee,  which  she  chaired,  to 
turn  around  this  situation. 

To  rein  in  the  budget, 
Calderon  slashed  unnecessary 
expenses,  like  cell  phones  and 
lavish  parties,  and  ordered  a 
thorough  review  of  public  works 
projects.  The  government 
restructured  its  debt,  secured 
long-term  financing  for  unpaid 
bills  and  raised  new  revenue  by 
imposing  "sin  taxes"  on  liquor, 
cigarettes  and  sport  utility  vehi- 
cles. The  combined  belt-tighten- 
ing brought  the  budget  into  the 
black  and  reassured  Wall  Street 
of  Puerto  Rico's  creditworthiness. 


The  2,300  diversified  industrial  plants  operating  in 
Puerto  Rico  represent  a  range  of  industries  concentrated 
in  technology  and  services.  The  island  is  the  world's 
largest  pharmaceutical  exporter,  tenth-largest  computer 
hardware  manufacturer,  and  eighth-largest  medical 
instruments  producer. 


•  2003-2004  Projected  GDP  Growth  2.9% 

•  2004-2005  Projected  GDP  Growth  2.7% 

•  Unemployment  9.8% 

•  Total  GDP  $74.4  billion  (FY2003) 

•  Commonwealth  of  Puerto  Rico  bond  ratings:  Baal  /A- 

•  Currency:  U.S.  dollar 

•  Population:  3.8  million 


Investing  in  the  Future 
With  the  crisis  at  bay,  Calderon  set  out  to  ensure  the  coun- 
try's future.  She  did  so  by  putting  in  place  a  1 2-point  eco- 
nomic plan  that  included  everything  from  expediting  new 
construction  permits  to  promoting  job  retraining  and  lower 
ing  the  cost  of  doing  business. 

To  attract  high-tech  and  biomedical  "Pioneer  Industries, 
Calderon  created  1  7  corporate  tax  incentives.  Her  govern- 
ment invested  $8  billion  to  update  and  expand  the  infra- 
structure on  which  businesses  depend.  She  created  a  $1 
billion  revolving  trust  to  help  provide  housing,  education 
and  services  in  686  Special  Communities  (barrios)  with  largi 
low-income  populations.  Finally,  she  convened  a  joint  pub- 
lic-private commission  to  create  Puerto  Rico  2025,  a  long- 
term  development  road  map. 

The  reforms  attracted  over  $3  billion  in  new  private 
investment  and  added  1  36,000  new  jobs  to  the  workforce 
of  1 .2  million  employees. 

Calderon  is  certainly  please| 
with  Puerto  Rico's  recent  suc- 
cess, but  asserts  that  the  necesl 
sary  conditions  were  there  all  [ 
along:  "The  Puerto  Rican  peo- 
ple are  very  productive,  capab 
and  honest,"  she  says.  "We 
have  a  stable  relationship  with 
the  United  States,  which  we 
cherish,  and  we  welcome  U.S. 
investment  here.  Companies  J 
will  find  a  well-trained  work- 
force, strong  infrastructure  ancl 
support  from  public  entities  — | 
all  of  the  essential  ingredients 
needed  to  make  a  profit." 


rl.\  el  in  !  uk  beau1  y  of  nat!  re  wherever  vol'  choose  to  golf  in 
Puerto  Rico.  Wander  past  lush,  tropical  vegetation,  winding  rivers, 

rolling  hills,  breath-taking  bluffs,  and  dazzling 
( )cean  views  while  you  hone  your  skills  at  what  many  consider  to  be 


THE  BEST  GOLFING  DESTINATION  IN  THE  CARIBBEAN. 


Over  20  world-class  courses,  designed  by  Robert  Trent  Jones  SR., 


Rees  Jones,  Tom  and  George  Fazio,  and  Greg  Norman, 
you  can  play  a  di  keren  i  course  every  day  for  three  weeks. 

Seem  like  paradise? 
You're  not  dreaming-you're  in  Puerto  Rico. 


PUERTO  RiCO 

www.GoToPuertoRico.com  ~  1  -800-866-7827 
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MANUFACTURING  EMPLOYMENT 
BY  INDUSTRY  GROUP 


Chemicals*   32,300 

Apparel  /  Textile  1 3,500 

Electronics"  15,500 

Food  14,300 

Instruments  14,700 

Other   37,700 


Note:  Manufacturing  is  the  largest  sector  of  Puerto  Rico's  economy, 
representing  42.2%  of  GDP.  In  FY2003,  manufacturing  generated 
$31 .4  billion  and  represented  1 1 .9%  of  total  employment. 

*>28,000  in  pharmaceutical 
**>1 0,000  in  medical  instruments 

Source:  Dept  of  Labor,  Establishment  Survey,  2002 


Blessing  in  Disguise 

ierto  Rico's  strategy  has  helped  the  Commonwealth  over- 
ime  two  hurdles  that  could  have  sideswiped  a  less  deter- 
ined  people:  the  2001  recession  that  enveloped  the  United 
ates,  and  the  phasing-out  of  U.S.  tax  benefits.  For  many 
ars,  the  island  had  attracted  manufacturers  that  could  repa- 
ate  earnings  from  Puerto  Rico  to  the  United  States  tax-free 
ider  Internal  Revenue  Code  Section  936.  But  in  1996,  the 
S.  Congress  voted  to  end  that  tax  benefit,  which  will  be 
lased  out  completely  by  the  end  of  2005. 

The  change  provoked  soul-searching  and  has  cost  more 
an  43,000  manufacturing  jobs  since  1996.  But  it  also  made 
clear  that  Puerto  Rico  wanted  to  compete  as  a  value-added 
onomy,  not  on  rock-bottom  wages.  "When  investors  think 
us,  I  want  them  to  take  note  of  the  workforce,  the  legal, 
cial  and  economic  conditions,  the  infrastructure  of  Puerto 
:o,  our  highly  developed  banking  system  and  our  partner- 
ips  with  many  of  the  largest  international  and  domestic 
impanies,"  says  Secretary  of  Economic  Development  and 
jmmerce  Miiton  Segarra. 

To  complement  these  advantages,  Puerto  Rico  has  assem- 
ed  a  combination  of  new  tax  incentives  and  strategic  gov- 
nment  support  for  high-tech  industries.  It  has  slashed  cor- 
>rate  tax  rates,  bringing  the  lowest  rate  from  2%  down  to  as 
w  as  zero  for  qualifying  "Pioneer  Products,"  reduced  taxes 
1  royalty  payments  to  parent  companies,  accelerated  depre- 
ition  allowances,  and  established  attractive  tax  credits  for 
jrchasers  of  locally  produced  materials  and  for  training, 
search  and  development. 

Hiram  Ramirez,  executive  director  of  Puerto  Rico  Industrial 
2velopment  Company  (PRIDCO),  sums  up  the  situation  that 
ternational  entrepreneurs  face  today:  "High-tech  manufac- 
ring  companies  owe  it  to  their  shareholders  to  consider 
ierto  Rico  as  a  potential  investment  site  due  to  our  operat- 
g  advantages  and  the  tax  breaks  we  can  offer." 

Conscious  of  its  role  as  a  critical  partner  in  growing  free 


trade  between  the  United  States  and  Latin  America,  Puerto 
Rico  also  has  reaffirmed  a  commitment  to  upgrading  ports, 
highways  and  other  infrastructure  to  ensure  that  businesses 
have  state-of-the-art  support.  These  public  investments 
accompany  a  backdrop  of  sound  public  finance,  debt  man- 
agement, public  commitment  to  good  government,  and  the 
establishment  of  a  long-term  development  plan.  All  of  these 
have  paid  off. 

Pharmaceuticals  and  Biotechnology 

Significantly,  the  past  two  years  have  brought  more  than  $3 
billion  in  new  investment  committed  to  manufacturing.  Two- 
thirds  of  that  sum  has  gone  to  large-scale  biotechnology.  Ir 
Juncos,  Amgen  is  building  a  $1 .2  billion  biotechnology  man 
ufacturing  and  process  development  facility.  In  Carolina, 
Lilly  is  near  completion  of  a  $450  million  bulk  processing 
facility  for  the  rapid-acting  mealtime  insulin,  Humalog, 
which  uses  recombinant  DNA  technology.  Abbott  is  invest 
ing  $350  million  in  a  plant  in  Barceloneta  to  manufacture 
commercial  biologic  products,  starting  with  the  rheumatoic 
arthritis  treatment,  Humira. 


Overall  average  compensation  costs,  including  benefits,  are  25% 
lower  than  on  the  U.S.  mainland.  Excellent  labor  relations  make 
for  low  labor  turnover  (only  5%  in  the  pharmaceutical  industry) 
and  high  productivity.  According  to  AT  Kearney,  labor  productiv- 
ity in  Puerto  Rico's  pharmaceutical  industry  is  significantly  higher 
than  in  Ireland,  more  than  double  that  of  the  United  Kingdom 
and  France,  and  more  than  four  times  that  of  Germany. 


TAX  BENEFITS 


Because  Puerto  Rico  lies  outside  the  United  States  for  tax  pur- 
poses, it  offers  investors  significant  savings. 

•  The  maximum  corporate  tax  rate  is  7%,  with  rates  as  low  as 
zero  for  "Pioneer  Products"  in  industries  that  the  govern- 
ment wants  to  attract  to  the  island.  There  is  no  withholding 
tax  on  dividends  or  distributions.  There  are  no  U.S.  federal 

income  taxes. 

•  Training,  research  and  development  activities  receive  a  200% 
tax  credit. 

•  Companies  can  choose  when  to  repatriate  earnings  and  thus 
realize  tax  savings  in  the  parent  firm's  home  country. 

•  Raw  material,  components  and  packaging  can  be  transported 
tax  free  through  the  extensive  Foreign  Trade  Zone  (FTZ)  sys- 
tem, which  saves  time,  effort  and  money. 


l|  Key  player  in  Puerto  Rico's 


past,  present  and  future 


,  Puerl 
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development 


Promoting  municipal  improvements 


Fostering  the  tourism  industry 


^  Government 
'■  Development 
t>   b  ank  for 
Puerto  Rico  . 


COM  MONK  FAITH    OF    PtTjTO  KICO 


to  secure  a  better  quality 
of  life  for  our  people, 

PO  Box  42001  San  Juan.  Puerto  Rico  00940-2001 
Tel.  (787)  722-2525  •  Fax  (787)  721-1443 
www.gdb-pur.com  •  Correspondencia@bgf.gobierno.pr 

New  York  Office  140  Broadway,  38th  Floor  New  York,  NY  10U05 
Tel.  (212)  422-6420  •  Fax  (212)  785-0643 

Antonio  Fan'a-Soto  -  President 
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uerto  Rico  prides  itself  on  its  bilingual,  skilled  workforce.  Sixty 
ercent  of  Puerto  Ricans  have  a  high  school  education,  a  ratio 
lat  is  close  to  the  G-7  industrialized  country  average.  Eighteen 
ercent  of  adults  hold  a  college  degree,  the  sixth-highest  level 
/orldwide  and  above  the  G-7  average.  Puerto  Rico's  1 9  public 
nd  49  private  universities  award  approximately  24,000  degrees 
ach  year,  including  10,000  in  science  and  engineering.  Their 
raduates  include  145  current  NASA  employees;  among  them 
re  90  scientists.  Education  initiatives  in  support  of  economic 
evelopment  include  ViTec,  the  University  of  Puerto  Rico's  high- 
?chnology  incubator  program  and  INDUNIV,  a  joint  private- 
ublic  consortium  that  awards  research  grants. 


SIFRASTRUCTURE 


Puerto  Rico's  extensive  fiber-optic  cable  network  makes  telecom- 
munications reliable  and  inexpensive.  An  extensive  land  trans- 
portation network  places  virtually  all  manufacturing  and  service 
companies  within  two  hours  of  an  airport  or  seaport. 
San  juan's  seaport,  at  the  intersection  of  trade  routes  from 
North  America  and  Europe  to  Latin  America  and  the 
Caribbean,  is  the  fourth-largest  port  in  the  Western 
Hemisphere.  A  $700  million  expansion  is  underway.  Shipping 
times  to  North  American  and  Gulf  ports  average  under  four 
days,  1 0  days  to  the  North  American  West  Coast,  and  1 4  days 
to  Europe.  Transportation  between  Puerto  Rico  and  the  U.S. 
mainland  is  considered  domestic. 

San  Juan's  Luis  Muhoz  Mann  International  Airport  handles 
over  1,500  worldwide  cargo  flights  weekly.  International  car- 
riers such  as  FedEx,  UPS,  DHL,  Airborne  and  the  U.S.  Postal 
Service  offer  air-freight  services,  including  next  day  door-to- 
door  service. 


Puerto  Rico  also  expects  to  see  strong  growth  in  the  med- 
il-device  sector,  whose  exports  grew  by  30.8%  in  fiscal  year 
03  alone,  from  leading  firms  including  Braun,  Medtronics, 
wartis,  Nypro,  Stryker  and  Zimmer. 

iccess  Breeds  Success 

e  island's  strong  pharmaceutical  and  biotech  base  has  cre- 
?d  synergies  by  building  a  cluster  of  skilled  workers,  suppli- 
technologies  and  institutions,  which  together  equal 
3re  than  the  sum  of  their  parts.  The  Puerto  Rico  Techno- 
onomic  Corridor  (PRTEC),  a  high-tech  corridor  in  the  west, 
iploys  this  same  "industrial  clustering"  concept  and  has 
xacted  such  notable  companies  as  Hewlett-Packard.  The 
lo  Alto,  California-based  firm,  which  has  operated  in  Puerto 
:o  for  25  years,  recently  signed  a  memorandum  of  under- 
inding  to  explore  expanding  its  research  and  development 
tivities  on  the  island. 

Puerto  Rico  has  committed  to  support  further  high-tech 
lovation  through  its  Puerto  Rico  Science,  Technology  and 
search  Trust  Fund,  created  with  a  $145  million  initial 
/estment.  From  2001  to  date,  Puerto  Rico  has  announced 
0  new  inventions  and  applied  for  30  patents  (eight  of 
lich  have  been  granted).  Some  40  new  products  result- 
3  from  this  research  and  development  are  generating  $1 
lion  in  revenue. 


Punta  Maracayo,  Hatilli 


Financial  Services 
Puerto  Rico's  unique  ta. 
status  has  also  createi 
opportunities  in  th« 
financial  services  indus 
try.  Created  in  the  mid-1980s,  International  Banking  Entitie 
(IBEs)  allow  companies  to  invest  around  the  world  and  gener 
ate  tax-exempt  income.  IBE  assets  are  now  $60  billion.  A  nev 
international  insurance  law,  based  on  similar  principles,  is  aime« 
at  luring  insurance  companies  to  invest  in  Puerto  Rico. 

Tourism  and  Agriculture 

Though  many  Americans  think  of  tourism  when  they  think  c 
Puerto  Rico,  this  sector  makes  up  only  6%  of  the  economy 
with  lots  of  room  for  growth  aided  by  the  government' 
Tourism  Development  Fund.  With  the  world's  fourth-highes 
occupancy  rate  and  a  healthy  mix  of  market  segments,  Puerti 
Rico  has  attracted  new  investment  from  the  world's  bigges 
names  in  hospitality:  Four  Seasons,  JW  Marriott,  Fairmont  ant 
Mandarin  Oriental.  To  tap  into  the  $103  billion  U.S.  busines 
and  conventions  market,  Puerto  Rico  is  building  a  $41 6  millioi 
mixed-use  convention  center  on  1 1 3  acres  at  the  entrance  t< 
Old  San  Juan.  The  complex  will  include  a  $176  millioi 
Sheraton  hotel  and  a  1 04-unit  residential  complex. 

Puerto  Rico  long  ago  left  behind  its  traditional  agricultur 
al  economy,  yet  still  produces  a  significant  agricultural  output 
Its  reputation  for  quality  rums  —  indeed,  by  law  rums  must  b' 
aged  at  least  one  year  —  has  helped  it  capture  80%  of  th< 
U.S.  market.  Puerto  Rico  not  only  is  home  to  the  well-knowi 
Bacardi  mark,  but  it  also  supplies  other  beverage  companie 
through  strategic  alliances;  Captain  Morgan,  for  example,  i 
produced  with  Puerto  Rican  rum. 

Clearly,  there  are  exciting  things  going  on  in  Puerto  Rico* 
traditional  economy,  as  well  as  in  the  new  economy.  And  it' 
not  hard  to  understand  why. 

Near-Shore  Advantages 

A  combination  of  skilled  workers,  sound  government,  taj 
advantages  and  proven  success  explain  the  advantages  o 
"near-shore"  investing  over  offshore  investing.  Antonio  Faria 
President  of  Puerto  Rico's  Government  Development  Bank 
sums  it  up:  "We  have  the  American  flag,  the  assurance  thai 
comes  from  U.S.  citizenship,  coupled  with  a  fiscal  autonom; 
that  provides  incentives  in  our  laws  and  in  federal  taxes."  Thii 
gives  investors  all  the  advantages  of  going  offshore  and  th« 
convenience  of  staying  at  home. 

Contacts  in  the  United  States 

PRIDCO,  New  York  /  Marie  A.  Robert,  Esq. 

mrobert@pridco.com.  Tel.  1-800-377-6789  Ext.  388 

Tel.  212-333-0300,  Fax  212-974-1940 

666  Fifth  Avenue,  1 5th  floor,  NY,  NY  1 01 03-1 599 

California  /  PRIDCO,  Henry  Ross 

hross@pridco.com.  Tel.  714-432-9833,  Fax  714-432-9842 

650  Town  Center  Drive,  Suite  1 340,  Costa  Mesa,  CA  92626-1 925 

Puerto  Rico  Federal  Affairs  Administration 

1 100  1 7th  Street,  NW,  Ste.  800,  Washington,  D.C.  20036 
202-778-0710,  www.prfaa.com 


Juan  "El  P 


Juan  "El  Papo"  Morales  ha 
been  distilling  puerto  rlcan  r 
for  over  20  years. 

(to  his  co-workers,  he's  still  the  ne 
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The  finest  times  are  the  ones  you  enjoy  responsibly. 

©2003  Rums  of  Puerto  Rico 
Puerto  Rico  Industrial  Development  Company. 

All  rights  reserved. 
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lasoline  in  the  Northeast  has  quietly  acquired  a  Russian  relation. 
.UKOIL  is  about  to  take  off  the  mask  |  By  Deborah  Orr 


DRIVERS  PULLING  INTO  A 
Getty  station  believe  they 
are  buying  gas  from  the 
legacy  assets  of  one  of 
America's  more  eccentric 
oilmen,  Jean  Paul  Getty. 
Likewise  with  the  familiar 
;d,  white  and  blue  Mobil  sign:  That 
leans  the  merged  Exxon,  right?  Not  in 
snnsylvania  and  New  Jersey.  The  man 
ow  behind  those  familiar  banners  is  Vagit 
lekperov,  head  of  Lukoil,  owner  of  2, 100 
is  stations  from  Maine  to  Virginia  and 
>me  of  Russia's  richest  oilfields. 

Alekperov  is  known  as  "the  quiet  oli- 
irch,"  but  there  is  nothing  quiet  about  his 
nbitions.  "The  seven  sisters  should  look 
ut  because  they  now  have  a  brother,"  he 
lid  almost  ten  years  ago.  Lukoil  has  grown 
mrfold  since  Alekperov,  a  former  Soviet 
il  minister,  created  it  by  consolidating 
ate  oil  rights  in  the  chaotic  days  after  the 
jllapse  of  the  Soviet  Union.  He  has  not 
:t  achieved  his  goal  of  turning  Lukoil  into 
globally  integrated  oil  giant,  but  he  does 
ave  the  makings.  Lukoil  has  20  billion 
arrels  of  proven  hydrocarbon  reserves, 
lore  than  any  other  oil  company  except 
xxonMobil. 
With  all  that  oil  in  the  ground, 


Alekperov  has  spent  a  decade  looking  for 
ways  to  sell  it.  He  set  up  thousands  of  ser- 
vice stations  around  the  former  Soviet 
states  and  then  set  his  sights  on  the  U.S. 
What  better  place  to  peddle  petrol  than 
a  nation  of  gas-guzzlers?  His  aim  is  to 
build  a  company  that  extends  "from  Rus- 
sia's oilfields  to  the  gas  tanks  of  Ameri- 
can cars,"  he  says. 

Much  Russian  overseas  diversification 
looks  more  like  capital  flight.  With  Presi- 
dent Vladimir  Putin  taking  a  tighter  grip 
on  the  nation's  natural  resources  and  the 
Kremlin  taxing  Russia's  other  big  oil 
company,  Yukos,  into  oblivion,  the  richest 
are  moving  what  they  can  overseas  as  fast 
as  they  can. 

But  not  Alekperov,  whose  wealth 
FORBES  estimates  at  $3.5  billion.  By  all 
accounts  he's  the  president's  man.  About 
the  plight  of  his  former  rival,  Yukos  head 
Mikhail  Khodorkovsky,  Alekperov  says 
simply:  "We  are  in  full  compliance  as  far 
as  the  government  is  concerned."  On  his 
office  desk  sits  a  picture  of  Putin.  When 
Alekperov  hoisted  one  of  the  first  Ameri- 
can Lukoil  signs  over  a  converted  Getty 
station  in  Manhattan  late  last  year,  Putin 
himself  was  there  to  cut  the  ribbon. 

"Alekperov  takes  his  ambassadorial 


role  very  seriously,"  says  Adam  Landes, 
head  of  energy  research  at  Renaissance 
Capital,  a  Russian-focused  investment 
bank  that  has  done  work  for  Lukoil. 

The  Russian  energy  minister  and  his 
U.S.  counterpart  have  been  meeting  sev- 
eral times  a  year.  "We  are  always  a  part  of 
those  meetings,"  says  Vadim  Gluzman, 
chief  executive  of  Lukoil's  U.S.  unit.  "The 
U.S.  government  is  interested  in  diversify- 
ing energy  sources." 

Gluzman,  a  42-year-old  Russian  emi- 
gre, is  mysterious  about  how  he  met 
Alekperov.  He  is  an  intriguing  figure  to  be 
running  what  is  already  a  $2.2  billion  busi- 
ness. Murky  about  his  curriculum  vitae 
since  coming  to  the  U.S.  (he  only  acknowl- 
edges a  post  with  a  Rhode  Island  garden 
hose  maker),  Gluzman  himself  appears  to 
fit  the  post-Soviet  business  model,  an 
engineer  by  training  who  happened  to  be 
in  the  right  place  at  the  right  time  with  the 
right  idea.  He  has  no  experience  in  retail 
or  energy,  but  he  helped  pull  off  the  first 
Russian  takeover  of  a  listed  American 
company  with  the  purchase  of  Getty 
Petroleum  Marketing  four  years  ago. 

The  purchase  gave  Lukoil  1 ,300  filling 
stations  along  the  East  Coast  and  some 
experienced  executives  who  might  be  per- 
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Lukoil 


luaded  to  stay.  "I  grew  up 
luring  the  Cold  War,  too," 
;ays  Vincent  De  Laurentis, 
Betty's  chief.  "But  with  all  the 
:onsolidation  in  the  oil  busi- 
less,  you  never  knew  who 
rou  might  be  working  for 
vhen  you  woke  up  in  the 
norning."  He  stayed  as  Gluz- 
nan's  number  two. 

The  former  Getty  was  a 
;ystem  of  franchised  and 
eased  stations,  and  most  of 
he  station  property  was 
;tripped  out  and  reorganized 
is  a  REIT.  The  company  will 
:ontinue  to  lease  and  fran- 
:hise  units,  but  "Lukoil  likes 
o  own  the  dirt,"  says  De  Lau- 
entis.  "That  gives  us  a  lot 
nore  control  over  how  a  sta- 
ion  looks.  We  can  knock 
>uildings  down  and  put  new 
mes  up.  And  it  gives  employ- 
es a  sense  of  permanence." 

Lukoil  has  been  quietly  buying  for  the 
ast  few  years,  adding  more  service  sta- 
ions  along  the  eastern  seaboard.  This  will 
>ut  Lukoil's  outlets  closest  to  inbound 
Atlantic  oil  shipments,  should  Lukoil  ever 
;ucceed  in  shipping  oil  from  Russia  to  the 
J.S.  But  Gluzman  was  thinking  more 
mmediately  about  real  estate  and  the  dif- 
ficulty of  opening  new  gas  stations  in 
hickly  settled  areas.  "It's  almost  impossi- 
)le  to  get  a  license  to  open  a  new  station 
iround  here,"  says  he.  "I  know,  I've  tried, 
n  places  like  Texas  and  Louisiana  they 
?ass  out  new  licenses  to  anyone."  In  the- 
ory, tight  licensing  could  lead  to  firm 
pricing. 

In  May  Gluzman  put  his  theory  to  the 
est  and  bought  800  Mobil  stations,  some 
}f  the  busiest  in  the  country,  that  were 
iplit  from  the  rest  of  Mobil's  retail  net- 
work to  satisfy  the  FTC  when  Exxon 
wught  Mobil.  In  a  series  of  transactions 
hat  charts  the  chaotic  consolidation  of  the 
)il  industry,  the  stations  were  sold  to 
Iosco,  which  was  bought  by  Phillips, 


which  then  merged  with  Conoco. 

ConocoPhillips  put  1,000  East  Coast 
stations  on  the  block  last  year.  Lukoil 
wanted  only  the  most  lucrative  New 
Jersey  and  Pennsylvania  stores.  So  did 
several  other  bidders.  There  was  a  dog- 
fight, says  Gluzman.  Lukoil  won  with  a 
$270  million  bid.  That  transaction  dou- 
bled its  retail  sales  in  the  U.S.  and  gives 
the  company  a  17%  market  share  in  car- 
choked  New  Jersey.  Lukoil  now  has  400 
more  gas  stations  in  the  U.S.  than  in 
Russia  (1,700). 

Integrating  all  these  different  stations 
into  one  enterprise  doesn't  worry  Gluz- 
man. "We  closed  this  deal  in  May,  and  by 
October  I  had  already  forgotten  we 
bought  something,"  he  says.  At  a  time 
when  most  oil  companies  are  shrinking 
their  retail  networks  and  operator-owned 
stations  are  barely  surviving,  Lukoil  is 
expanding.  "Of  course  we  will  buy  more," 
he  adds.  "After  the  rebranding." 

Early  next  year  Lukoil  will  start  hoist- 
ing its  gleaming  red-and-white  banners 
over  Mobil  outlets  in  New  Jersey  and 


"It's  almost  impossible  to  get  a  license  to  open  a 
■ne_vji3lalion  around  here.  I  know,  I've  tried." 


Pennsylvania.  Disc  jockeys,  trampolines, 
balloons,  giveaways,  direct  mailings  and 
credit  card  applications  will  herald  the 
event.  Part  of  Lukoil's  $30  million  mar- 
keting budget  will  be  spent  at  sporting 
events.  "We  had  hoped  to  advertise  with 
the  Philadelphia  Flyers  and  the  New  Jer- 
sey Devils,"  explains  De  Laurentis,  by 
embedding  the  Lukoil  logo  into  the  ice. 
But  with  hockey  season  suspended  this 
year,  "maybe  we'll  try  basketball,"  he  says. 

Once  Mobil  stations  are  rebranded, 
some  Getty  stations  will  also  get  a  new 
look,  like  the  one  in  Manhattan.  "Our  sta- 
tions will  be  rebranded  and  brought  up 
to  Lukoil's  international  standards,"  says 
Alekperov.  What  are  the  Russians'  stan- 
dards? Are  the  bathrooms  cleaner?  Is  the 
help  friendlier? 

At  Lukoil's  U.S.  headquarters  on  New 
York's  Long  Island,  Gluzman  flips  through 
the  coffee-table  book  How  to  Design  a  Suc- 
cessful Petrol  Station  and  turns  to  the  sec- 
tion featuring  Lukoil's  K-shaped  canopy 
in  eastern  Europe.  "You  see,  our  design  has 
won  awards,"  he  boasts. 

The  stations  sparkle 
with  enough  fluorescent 
lighting  to  be  seen  from 
the  moon.  And  there  is  no 
question  who  owns  them. 
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Lukoil 


In  Russia  the  Lukoil  brand  is  known 
and  trusted.  Until  recently  the  company 
dyed  its  gasoline  red  or  blue  to  distinguish 
it  from  counterfeit  fuels.  But  in  the  U.S. 
Lukoil's  first  battle  will  be  to  persuade 
consumers  that  their  favorite  station 
hasn't  been  taken  over  by  an  outfit  pump- 
ing petrol  of  questionable  provenance.  It 
will  need  more  than  balloons  for  that. 

Gluzman  and  De  Laurentis  have  done 
test  conversions  to  gauge  customer  reac- 
tion. Random  drivers  were  asked  for 
impressions  before  and  then  immediately 
after.  "Most  customers  had  little  idea 
where  their  gas  came  from,"  says  Joseph 
Shwirtz  of  First  International  Resources, 
a  Fort  Lee,  N.J.  communications  firm 


hired  by  Lukoil  to  do  market  research. 
Many  of  them  thought  that  buying  from 
British  Petroleum  meant  their  gas  came 
from  Britain.  But  BP  gas  is  just  as  likely  to 
come  from  crude  lifted  in  Venezuela  as  in 
the  North  Sea. 

Market  researchers  then  asked  drivers 
if  they  had  ever  heard  of  Lukoil.  Most  had 
not.  "But  once  we  explained  that  Lukoil  was 
a  big  international  oil  company  based  in 
Russia,  we  generally  got  a  positive  reaction," 
Shwirtz  says.  His  crew  discovered  that  con- 
sumers often  welcomed  the  idea  of  buying 
gasoline  unattached  to  the  Middle  East. 

Could  being  Russian  help  Lukoil  sell 
more  gas?  It  just  might — the  company 
claims  sales  volume  at  its  rebranded  sta- 


Oilman  Oligarch 

Vagit  Alekperov  was 
born  in  Baku,  a  little 
patch  of  land  on  the 
Caspian  Sea  that  sits 
on  one  of  the  world's 
earliest  oil  discoveries. 
Zoroastrians  worship- 
ped the  eternal  pillars 
of  fire  that  burned  gas 
escaping  through  fissures  in  the  rock.  Marco 
Polo  noted  a  spring  in  Baku  that  produced  oil 
which  was  not  good  for  eating  but  could  be 
burned.  In  the  late  19th  century  the  Nobel  fam- 
ily discovered  the  primitive  oil  industry  in  Baku 
and  built  an  empire  of  refineries,  pipelines,  even 
a  railroad  and  retail  outlets.  The  Rothschilds  fol- 
lowed. Baku's  rich  reserves  proved  the  undoing 
of  John  D.  Rockefeller's  global  ambitions  to  con- 
trol the  kerosene  business. 

Baku  became  known  as  Black  Town,  and 
under  this  cloud  of  oil  smoke  Vladimir  ilyich  Lenin 
set  up  the  printing  press  that  produced  his  revo- 
lutionary papers.  The  oil  industry's  national  dis- 
tribution system  was  the  unwitting  vehicle  for 
spreading  his  writings  all  over  the  country.  In  the 
early  20th  century  Joseph  Stalin  began  organiz- 
ing oil  workers  in  a  series  of  strikes  that  spread 
eventually  to  all  of  Russia. 

By  the  time  Alekperov  was  born  in  1950,  Baku 
and  the  rest  of  Azerbaijan  were  producing  the 
energy  that  fueled  much  of  the  communist  world. 
His  father,  a  Muslim  Azeri,  was  an  oil  worker  who 
died  when  Alekperov  was  a  boy.  His  mother  is 
Russian  Orthodox.  —D.O. 


1972  Graduates 
from  Azizbekov 
Institute  of  Oil  & 
Petrochemistry 
and  takes  job  as 
roustabout  on  the 
Caspian  Sea. 
Endures  fires, 
explosions  and 
near-drowning. 


>ves  to  western 
!  new  oil  discoveries 


around  Kogalym. 


1989  Summoned  to  Moscow  as  Soviet 
Union's  youngest  deputy  oil  minister. 
Promoted  to  acting  oil  minister  one  year 
later. 

1993  Emerges  from  the  collapsing 
Soviet  Union  as  chairman  of  three  of  the 
richest  state-owned  oilfields:  Langepas, 
Urai  and  Kogalym  (the  "LUK"  of  Lukoil). 

1995  Wins  oil  rights  in  Kazakhstan. 

1 997  Negotiates  rights  to  develop 
oilfields  in  Iraq.  Contract  now 
under  review  by  new  Iraqi 
government. 

2000  Buys  Getty  Petroleum  Marketing, 
first  Russian  takeover  of  a  listed 
U.S.  company. 

2002  Lists  Lukoil  on  the  London 
Stock  Exchange. 

),4  Russian  government  sells  7.6% 
stake  in  Lukoil  to  ConocoPhillips.  Lukoil 
and  ConocoPhillips  will  jointly  develop 
fields  in  Iraq  and  Siberia. 

Sources;  Lukoil;  The  Prize,  by  Daniel  Yergin. 


tions  has  risen.  The  problem  is  that  none 
of  the  fuel  Lukoil  sells  here  comes  from 
Russia — yet. 

Most  Russian  ports  aren't  deep 
enough  for  a  tanker  to  pass  through,  so 
most  Russian  oil  remains  in  Europe.  In 
Russia  it's  in  such  abundant  supply  that 
it  sells  for  $24  a  barrel.  Alekperov  has 
lobbied  for  years  to  open  a  warm-water 
port  in  Murmansk  that  could  accommo- 
date cross-Atlantic  oil  shipments.  But 
building  new  pipelines  and  ports  in  Rus- 
sia will  take  years,  and  in  the  meantime 
Alekperov  is  jockeying  with  other  inter- 
ests in  Moscow  that  would  like  to  see 
more  oil  flowing  toward  China  and 
Japan.  In  the  U.S.  Lukoil  fills  its  own 
tanks  with  gasoline  bought  whole- 
sale, most  of  it  from  Conoco- 
Phillips under  an  agreement  that 
came  with  last  May's  Mobil  station 
purchase. 

Why  buy  thousands  of  gas  sta- 
tions here  when  there  is  no  way  to 
get  oil  out  of  the  ground  in  Russia 
and  into  American  gas  tanks? 

"We  had  to  have  the  retail  outlets 
first,"  explains  Gluzman.  His  boss  in 
Moscow  says  that  he  hopes  to  sup- 
ply crude  directly  to  the  U.S.  by  2007 
through  some  of  Lukoil's  own  ter- 
minals in  northern  Siberia.  With  a 
certain  optimism  that  that  day  will 
come  eventually,  Lukoil  has  eight  ter- 
minals on  the  Atlantic  coast  from 
Newark  to  Providence  and  will  lease 
gasoline  storage  tanks  in  New  York 
harbor  before  the  end  of  2004. 

Alekperov  has  disappointed 
investors  who  were  hoping  he  would 
squeeze  more  profit  out  of  the 
former  Soviet  oilfields  he  now  con- 
trols, as  Khodorkovsky  did  when  he 
reportedly  fired  the  alcoholics  on  his 
payroll  and  made  Yukos  more  trans- 
parent. But  Alekperov,  who  owns  at 
least  10%  of  Lukoil  (employees  have 
an  estimated  11%),  takes  exception 
to  the  criticism.  "We  could  sit  on  our 
reserves  and  pay  tremendous  divi- 
dends to  ourselves  if  that  is  what  we 
chose  to  do,"  he  says.  "Instead  we 
have  invested  a  tremendous  amount 
buying  oil  rights  and  developing  oil- 
fields." And  brand  names.  F 
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Easy.com,  Easy  Go 

Former  billionaire  Stelios  Haji-loannou  has  lost 
nearly  half  of  his  fortune  as  his  EasyGroup  empire 
has  declined.  Whose  fault  is  that?  |  By  Luisa  Kroll 


am   1    WAS  I  A M !  I  I A  R  SHOWMANSHIP. 

I  There  was  Greek  magnate  Stelios 
I  Haji-loannou,  pounding  the  podium, 
I  surrounded  by  blow-up  Garfield  dolls 
I  in  neckties,  and  exhorting  investors  to 
Hi  "oust  the  fat  cats."  The  garish  specta- 
cle on  Nov.  16  recalled  an  earlier  giveaway 
of  airplane  tickets  on  the  steps  of  an  Athens 
courthouse  where  he  was  being  sued  by 
travel  agents.  Or  his  potshot  last  year  at  U.S. 
film  distributors,  which  initially  refused  to 
give  his  EasyCinema  theater,  in  England, 
first  runs  because  his  ticket  prices  were  too 
low  to  offer  them  a  decent  cut.  So  Stelios 
invited  moviegoers  to  donate  something 
on  top  of  the  20  pence  (33  cents)  price  of 
admission  to  the  Fund  for  the  Protection 
of  Consumers  against  Hollywood  Studios. 


This  time,  though,  Stelios  (as  he  is  uni- 
versally known)  was  taking  aim  at  one  of 
his  own  creations:  Stelmar  Shipping.  At 
issue  was  a  shareholder  vote  on  a  $703  mil- 
lion buyout  bid,  by  private  equity  firm 
Fortress  Investment  Group,  for  the  oil 
tanker  fleet  he  founded  in  1992.  Not 
enough,  Stelios  complained,  climaxing  a 
six-month,  high-profile  fight  against  the 
management  he  himself  had  handpicked. 
He  urged  shareholders  to  reject  the  offer  of 
$40  a  share.  And  they  did — by  a  land- 
slide— despite  a  recommendation  by  Insti- 
tutional Shareholder  Services  to  approve 
the  deal.  "I  relish  this  role  of  underdog," 
laughs  Stelios. 

Lucky  dog  is  more  like  it.  Stelmar's 
shares  ended  the  day  at  $41,  up  from  $25 


on  May  14,  just  before  Stelios  put  the  com- 
pany into  play  by  soliciting  an  offer  without 
informing  Stelmar's  board.  The  stock  has 
gotten  a  big  boost  from  the  robust  market 
for  shipping  companies:  As  a  group,  shares 
are  up  77%  since  mid-May. 

Shooting  down  the  deal  has  resulted  in 
a  rare  victory  for  this  famously  bellicose 
tycoon.  Since  its  height  in  2001  Stelios'  fam- 
ily's net  worth  has  slid  from  $1 .5  billion  to 
perhaps  $800  million.  It  would  be  still  lower 
if  not  for  a  lift  from  Icelandair,  which 
invested  an  estimated  $100  million  in 
October  for  10%  of  Stelios'  largest  holding, 
Easyjet,  one  of  Europe's  largest  low-cost 
airlines.  Its  stock  was  languishing  until 
jumping  1 8%  on  the  news. 

Brilliant  and  mercurial,  the  37-year-old 
Stelios  is  something  of  a  hit-and-run  entre- 
preneur. He  has  built  a  vast,  but  shaky, 
empire  on  cut-rate  services — in  airlines, 
Internet  service,  car  rentals,  online  shop- 
ping, credit  cards,  music  downloads,  a 
movie  theater,  bus  service  and  on  and  on. 
Stelios  doesn't  seem  to  enjoy  the  opera- 
tional role.  He'd  rather  found  a  company 
and  move  on.  But  not  move  on  entirely. 


To: 


"SHa^hoLd 


FAT  CATS 


«,*     Fanfare  for  the  uncommon  man:  Stelios 
makes  his  pitch  to  Stelmar  investors. 
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He'll  come  back  to  pick  a  fight  with  the  fel- 
lows running  the  operation. 

That's  what  happened  at  Stelmar.  A  cou- 
ple of  years  after  launching  the  company, 
day-to-day  responsibility  was  given  to  Peter 
Goodfellow,  one  of  the  company' s  first  hires 
and  now  its  embatded  chief  executive,  so 
that  Stelios  could  focus  on  Easyjet.  Stelios 


then  gave  the  company  a  deadline.  Stelmar 
rejected  the  offer,  issued  bylaws  to  prevent 
shareholders  from  calling  a  special  meet- 
ing and  announced  it  would  conduct  an 
auction  of  the  company,  run  by  investment 
banks  Morgan  Stanley  and  Jefferies  &  Co., 
to  find  the  highest  bidder.  Stelmar  spoke 
with  17  parties.  OMI  didn't  participate. 


debt  from  Hewlett-Packard,  cash  from  pri- 
vate equity  firm  Apax  Partners  and  bank 
loans.  By  the  end  of  2001  debts  had  climbed 
to  $70  million — prompting  Stelios  to  shell 
out  another  $90  million  and  step  back  in 
to  run  the  business.  "The  uncontrolled  ex- 
pansion," he  wrote  in  the  company's  2002 
annual  report,  "was  the  most  expensive 


"AsLSQQCLasJ  turned_myJ3ack,  they  started  behaving  badly." 


turned  over  the  chairmanship  to  Nicholas 
Harfiey,  a  longtime  confidante,  in  2002. 

Stelios'  interest  in  Stelmar  revived  in 
March.  That's  when  the  company  dis- 
closed that  it  had  made 
$295,000  worth  of  salary 
"advances"  last  year  to 
Goodfellow  and  Stamatis 
Molaris,  the  longtime 
chief  financial  officer. 
Realizing  it  was  in  viola- 
tion of  U.S.  law,  the 
company  informed  its 
auditors.  The  board 
forced  the  executives  to 
repay  the  advances  and 
fined  them  $50,000  and 
$30,000,  respectively. 

Stelios  was  furious,  in- 
sisting they  be  fired.  "As 
soon  as  I  turned  my  back, 
they  started  behaving 
badly,"  he  says.  "I  don't 
question  their  compe- 
tency. I  question  their  in- 
tegrity." Instead  of  issuing 
one  of  his  famous  press 
releases  or  reinstalling 
himself  on  die  board,  he 
ordered  his  board  repre- 
sentative to  quit. 

Then,  without  in- 
forming anyone,  Stelios 
put  Stelmar  up  for  sale, 
making  calls  and  solicit- 
ing bids  via  his  Black- 
Berry.  He  negotiated  a 
cash-and-stock  deal  with 
shipping  company  OMI 
Corp.  that  valued  Stel- 
mar's  shares  at  S3 4. 
ing  blindsided,  Stelmar 
executives  didn't  initial 
respond  to  OMI,  whk 


asy  does  it:  The  founder  and  head 
pitchman  is  launching  a  half-dozen 
tares  this  year  and  next. 


("We've  attempted  to  engage  Stelios  in  the 
process,"  insists  Goodfellow.  Stelios  denies 
it.)  On  Sept.  20  Stelmar  announced  it  had 
approved  a  merger  with  Fortress. 

A  battle  royal  with 
onetime  allies  isn't  un- 
usual. But  Stelios  is  start- 
ing to  make  a  habit  of  it. 
In  July  he  sent  a  zinger  of 
a  message  to  higher-ups 
at  Easylet,  following  ru- 
mours that  he  might  take 
the  company  private. 
"While  we  will  continue 
to  support  the  board  at 
this  time,"  he  wrote,  "if 
there  were  a  further  dete- 
rioration in  the  share 
price  ...  or  other  mater- 
ial changes  in  circum- 
stances, we  would  obvi- 
ously be  free  to  take  a 
different  line."  A  month 
later  Hartley  resigned  his 
seat  on  the  board.  Stelios 
recently  met  with  Ice- 
landair's  chairman  and 
reminded  him  that  as 
long  as  he  owns  10%  of 
the  stock,  he  has  the  right 
to  be  Easyjet's  chairman. 

Perhaps  all  this  sec- 
ond-guessing bespeaks 
pride  of  ownership.  Yet 
Stelios  has  been  an  erratic 
steward  of  his  other  en- 
terprises. Easylnternet- 
cafe  has  suffered  worst. 
After  an  initial  invest- 
ment of  $15  million,  he 
opened  22  outlets,  in- 
cluding one  in  Times 
Square,  relying  on  vendor 
financing  and  convertible 


SIM  Card 


mistake  of  my  life."  The  company  lost  a  cu- 
mulative $139  million  between  2000  and 
2002.  To  slash  costs,  Stelios  fired  virtually 
all  his  staff,  put  in  vending  machines  to  sell 
Internet  cards  and  began  leasing  space  in 
chains  like  McDonald's  and  Burger  King. 
This  year,  says  Stelios,  Easylnternetcafe  will 
probably  break  even  on  $  10  million  in  rev- 
enue. "It's  nothing  that  will  make  or  break 
us,"  he  insists. 

Neither,  it  seems,  will  EasyCar.  The 
no-frills,  Internet-based  auto  renter 
posted  losses  of  $41  million  between  2001 
and  2002,  the  latest  years  for  which  results 
are  publicly  available.  In  the  company's 
last  financial  report,  in  July  2003,  Stelios 
observed,  "It  has  become  obvious  that  the 
cost  base  of  the  company  was  unsustain- 
ably  high  relative  to  its  revenue  base."  By 
then  EasyCar's  chief  executive  and  chief 
financial  officers  had  resigned  under  pres- 
sure. Stelios  stepped  back  in  and 
revamped  the  company  to  more  of  a  fran- 
chise model:  EasyCar  now  lends  its  name 
to  more  than  1,000  companies  that  pro- 
vide the  fleet  as  well  as  pick-up  and  drop- 
off locations. 

None  of  this  has  slowed  Stelios.  He 
continues  to  grind  out  new  Easy  compa- 
nies— six  of  them  are  launching  this  year  or 
next — betting  that  one  has  to  pay  off.  Over 
the  last  18  months  he  has  sold  $85  million 
worth  of  Easyjet  in  part  to  fund  the  new- 
ventures.  Among  them:  EasyMobile,  Easy- 
Hotel,  EasyPizza,  EasyCruise  and  Easy4- 
men,  a  line  of  male  toiletry  products. 

Meanwhile,  get  ready  for  round  two  at 
Stelmar.  At  press  time  Stelios  had 
demanded  resignations  from  the  chairman 
and  two  top  executives.  The  directors 
declined  to  do  so — though  finance  chief 
Molaris  took  the  hint — but  invited  Stelios 
to  rejoin  the  board.  His  response?  "One  fat 
cat  down,  two  to  go."  F 
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Braun 


A  family-owned  German  firm  aims  to  stay 
one  lap  ahead  in  the  race  for  orthopedic  implants. 

BY  DEBORAH  STEINBORN 


1  YOU  PLANNING  TO  LIVE  PAST  70?  AND 
be  jogging  and  playing  tennis?  Then  you  have  a  potential 
stake  in  the  R&D  efforts  of  a  medium-size,  privately  held 
German  firm  named  B.  Braun  Melsungen  AG.  Not  con- 
nected with  the  appliance  maker  Braun,  this  Braun  makes 
artificial  knees,  and  its  business  is  growing  explosively. 
When  its  chairman,  Ludwig  Georg  Braun,  now  61,  took 
over  the  family-run  company  in  1977,  its  sales  were 
$24  million  and  it  did  no  business  in  the  U.S.  Last  year  the 
firm  hauled  in  $3.3  billion,  30%  from  the  U.S.  The  firm 
has  a  wide  product  range  in  medical  supplies,  but  its  most 
exciting  work  is  in  orthopedic  implants  and  the  equip- 
ment to  install  them. 

Founded  with  a  single  pharmacy  in  1839,  B.  Braun 
moved  on  to  innovate  such  products  as  sutures  and 
infusion  solutions.  Now  it's  eyeing  the  growing  number 
of  septuagenarians  from  Los  Angeles  to  Frankfurt  to 
Tokyo  who  wear  and  tear  their  joints  by  playing  tennis 
or  running  or  just  living  too  long.  Ludwig  Braun  is  sym- 
pathetic to  their  needs.  He  runs  marathons. 

Joint  replacement  is  a  big  market  (see  charts,  p.  144), 
particularly  in  the  U.S.,  where  health  insurers,  both  pri- 
vate and  governmental,  are  pretty  liberal  about  paying 
for  the  surgery.  Roughly  326,000  total  knee  replacements 
were  performed  in  the  U.S.  in  2001,  according  to  the 
American  Academy  of  Orthopaedic  Surgeons,  and  that 
number  is  expected  to  rise  to  roughly  half  a  million  within 
the  next  25  years.  More  than  half  the  business  is  for  cus- 
tomers between  the  ages  of  65  and  84.  Hip  replacements, 
by  contrast,  amounted  to  just  89,000  procedures. 

Braun's  main  competitors  in  artificial  joints  are  four 
publicly  traded  American  firms:  Johnson  8c  Johnson, 
Abbott  Laboratories,  Baxter  International  and  Stryker, 
only  the  last  of  them  a  pure  play  in  prosthetics.  No 
telling  exactly  what  the  Braun  family  is  worth,  but  an 
average  earnings  multiple  for  the  sector  would  value  the 
company  at  $3.8  billion.  No  surprise.  Stryker's  market 
value  comes  to  five  times  its  revenues. 


Ludwig  Braun  would  like  his  company  to  stay  pri- 
vate. His  strategy  for  keeping  the  company  that  way  is  to 
stay  ahead  of  the  competition  so  that  the  family  is  not 
compelled  to  sell  out.  "As  a  privately  held  company  with 
the  goal  to  continue  as  a  family  business  in  the  next  gen- 
eration, we  must  remain  at  the  forefront  of  innovative 
development,"  Braun  says. 

And  Braun  is  innovative.  Last  year  the  firm  put  $135 
million  (at  today's  exchange  rate)  into  research  and 
development.  Its  big  success:  equipment  to  let  orthope- 
dic surgeons  do  computer-guided  work  with  a  scalpel. 
This  positioning  system,  which  goes  by  the  name  GPS 
even  though  there  is  nothing  global  about  it,  can  also  aid 
in  hip  replacements,  as  well  as  in  the  complex  ligament 
reconstructions  that  many  professional  athletes  undergo. 

In  the  mid-1990s,  the  chairman  recalls,  "We  asked 
ourselves  how  we  could  make  the  present  implantation 
of  artificial  knees  or  hips  longer  lasting,  without  any 
complications  or  pain  to  the  patient.  We  recognized  that 
the  way  doctors  implanted  these  devices  in  the  past  was 
more  of  a  mere  guess,  like  a  sculpture  being  formed — 
and  even  if  an  implant  were  just  a  millimeter  misplaced, 
it  could  lead  to  pain  or  cut  down  on  the  life  span  of  the 
replacement." 

By  1999  the  company's  Aesculap  subsidiary,  after 
developing  a  prototype  and  devoting  two  years  to  clini- 
cal evaluation,  introduced  its  OrthoPilot  navigation  sys- 
tem in  Europe.  A  U.S.  rollout  followed  Food  &  Drug 
Administration  approval  in  early  2003. 

The  real-time  positioning  picture — drawn  from  the 
knee  or  other  area  to  be  implanted — is  on  a  computer 
screen  right  next  to  the  operating  table  and  shows  angular 
measurements  to  within  one  degree.  So  patients  are  more 
likely  to  walk  out  of  the  hospital  not  feeling  off-center. 

To  date,  B.  Braun  has  sold  more  than  350  of  the  sys- 
tems, which  go  for  $160,000  each.  These  sales  were  a 
driving  force  behind  the  $970  million  in  revenue  posted 
last  year  by  Aesculap,  manufacturer  of  OrthoPilot. 
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Thirty-four  thousand  implants  (for  which 
B.  Braun  also  offers  a  full  line)  have  been 
performed  using  OrthoPilot,  27,000  of 
them  for  knees.  And  the  technology  is  still 
awaiting  regulatory  approval,  expected 
next  year,  in  the  potentially  lucrative 
Japanese  market.  A  clinical  study  is  under 
way  at  the  University  Hospital  of  Kobe. 

Minimally  invasive  orthopedic  surg- 
eries, requiring  much  smaller  incisions  than 
conventional  operations,  are  gaining  in 
popularity.  Computer  navigation  lends  it- 
self to  procedures  of  this  type. 

"Ten  or  15  years  ago  you'd  have  been 
told,  'When  you  can't  stand  the  pain 
anymore,  get  a  replacement,'"  says 
David  Stulberg,  an  orthopedic  surgeon 
at  Northwestern  Memorial  Hospital  in 
Chicago.  "Now  if  you've  gone 
from  playing  tennis  four  times  a 
week  to  just  walking,  it's  worth 
considering.  And  as  the  technol- 
ogy and  implants  improve 
more,  procedures  are  expected 
to  double." 

B.  Braun  had  a  50%  market 
share  in  2002  for  computer-nav- 
igated knee  procedures  in 
Europe.  In  the  U.S.  its  30%  share 
(2003)  trailed  only  that  of 
Stryker,  of  Kalamazoo,  Mich.,  a 
firm  slightly  larger  than  Braun. 

"[Braun]  is  a  very  high- 
quality  brand,  the  best  GPS  for 
knee  implants,"  says  Stefan  Rupp, 
an  orthopedist  at  the  well-re- 


garded Karlsbad- Langensteinbach  Clinic 
in  Karlsbad,  Germany.  "Its  challenge,  at 
least  in  Europe,  will  be  price-based  com- 
petition. More  and  more  U.S.  concerns  are 
now  developing  similar  products.  And 
cash-strapped  European  hospitals  will  be 
lured  as  they  begin  selling  these  systems 
at  much  lower  prices." 

It's  the  familiar  challenge  for  German 
makers,  especially  as  the  euro  continues  to 
gain  on  the  dollar.  Only  a  handful  of  man- 
ufacturers worldwide  offer  the  computer- 
aided  navigating  equipment,  says  Naissan 
Vahman,  an  analyst  at  Millennium  Re- 
search Group.  But  more  orthopedic  man- 
ufacturers are  attempting  to  enter  the  mar- 
ket to  increase  their  own  implant  sales  by 
offering  such  a  system. 


At  Braun's  headquarters  in  Melsun- 
gen,  a  town  of  14,900  in  the  rolling  hills 
of  the  state  of  Hesse,  Ludwig  Braun 
doesn't  deny  the  competition,  but  he  is 
not  intimidated.  "It  would  be  a  problem 
if  we  were  a  niche  manufacturer  only,  but 
we're  not,"  he  says.  "We  have  45,000 
products  and  a  reputation  for  high  qual- 
ity. With  such  a  wide  scope  of  products, 
we  are  in  a  position  of  strength." 

Chalk  up  that  confidence  to  a  mixture 
of  belief  in  German  precision  and  B. 
Braun's  venerable  track  record.  "They 
take  a  very  serious  approach  to  develop- 
ment, without  any  risky  maneuvers,  and 
they're  known  for  that,"  says  Karlsbad's 
Rupp.  The  company  also  has  carved  out  a 
specialty  in  the  improvement  of  patient 
safety  for  intravenous  therapy; 
hospitals  in  the  U.S.  and  Europe 
have  lauded  its  efforts. 

Family  control  may  play  a 
part.  "We  are  much  more  careful 
in  spending  our  money  because 
we  know  it's  our  money,"  Braun 
says.  "And  I'm  much  more 
accountable  for  my  decisions, 
because  even  if  I'm  no  longer  in 
charge,  I'm  still  a  part  of  the 
family." 

Even  for  a  mittelstand — that 
is,  midsize  company — B.  Braun  is 
considered  traditional.  Its  chair- 
man is  an  open  proponent  of  the 
controversial  German  principle  of 
codetermination,  whereby  em- 
ployees and  management  share  a 
say  in  the  company's  direction. 
Braun  is  also  a  religious  Lutheran. 
At  his  prompting,  every  day  at 
noon  employees  receive  by  e-mail 
a  short  reflective  quote  chosen  by 
a  pastor.  The  e-mail  is  meant  to 
encourage  employees  to  be  more 
contemplative,  just  as  church  bells 
used  to  do  in  small  towns.  A 
member  of  the  Free  Democratic 
Party,  part  of  the  current  conserv- 
ative opposition  alliance,  he  is 
president  of  the  lobby  group  Ger- 
man Industrial  &  Trade  Associa- 
tion and  thus  wields  a  strong 
influence  in  the  country's  political 
arena,  as  well. 

All  the  more  surprising,  then, 
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that  the  company's  headquarters  occu- 
pies one  of  Germany's  most  innovatively 
styled  buildings.  Designed  by  British 
architects  Michael  Wilford  and  James  Stir- 
ling, the  complex  is  a  fortress  composed  of 
exposed  concrete,  long  airportlike  hall- 
ways and  open  space — there  are  no  indi- 
vidual offices  for  employees.  Braun  works 
side  by  side  with  secretaries,  accountants 
and  product  managers;  they  all  seek  out 
new  desks  each  day.  While  Braun  shies 
away  from  talking  about  his  management 
style  or  beliefs,  he  says  the  headquarters' 
format  reflects  the  company's  approach. 
"Formalism  is  reduced  to  the  point  where 
it  is  really  needed.  We  are  a  long-term- 
thinking  company,  but  we  act  quickly  and 
directly." 

And  frugally:  The  three-year-old  com- 
plex, although  a  multimillion-dollar 
investment,  cuts  down  considerably  on 
the  usage  of  electricity  (lots  of  dual-pane 
windows  draw  in  natural  light)  and  other 
utilities. 

The  company  has  moved  to  cut  costs 
in  other  areas  as  well,  such  as  produc- 
tion. Says  Braun,  "Especially  in  today's 
world  we  have  to  look  at  how  to  lower 
the  wage  factor  of  the  manufacturing 
process."  Thus,  despite  his  role  as  head 
of  the  German  business  association, 
Braun  won't  rule  out  moving  jobs  over- 
seas if  need  be.  B.  Braun  employs  4,300 
in  Penang,  Malaysia  (versus  8,500  in  Ger- 
many). This  past  summer  B.  Braun  chose 
Penang  as  the  site  of  its  regional  head 
office  for  Asia.  Two  years  ago  Braun 
drove  a  hard  bargain  with  employees  in 
a  plan  for  a  new,  $150  million  IV-fluid 
production  plant  across  from  its  head- 
quarters. When  Braun  talked  about 
building  in  lower-wage  Spain,  the  Mel- 
sungen  workers  each  agreed  to  work  an 
additional  520  hours  over  the  next  five 
years  without  overtime  pay. 

Just  like  the  human  body,  an  estab- 
lished business  relies  on  innovations  to 
keep  its  parts  humming.  Underscore  that 
when  it  comes  to  the  chronic  old  bad 
back.  At  B.  Braun,  a  new  spinal-implant 
system  "is  going  to  be  a  blockbuster  busi- 
ness," the  chairman  says.  Introduced  in 
June,  it's  already  been  used  in  more  than 
800  surgeries  throughout  the  U.S.  and 
Europe.  F 


Personality 


Of  Genes  and 
Exit  Polls 

Overlooked  in  recent  election  commentary  was 
the  real  reason  for  the  red-state  victory.  Heavy 
hint:  It's  biological  |  By  Dan  Seligman 


Separated  at  birth,  the  Mallifert  twins  meet  accidentally. 


WHY  IS  IT  THAT  SOME  PEOPLE 
are  liberals  and  some  conserva- 
tives? The  division  is  not  ade- 
quately explained  nowadays  by  income, 
social  class  differences  or  education. 
Indeed,  in  the  election  just  ended,  Bush 
and  Kerry  evenly  split  the  college-grad- 
uate vote. 

So  why  does  some  such  division 
persist  all  through  American  history, 
and,  for  that  matter,  throughout  the 
Western  world?  In  lolanthe,  a  musical 
comedy  first  produced  in  1882,  Gilbert 
and  Sullivan  serve  up  a  character 
named  Private  Willis,  who  belts  out  an 


engaging  little  ditty  marveling  at  the 
astonishing  fact  "That  every  boy  and 
every  gal/That's  born  into  the  world 
alive/Is  either  a  little  Liberal/Or  else  a 
little  Conservative." 

American  academics  have  spent 
many  moons  trying  to  explain  it  all, 
and  most  of  them  have  not  got  much 
further  than  Private  Willis.  Many  of  the 
scholars  have  emphasized  what  they  see 
as  the  mystery  of  American  conser- 
vatism. One  of  the  first  and  most 
famous  of  the  studies  was  The  Author- 
itarian Personality,  a  book  published  in 
1950  by  a  team  of  Freudian  social  psy- 
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chologists  who  relentlessly  depicted 
political  and  economic  conservatism  as  a 
kind  of  "fascism-lite,"  associated  with 
rigidity,  intolerance,  conformity  and 
assorted  other  unlovable  traits.  Fifty 
years  later,  in  a  country  where  self-iden- 
tified conservatives  outnumber  self-iden- 
tified liberals — and  frequently  outvote 
them  in  national  elections — one  still 
finds  a  fair  number  of  researchers  in  lib- 
eral academe  treating  conservatism  as  a 
pathology  needing  to  be  explained.  In 
recent  years  social  psychologist  Robert 
Altemeyer  of  the  University  of  Manitoba 


was  first  indicated  a  dozen-odd  years  ago 
in  the  University  of  Minnesota,' s  twin 
studies  program.  Included  in  the  batter- 
ies of  tests  given  the  twins  was  a  scale, 
created  by  Auke  Tellegen  of  the  Min- 
nesota psychology  department,  that  mea- 
sures "traditional  values."  Testees  are 
asked  to  react  to  27  statements,  all  with 
some  moral  connotation — about,  say, 
respect  for  elders,  the  importance  of  hav- 
ing a  good  reputation  in  the  community 
and  dislike  for  people  who  break  rules  of 
conduct.  None  of  the  statements  have 
any  overt  political  content,  yet  scores  on 


unambiguous.  The  telltale  clue:  Identical 
twins  (who  are  genetically  indistinguish- 
able) had  more  similar  scores  than  did 
fraternal  twins  (who  share  only  half  their 
genes).  Taking  everything  together,  about 
60%  of  the  variability  in  scores  is  attrib- 
uted to  genetic  differences.  I  recently 
asked  David  Lykken,  now  emeritus 
professor  of  psychology  at  Minnesota, 
whether  he  could  use  the  scores  alone  to 
predict  Republican  and  Democratic  votes 
in  national  elections.  His  answer:  "Yes, 
and  I  believe  I'd  be  right  at  least  70%  of 
the  time." 


Despite  huge  overlaps  in  the  profiles  of  conservatives  and 
liberals,  there  are  significant  average  differences  in  the 
;  of  Bush  and  Kerry  voters.  Genetic  differences. 


has  been  elaborating  the  traits 
of  "right-wing  authoritarians," 
said  to  be  "scared,"  yet  aggres- 
sive and  enormously  self-right- 
eous. Social  psychologist  John 
T.  lost  of  New  York  University 
is  among  the  researchers 
emphasizing  fear  and  anxiety 
as  central  to  the  conservative 
impulse.  Possibly  because  they 
view  it  as  a  kind  of  high- 
minded  norm,  academic  re- 
searchers seldom  feel  a  need  to 
explain  liberalism. 

Not  all  the  research  is  polit- 
ically tendentious,  and  some 
major  lines  of  inquiry  have 
yielded  results  that  are  at  once 
astonishing  and  compelling. 
Many  social  psychologists  and 
political  scientists  now  reject  IL, 
the  notion  that  conservatives 
are  any  more  rigid  and  less  tolerant  than 
liberals.  Yet  it  is  clear  that  personality 
differences  really  are  implicated  in  the 
red-blue  partitioning  of  America. 
Despite  huge  overlaps  in  the  profiles  of 
conservatives  and  libera'-  there  are  sig- 
nificant average  differences  in  the  per- 
sonalities of  Bush  and  Kerry  voters. 
And — getting  now  to  the  stonishing 
part — the  differences  are  large  mea- 
sure driven  by  those  vote 

A  genetic  basis  for  polii : 
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the  test  correlate  powerfully  with  politi- 
cal attitudes.  A  low  score  on  the  test 
means  you  are  predicted  to  be  politically 
liberal,  a  high  score  that  you  are  likely 
conservative. 

The  Minnesota  psychologists  were 
not  initially  anticipating  a  genetic  com- 
ponent to  political  attitudes.  Tellegen 
himself  says  that  he  thought  these  atti- 
tudes might  be  one  of  the  few  areas  in 
which  human  thought  was  independent 
of  heredity.  But  the  early  results  were 


The  Minnesota  data  are  not  alone  in 
pointing  up  a  powerful  genetic  compo- 
nent to  political  orientation.  Twin  studies 
done  via  the  Wilson-Patterson  Attitude 
Inventory,  which  is  used  worldwide,  have 
generated  similar  results  and  also  have 
pointed  to  a  60%  heritability  figure. 

Many  citizens  will  understandably 
resist  the  notion  that  their  political  ideas — 
the  ideas  they  have  seemingly  come  to  after 
years  of  thought  and  experience — are  so 
powerfully  influenced  by  their  genes.  But 
ordinary  citizens  may  have  less  difficulty 
than  academic  scholars  with  this  proposi- 
tion. Many  scholars  have  thus  far 
evidenced  a  serious  reluctance  to  embrace 
the  genetic  case,  apparently  because  it 
undermines  so  much  of  what  they 
thought  they  knew  about  political  atti- 
tudes. A  recent,  fascinating  article  in 
Perspectives  on  Politics,  by  John  R.  Alford  of 
Rice  University  and  John  R.  Hibbing  of  the 
University  of  Nebraska,  chastises  the  pro- 
fession for  clinging  to  a  view  that  is  now 
unsustainable,  i.e.,  the  view  that  political 
attitudes  reflect  only  cultural-environmen- 
tal factors.  Speaking  of  the  new  research 
results,  the  article  states  grimly:  "Taken  at 
face  value  these  results  suggest  that  virtu- 
ally everything  we  have  supposed  to  be 
true  about . . .  the  origins  of  broad  political 
orientations  is  patendy  false." 

There  could  be  a  musical  comedy 
in  this.  F 


We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.' 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.1  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


HFBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic  'Relates  to  total  $  amount,  w/over-allotment,  of  US  IPOs  priced  between  1/1/03  and  12/31/03.  with  full  credit  to  all  bookrunners,  excluding  American  Depository  Receipts  and  closed-end  funds,  t  Relates  to 
all  public  US  equity  transactions  (IPOs  and  secondanes/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03  Non-weighted  average  aftermarket  performance. 
Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods  Past  results  are  no  guarantee  of  future  performance. 


ckseat  Driver  Jerry  Flint 


Winning 
The  War  on 
Rollovers 


ROLLOVERS  ARE  THE  SAFETY  CURSE  OF  SPORT  UTILITY 
vehicles.  If  you  take  a  corner  too  fast,  you  run  the  risk 
of  turning  the  vehicle  upside  down.  Now,  if  you 
believed  your  movie  and  TV  dramas,  you'd  think  auto 
executives  wouldn't  give  a  hoot.  They'd  be  happy  to  let 
their  customers  roll  over  and  die.  Sell  more  replacements  and  let 
the  lawyers  cover  it  up.  That's  Hollywood. 

But  this  is  not  what's  happening.  Before  any  law  has  been 
passed,  carmakers  are  putting  on  systems  to  help  stop  rollovers. 
This  year  3.3  million  cars  and  trucks  sold  in  the  U.S.,  or  20%, 
will  have  stability  control  devices  to  help  prevent  rollovers.  Next 
year,  1  am  told  by  friends  at  Continental  Tevis,  a  supplier  of  the 
systems,  there  will  be  another  million  added  to  the  number. 

Many  of  these  systems  are  on  luxury  cars  or  luxury  sport  util- 
ities, such  as  the  Cadillac  Escalade,  Lexus  RX  330,  Lincoln  Naviga- 
tor and  Porsche  Cayenne.  But  for  the  first  time  they  are  appearing 
in  volume  on  less  expensive  sport  utility  vehicles,  too.  Stability 
control  will  be  standard  on  the  2005  Ford  Explorer,  the  nation's 
bestselling  SUV,  and  the  new,  low-priced  Hyundai  Tucson.  Honda 
has  its  system  standard  on  its  small  CR-V  SUV  and  its  Odyssey 
minivan,  and  by  2006  Honda  pledges  to  have  it  standard  on  all 
its  "trucks."  General  Motors  just  said  it'll  put  the  system  in  all  its 
full-  and  mid-size  SUVs,  too.  That's  competition  working.  Each 
system  has  its  own  name:  Vehicle  Stability  Assist  at  Honda, 
StabiliTrak  at  General  Motors,  Roll  Stability  Control  at  Ford. 

What  we're  getting  here  is  a  competitive  war  on  SUV  rollovers. 
This  is  terrific  news.  Remember,  making  the  systems  standard  is 
the  key.  Optional  isn't  really  good  enough. 

Why  not  put  them  on  even  faster?  It  takes  some  time  to  work 
stability  systems  into  the  designs  and  test  them.  And  stability 
control  isn't  cheap.  5  >pliers  hint  at  a  price  tag  between  $200 
and  $300,  which  doesn  md  '  k«  much.  But  my  guess  is  that 
when  you  figure  what  the  ;  has  to  do  to 


traction  control  and  antilock  brakes  and  expose  it  to  warranty 
claims,  you're  talking  two  to  three  times  that  number. 

That  kind  of  cost  is  tough  to  add  to  the  price  of  a  vehicle 
because  competition  is  so  fierce  and  rebates  so  high.  Tougher 
still  when  you're  losing  money,  so  some  wait.  But  with  Ford 
making  stability  a  standard  item  on  Explorers,  the  other  SUV 
manufacturers  will  either  add  the  feature  or  lose  business. 

Air  bags  were  that  way.  When  they  were  optional,  not  many 
were  bought.  Then  Lee  Iacocca  said  he  would  make  them  stan- 
dard on  Chrysler,  and  others  followed. 

I  can  tell  you  that  stability  control  works.  Through  comput- 
ers and  sensing  devices,  this  technology  recognizes  impending 
instability  and  then  counteracts  it  by  braking  individual  wheels 
and  manipulating  the  power  to  the  wheels.  The  car  vendors  have 
reporters  like  me  doing  extreme  maneuvers  at  high  speeds  on  wet 
roads,  first  with  the  system  turned  off,  then  with  the  system  on. 
With  the  systems  off,  it's  hang  on  and  pray.  With  the  systems  on, 
it's:  "Aren't  I  a  great  driver  because  I  can  handle  this?" 

The  National  Highway  Traffic  Safety  Administration  says 

that  electronic  stability  control 
may  reduce  single-vehicle 
crashes  in  passenger  cars  by 
35%  and  in  SUVs  by  67%.  The 
private-sector  Insurance  Insti- 
tute for  Highway  Safety  says 
the  systems  could  reduce  the 
chance  of  a  fatal  crash  by  34%. 
It's  reasonable  to  figure  that 
one  day  the  government  will 
mandate  such  systems  for  all 
SUVs  and  pickups,  maybe  all 
vehicles.  But  I  predict  that  by 
then  most  of  the  popular  SUVs 
will  have  stability  control  as  a 
standard  feature. 

Do  understand  that  stability 
systems  won't  end  all  loss-of- 
control  fatalities,  or  even  all  rollovers.  They  reduce  the  risk.  Bad 
drivers  will  still  kill  themselves,  and  accidents  will  still  happen. 
But  as  a  percent  of  vehicles  and  miles  driven,  deaths  from 
rollovers  will  moderate. 

I  have  learned  some  hard  lessons.  Whenever  I  take  a  corner 
in  a  pickup  truck  or  an  SUV,  I  take  it  easy.  A  little  braking  before 
the  curve  and  not  too  tight  on  the  turn.  These  are  ungainly  vehi- 
cles. If  you  don't  want  to  roll,  you  take  it  easy.  And  off  road,  I 
crawl.  Some  people  never  learn,  so  we  get  more  rollovers  than 
we  should. 

The  big  point  here  is  that  this  industry — under  the  greatest 
competitive  pressure,  with  some  companies  hurting  for  profits 
and  some  losing  money — likes  its  customers  alive.  Business 
executives  aren't  the  evil  monsters  displayed  on  movie  screens. 
They  really  want  to  build  cars  that  are  safe  at  any  speed.  F 


Before  any 
law  has  been 
passed, 
carmakers  are 
putting  on 
stability  control 
systems.  They 
like  their  buyers 
alive. 


design  the  system  in,  work  it  : :  ,  the  assembly 
line,  combine  it  with  other  electi.       systems  such  as 
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of  enterprise 
communications 


Written  by  David  F.  Hold 
Produced  by  Bob  Grossman 


e  are  witnessing  a  remark- 
able historic  development  as 
enterprises  are  being  transformed  into 
communications-enabled  businesses, 
aided  by  a  set  of  products  and 
services  known  as  Voice  over  Internet 
Protocol,  or  VoIP.  The  traditional  tele- 
phone technology  that  evolved  over 
the  past  1 00  years  couid  do  one  thing 
really  well  —  connect  phone  calls 
between  two  or  more  people  anywhere 
in  the  world.  Oh  yes,  there  have  been  a 
few  innovations  along  the  way,  such  as 
replacing  rotary  dials  with  push  but- 
tons, but  the  rate  of  change  hasn't  kept 
pace  with  the  needs  of  the  increasingly 
mobile  business  executive. 

That  is  why  there  is  so  much 
interest  in  Voice  over  IP.  First  gener- 
ation VoIP  did  not  do  anything  that 
couldn't  be  done  with  traditional 
telephony,  but  it  cost  less  to  own 
*and  operate.  Second  generation 
VoIP,  however,  promises  to  change 
the  way  businesses  communicate  as 
they  start  to  do  things  that  were  pre- 
viously not  possible. 

Kate  Gerwig,  principal  analyst  at 
Current  Analysis,  observes  that  in  the 
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"VolP's  real  value  is  its  powerful  applications  that  can  positively  address 
the  most  fundamental  challenges  of  any  business." 

Craig  W.  Rauchle,  Co-Chief  Executive  Officer  and  Chief  Operating  Officer,  Inter-Tel,  Inc. 


early  days  of  VoIP,  there  were  three 
reasons  driving  the  first  adopters  — 
cost,  cost  and  cost.  Very  simply,  com- 
panies could  save  money  by  turning 
voice  circuits  into  packets  flowing 
across  an  IP  data  network. 

Jon  Arnold,  VoIP  program  leader 
for  Frost  &  Sullivan,  agrees  that 
VoIP  is  attractive  because  it  saves 
money.  There  are  real  dollar  savings 
to  be  had,  he  says,  including  elimi- 
nating toll  charges;  no  cost  for 
moves,  adds  and  changes;  and 
merging  voice  and  data  over  a  sin- 
gle network.  However,  Arnold  is 
quick  to  add  that  the  real  benefit  of 
IP  lies  in  the  applications  and  the 
high-value  productivity  enhance- 
ments that  follow.  Enterprises  are 
only  just  beginning  to  understand 
what  second  generation  VoIP  can 
do  to  improve  their  business. 

As  more  enterprises  make  the 
switch,  Gerwig  says  they  are  discover- 
ing "soft-cost"  improvements  in  terms 
of  employee  productivity,  including  the 
convenience  of  extending  a  common 
set  of  features  across  the  enterprise. 
By  2005  to  2006,  a  large  proportion  of 
enterprises  that  have  kept  a  watchful 
eye  on  VoIP  will  be  ready  to  act. 

Ronald  Gruia,  who  tracks  the 
enterprise  market  for  Frost  &  Sullivan, 
agrees  that  the  turning  point  will 
come  between  2005  and  2006,  as 
VoIP  equipmet s!  pments  surpass 
the  50%  mark.  lr  North  America,  rev- 


enues will  grow  to  $1.6  billion  by 
2007,  up  from  $505  million  in  2003. 

Turning  to  VoIP  services,  Gruia 
points  out  that  hosted  IP  Telephony 
(IPT)  solutions  offer  certain  advan- 
tages over  customer  premises 
equipment.  These  include  low  up- 
front capital  investment,  no  integra- 
tion costs,  predictable  monthly 
charges,  reduced  staff  and  the  abil- 
ity to  discontinue  services  without 
large  sunk  costs.  By  2008,  Frost  & 
Sullivan  says  there  will  be  about 
5  million  hosted  IPT  and  integrated 
access  lines  in  the  U.S.  representing 
about  30%  of  all  hosted  lines. 

In  the  pages  to  follow,  we  will 
look  at  a  wide  range  of  second 
generation  VoIP  solutions,  including 
premises-based  systems,  service 
provider  solutions,  IP  call  centers 
and  more.  The  common  theme  is 
that  a  competitive  advantage  can  be 
gained  by  successfully  IP-enabling 
business  communications. 

Inter-Tel  —  Helping 
Smaller  Businesses 
Manage  More  Effectively 

Since  1969,  Inter-Tel  (Tempe,  Ariz.) 
has  been  meeting  the  needs  of  small 
to  medium-size  enterprises  in  the 
U.S.  and  overseas.  The  company  has 
moved  to  embrace  Voice  over  IP  not 
just  for  its  cost-reducing  properties, 
but  also  because  it  sees  IP  Telephony 
as  offering  the  perfect  environment  in 


which  to  deliver  applications  for  man- 
aging presence  and  mobility,  as  well 
as  collaboration  tools  that  can  help 
companies  to  manage  more  efficient- 
ly and  enable  the  sales  force  to  gen- 
erate more  revenue. 

A  case  in  point  is  Smith  Sport 
Optics,  a  sports  eyewear  manufac- 
turer with  locations  in  Sun  Valley, 
Idaho,  and  Salt  Lake  City,  Utah.  The 
company  recently  installed  an  Inter- 
Tel  Axxess  solution  to  overcome  the 
challenges  of  managing  increasing 
call  volumes  and  enhancing  cus- 
tomer service.  Smith  Sport  Optics 
primarily  interacts  with  customers 
through  its  phone  system,  and  knew 
that  if  customers  could  not  get 
through  to  Smith  Sport  Optics's 
offices  in  a  timely  fashion,  they  would 
call  another  brand.  Clearly,  an  unac- 
ceptable situation.  So  Smith  Sport 
Optics  installed  an  Inter-Tel  solution 
comprised  of  an  IP-based  communi- 
cations and  networking  platform,  as 
well  as  a  call  center  application  that 
provided  intelligent  call  routing  com- 
bined with  sophisticated  tracking 
and  reporting.  Now  managers  can 
measure  individual  call  volume,  call 
times,  customer  satisfaction  and 
complaint  reports.  The  system's 
tracking  application  is  also  used  to 
evaluate  incentives  for  customer 
service  representatives.  The  compa- 
ny expects  that  it  will  be  able  to  triple 
in  size  with  the  new  system. 
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We  power  hospitals,  stadiums 
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determined  to  give  people  everywhere  the  power  to  live,  better.  That's  why  we're 

constantly  engineering  ways  to  improve  the  efficiency  of  power  generation  technology 

and  to  increase  the  capacity  of  transmission  and  distribution  systems.  From  generation 

to  transmission,  Siemens  technology  is  responsible  for  producing  over  a  third  of  the 

nation's  electrical  energy. 

By  pioneering  cleaner  and  more  efficient  energy  technologies,  Siemens  is  helping 

to  reshape  and  redefine  the  power  industry.  Whether  it's  energy,  healthcare  or 

communications,  we  have  70,000  U.S.  employees  working  together  with  thousands 

more  all  around  the  world.  Exchanging  ideas.  Sharing  knowledge.  And  strengthening 

America's  infrastructure  and  businesses. 
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IT  MIGHT  BE  EASIER  TO  TELL  YOU  WHERE  OUR  IP  NETWORK  DOESN'T  GO. 


At  Global  Crossing,  we  built  an  IP  network  that  provides  service  to  more  than  500  commercial 
centers  in  50  countries  on  5  continents.  Not  surprising  from  a  company  that  first  offered  VoIP  technology 
to  enterprises  and  wholesale  carriers  four  years  ago.  Today  our  network  carries  more  than  2  billion  VoIP 
minutes  per  month.  And  our  groundbreaking  iVideoconferencing  "  technology  promises  to  become  the 
standard  in  how  companies  communicate.  When  it  comes  to  how  we  communicate,  it's  always  with  a 
single  contact  point  for  customers.  We  believe  there's  no  better  way  to  make  sure  they  remain  satisfied 
customers.  To  look  into  becoming  one  yourself,  visit  us  at  globalcrossing.com. 


One  planet.  One  network!"  Infinite  possibilities. 


Global  Crossing 


"Voice  over  IP  addresses  what  is  perhaps  the  hottest  topic  among  ClOs  today  —  voice-data  convergence." 
Brian  Buffington,  Executive  Director,  SBC  Communications 


SBC  Communications  — 
Hosted  VoIP  Brings 
Big-Business  Benefits 
To  Small  Companies 

It's  not  surprising  that  one  of  the 
nation's  largest  VoIP  deployments  to 
date  was  awarded  to  one  of  the 
largest  U.S.  telephone  companies, 
SBC  Communications  (San  Antonio, 
Tex.).  Ford  Motor  Company  recently 
selected  SBC  to  design,  implement 
and  manage  a  VoIP  network  for 
Ford's  headquarters  and  other  facili- 
ties in  southeast  Michigan.  The  out- 
sourced network  will  include  approx- 
imately 50,000  IP  telephone  sets  in 
1 10  Ford  facilities. 

Ford  will  take  advantage  of  a 
number  of  operational  efficiencies 
and  savings,  including  network  con- 
vergence, plug-and-play  functionality 
and  SBC  management  of  the  com- 
plete telephony  application.  The 
solution  converges  Ford's  sprawling 
communications  networks  into  a  sin- 
gle IP-based  network  carrying  voice, 
video  and  data. 

Businesses  and  other  organiza- 
tions don't  have  to  be  as  large  as 
Ford  to  take  advantage  of  all  that  IP 
telephony  has  to  offer.  SBC  offers 
"hosted"  VoIP  solutions  that  allow 
small  and  medium-size  businesses  to 
enjoy  the  benefits  of  a  big-company 
phone  system  without  incurring  a 
high  up-front  capital  expense. 

Going  back  just  .  years,  most 
companies  purchased  and  installed  a 


Private  Branch  Exchange  (PBX)  voice 
switch  on  premises.  But  a  PBX  could 
be  a  costly  and  inflexible  proposition  for 
small  and  medium-size  businesses. 
Take  the  example  of  a  midsize  law 
firm  with  five  offices  in  three  geo- 
graphic areas.  The  total  cost  of  own- 
ership includes  the  capital  cost  of  the 
PBXs  plus  the  monthly  cost  of  an 
ISDN  Primary  Rate  Interface  (a  con- 
nection to  the  public  telephone 
network),  Internet  access  and  an 
interoffice  data  network.  This  do- 
it-yourself  approach  required  the  law 
firm  to  hire  and  train  a  staff  to  man- 
age the  PBXs  and  data  networks. 

All  of  those  requirements  became 
unnecessary  with  the  advent  of  SBC's 
PremierSERV  Hosted  IP  Communi- 
cations Service  (HIPCS),  which  is 
currently  available  in  72  cities.  With 
HIPCS,  all  communications  are  con- 
solidated into  a  single  IP  "pipe"  con- 
nected to  a  nationwide  private  IP 
backbone  network.  The  law  firm 
would  now  have  a  single  connection 
for  voice,  Internet  and  data. 

Other  key  benefits  include  sim- 
plicity, ease  of  use,  improved  net- 
work performance  and  affordability 
Hosted  VoIP  is  simple  and  easy  to 
use  because  administrators  have  a 
single  point  of  contact,  and  end 
users  can  easily  customize  features 
via  a  Web-based  interface.  Network 
performance  is  improved  because 
SBC  proactively  monitors  opera- 
tions to  identify  and  resolve  prob- 


lems before  they  impact  customers. 
Finally,  the  total  cost  of  ownership  is 
typically  lower  than  for  the  premises- 
based  platforms. 

For  those  businesses  that  recent- 
ly invested  in  a  traditional  PBX  but 
want  to  explore  the  advantages  of  IP, 
SBC  can  provide  the  transitional 
technology  that  enables  an  IP-like 
experience  for  employees  until  the 
company  is  ready  to  invest  in  a  new 
system  or  outsourced  solution. 

Telephony@Work  —  Call 
Centers  Are  Leading  the 
Charge  in  VoIP  Adoption 

It  should  come  as  no  surprise  that 
call  centers  are  leading  the  charge  in 
VoIP  adoption  due  to  the  cost  ben- 
efits it  provides  for  large-scale  users 
of  telecommunications  infrastruc- 
ture. "The  adoption  of  VoIP  has  also 
led  to  a  corresponding  reevaluation 
of  the  metrics  that  should  govern  a 
contact  center's  technology  buying 
decision  process,"  says  Dr.  Jon 
Anton  of  Purdue  University's  Center 
for  Customer-Driven  Quality. 

"Perhaps  the  most  inappropriate 
term  applied  to  contact  center  tech- 
nology vendors  today  is  'best-of- 
breed,'"  says  Dr.  Anton.  '"Best-of- 
breed'  designations  for  individual 
technology  vendors  provided  mean- 
ingful guidance  at  a  time  when  ven- 
dor technologies  had  to  be  integrat- 
ed on  a  custom  basis  to  arrive  at  a 
meaningful  solution.  The  downside 


vailable  in  all  major  U.S.  cities  where  MCI  owns  local  facilities. 
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"Te!ephony@Work's  technology  empowers  clients  to  adapt  to  changing  business  conditions 
in  a  way  that  would  have 'seemed  impossible  just  a  few  years  ago." 

Dr.  Jon  Anton,  Center  for  Customer-Driven  Quality,  Purdue  University 


of  this  approach,  however,  was  that 
corporate  systems  Pecame  notori- 
ously rigid  and  expensive  to  buy, 
own  and  maintain. 

"In  retrospect,"  says  Dr.  Anton, 
"'best-of-breed'  really  only  meant 
'best  available  at  the  time.'  Later 
generations  of  solutions  that  are 
integrated-by-design  deliver  benefits 
that  are  differentiated  from  'tradition- 
al' best-of-breed  solutions;  benefits 
such  as  on-demand  adaptability  to 
changing  business  needs,  tight  inte- 
gration across  diverse  technology 
components,  dramatically  reduced 
operating  costs  and  VoIP  capabilities 
that  can  unify  geographically  dis- 
persed organizations  without  impact- 
ing local  autonomy.  To  the  extent  that 
best-of-breed  designations  continue 
to  be  exclusively  applied  only  to  non- 
integrated  point  solutions,  the  term 
has  clearly  lost  its  meaning." 

According  to  Dr.  Anton,  "One 
needs  only  to  look  at  solutions  from 
a  company  like  TelephonyOWork 
to  understand  the  difference. 
Telephony@Work's  technology  em- 
powers clients  to  adapt  to  changing 
business  conditions  in  a  way  that 
would  have  seemed  impossible  just  a 
few  years  ago.  Telephony@Work 
delivers  all  of  the  iP,  Web- 

based  communic  -  based 

routing  and  quality-assi-i 
nologies  needed  to  ru 
contact  center  —  on  a  pre 


basis  that  supports  real-time,  no-cost 
business  process  modification.  Our 
benchmark  research  confirms  what 
should  be  intuitively  obvious:  compa- 
nies that  acquire  the  ability  to  easily 
and  cost-effectively  adapt  to  chang- 
ing conditions  will  inevitably  make 
more  money." 

Te!ephony@Work,  the  market 
leader  in  "adaptive"  IP  contact  center 
technology,  also  provides  the  indus- 
try's leading  "multi-tenant"  IP  contact 
center  solution,  which  enables  com- 
panies to  centralize  technology 
resources  yet  preserve  local  auton- 
omy. "There  are  huge  inefficiencies 
associated  with  deploying  and  main- 
taining diverse  contact  center  sys- 
tems at  every  location,"  explains  Eli 
Borodow,  chief  executive  officer  of 
Telephony@Work. 

Mike  Betzer,  vice  president  at 
Siebel,  agrees.  Siebel  offers  Telephony 
©Work  technology  on  a  hosted  basis 
—  delivered  to  subscriber  companies 
without  the  need  to  install  anything 
on  premises.  "When  Siebel  made  the 
decision  to  offer  multimedia  communi- 
cations technology  on  a  hosted  basis, 
which  we  call  'Contact  OnDemand,' 
we  looked  at  pretty  much  every  ven  - 
dor in  the  industry,"  says  Betzer.  "Tele- 
phony@Work's  CallCenter@nywhere 
technology  empowered  us  to  do  things 
'on  demand'  on  a  scale  that  would 
have  been  impossible  with  retrofitted 
traditional  solutions;  things  like  unify- 


ing geographically  dispersed  organi- 
zations as  well  as  entire  supply  chains 
and  ecosystems.  Now  all  companies, 
regardless  of  scale,  can  deliver  world- 
class  customer  service  to  their  cus- 
tomers on  a  cost-effective  basis." 

NEC  Unified  Solutions  — 

No  Missed  Calls, 

No  Missed  Opportunities 

For  some  companies,  outsourcing  all 
of  their  communications  to  a  single 
service  provider  may  not  be  a  good 
match  with  their  current  business 
needs.  Fortunately,  an  IP-based  solu- 
tion is  a  very  attractive  alternative  with 
a  unique  set  of  benefits  that  classical 
solutions  do  not  provide.  But  as 
enterprise  networks  consolidate  and 
traffic  begins  to  migrate  to  one  lifeline 
network,  technical  challenges,  includ- 
ing security  threats,  will  lead  some 
enterprises  to  seek  the  expertise  of 
companies  that  can  provide  a  total 
solution.  NEC  Unified  Solutions  (NEC) 
is  uniquely  qualified  to  provide  an 
end-to-end  VoIP  solution  and  is  deliv- 
ering its  experience  as  a  technology 
and  service  partner  to  multi-vendor 
global  enterprises  day  after  day. 

A  recent  study  by  Infotech  found 
that  97%  of  enterprises  implementing 
VoIP  are  looking  for  strong  technical 
support  and  expertise  in  IP  telephony. 
Likewise.  Gartner  Dataquest  found 
that  80%  of  all  enterprises  will  use 
some  form  of  external  support  in 
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IP  Solution? 


C  has  the  Expertise  to  Deliver  an  IP  Solution  Based  on  Your  Need 

Experience.  Reliability.  Support.  Whether  deploying  IP  across  a  multi-campus 
environment  or  providing  a  comprehensive  set  of  support  services  to  help  you  get 
the  most  of  your  network  performance,  NEC  Unified  Solutions  has  a  clear  vision 
for  your  IP  network. 

Building  Communication  Solutions.  Delivering  Excellence. 

www.necunifiedsolutions.com/ip 
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"We  are  working  with  customers  to  help  solve  their  business  needs  by  delivering 
a  total  solution  of  products,  applications  and  services." 

Jay  Krauser,  General  Manager,  NEC  Unified  Solutions 


implementing  VoIP.  A  total  solutions 
provider  like  NEC  can  provide  critical 
service  skills  and  the  IP  expertise  that 
these  companies  are  seeking. 

Large  enterprises  also  expect  that 
the  capital  investments  they  have 
already  made  in  their  communica- 
tions network  will  be  protected,  so  a 
total  solution  should  provide  a  migra- 
tion path  for  enabling  IP  as  its  bene- 
fits are  identified  and  required  within 
the  enterprise.  That  is  why  NEC  has  a 
strategy  to  meet  the  diverse  require- 
ments of  businesses  today.  Whether 
it  is  the  hybrid-IP  platform  of  its 
NEAX®  2000  or  2400  systems  or 
its  pure  IP  telephony  server,  the 
UNIVERGE™  SV  7000,  customers 
can  implement  an  IP  Communications 
solution  tailored  to  meet  the  specific 
needs  of  their  organization  today,  and 
as  their  needs  evolve  in  the  future. 
Each  platform  has  all  the  features, 
functions,  redundancy  and  reliability 
that  business  customers  expect.  With 
over  900  features  that  have  been 
developed  over  the  past  25  to  30 
years  in  traditional  systems,  the 
UNIVERGE  solution  delivers  all  of 
these,  plus  many  impressive  innova- 
tions that  were  never  before  possible. 

These  new  features  include  the 
ability  to  seamlessly  integrate  voice, 
e-mail  and  fax  communication  with 
Microsoft  Outlook  and  other  office 
packages.  Furthermore,  messages 
can  be  incorporated  with  calendar 


applications  to  manage  the  informa- 
tion and  call  routings  to  follow  pref- 
erences based  on  the  person's  cur- 
rent location. 

For  example,  most  people  use  a 
calendar  program  to  manage  their 
daily  life  and  tell  them  when  and 
where  they  are  supposed  to  be  and 
with  whom  they  are  supposed  to  be 
meeting.  By  tying  the  communica- 
tions application  directly  to  the  calen- 
dar, users  can  now  create  "buddy 
lists"  based  on  their  presence  and 
calendar.  So,  depending  on  where 
you  are  —  out  to  lunch,  in  a  meeting 
or  on  a  business  trip  —  and  depend- 
ing on  who  is  calling  —  your  spouse, 
your  boss,  your  best  customer  or 
that  annoying  salesman  —  each  can 
be  treated  differently.  Your  spouse, 
boss  and  best  customer  might  go  on 
VIP  lists  while  that  annoying  sales- 
man goes  directly  to  voice  mail. 
Here's  how  it  works:  Say  you  are  in  a 
scheduled  conference  when  some- 
one calls.  The  call  will  go  to  voice  mail 
because  your  calendar  says  you  are 
in  a  meeting.  The  VIP  list,  however, 
bypasses  this  instruction  and  the  call 
goes  immediately  to  your  personal 
mobile  phone,  so  even  if  you  are  sit- 
ting in  a  conference  room,  the  boss, 
or  that  customer  you  have  been  try- 
ing to  land  for  three  months,  doesn't 
have  to  try  three  different  phones  just 
to  reach  you.  She  just  calls  one  num- 
ber, and  based  on  your  "presence," 


is  automatically  forwarded  to  the  cor- 
rect device.  What's  more,  these  call 
forwarding  lists  can  be  reconfigured 
on  the  fly,  from  your  office  computer 
or  from  a  laptop  in  an  airport  Admiral's 
Club.  And  the  best  part  is,  you,  the 
end  user,  are  in  control.  No  calls  to 
tech  support  or  help  desks  are  need- 
ed to  make  changes.  The  result:  less 
time  wasted  on  missed  calls,  and 
fewer  missed  opportunities. 

MCI  Has  the  Advantage 
In  Voice  Over  IP 

Ever  since  a  fledgling  MCI  took  on 
the  giant  telephone  monopoly  for  the 
right  to  install  a  microwave  dish  in  a 
New  York  City  office  building,  the 
pioneering  company  has  been 
expanding  the  boundaries  of  busi- 
ness communications.  It  is,  there- 
fore, not  surprising  that  MCI  would 
have  led  the  way  into  IP  Telephony 
as  the  first  major  communications 
carrier  to  launch  a  Voice  over  IP 
service  more  than  two  years  ago. 

Today,  MCI  (Ashburn,  Va.)  can 
boast  of  the  largest  VoIP  footprint  of 
any  U.S.  service  provider,  with  hosted 
VoIP  service  available  in  the  1 00  largest 
metropolitan  areas.  To  place  that  in 
context,  those  100  cities  represent 
80%  of  the  nation's  business  popula- 
tion. MCI  also  operates  the  world's 
largest  giobal  IP  network,  although 
the  real  value  comes  from  a  complete 
package  of  local,  long  distance  and  IP- 
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Most  vendors  require  lots  of  time  and  money  to  program,  integrate,  implement  and  maintain  multimedia  contact  centers 
or  share  technology  across  geography.  They  also  can't  implement  changes  without  costs,  risks  and  delays.  And  by  the 
time  "upgrades"  are  delivered,  your  needs  may  have  changed.  Telephony@Work  technology  leverages  traditional  needs- 
analysis  questions  yet  allows  your  managers  to  define  (or  redefine)  their  answers  via  browser  menus  -  in  real-time  and 
at  no  cost.  This  enables  them  to  provision  or  modify  any  business  process  on-the-fly  in  order  to  increase  efficiency  on 
any  communications  channel  -  phone,  fax  or  Internet  -  for  any  group,  anywhere  in  the  world.  As  you  might  expect, 
increased  revenues  are  the  natural  result  of  being  able  to  "fix"  broken  or  strained  business  processes  on  demand. 
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"With  VoIP,  smater  locations  that  never  had  full-featured  PBX  or  Centrex  capabilities 
can  nuw  have  that  and  more.  So  it  is  really  a  change  in  the  industry." 

Linda  Mills,  Vice  President,  Voice,  Data  and  IP  Services,  MCI 


based  services,  called  MCI  Advantage. 

The  MCI  Advantage  solution  is  a 
business-class  service  designed  for 
small  to  medium-size  companies  as 
well  as  large  corporations.  It  comes 
complete  with  all  the  features  that 
users  expect,  including  E91 1  emer- 
gency services  and  directory  assis- 
tance. Many  VoIP  service  providers 
are  not  yet  able  to  provide  E91 1  ser- 
vice to  their  customers. 

The  combination  of  multiple  ser- 
vices under  a  single  plan  has  a  clear 
value  to  the  customer.  Instead  of 
having  to  deal  with  different  ven- 
dors, different  service  providers,  dif- 
ferent invoices  and  different  pricing 
in  each  market,  there  is  now  one 
contract,  one  service  provider  and 
one  bill.  This  simplifies  the  budget- 
ing process,  since  MCl's  charges 
are  consistent  across  the  country, 
which  is  not  always  the  case  with 
the  regional  telephone  companies. 

That  is  why  Officescape 
(Indianapolis,  Ind.)  selected  MCI 
Advantage  to  consolidate  local  and 
long-distance  services  for  multiple 
business  locations  over  a  con- 
verged voice  and  data  network. 
Officescape  is  an  Office  Service 
Provider  (OSP),  providing  office- 
on-demand,  virtual  office,  unified 
communications,  video  and  web 
conferencing  and  web  services  to 
1,800  professional  and  business 
clients  in  over  300  locations  around 


the  country.  Officescape  has  large 
calling  volumes,  and  MCI  Advantage 
offered  predictable  costs  and  easy 
budgeting  for  customers  used  to 
dealing  with  usage-driven  pricing 
plans.  The  MCI  solution  has  made  it 
easier  for  Officescape  to  enter  new 
markets  and  grow  its  business 
accordingly.  Another  key  compo- 
nent of  the  Advantage  solution  is 
compatibility  with  existing  telephone 
systems.  Realizing  that  many  small- 
er customers  would  have  old  phone 
systems  that  were  not  VoIP  compat- 
ible, MCI  commissioned  the  devel- 
opment of  a  customized  integrated 
access  device  that  enables  analog 
or  digital  devices  to  interoperate 
with  VoIP,  as  well  as  providing  fire- 
wall protection  and  the  Quality  of 
Service  (QoS)  that  allows  voice  and 
data  to  share  a  single  broadband  line. 
By  providing  VoIP  over  DSL,  Private 
IP  and  Internet  Dedicated  Access, 
MCI  is  bringing  big-business  features 
to  offices  around  the  country. 

Global  Crossing  Helps 
Enterprises  Migrate  to  VoIP 
At  Their  Own  Pace,  While 
Maintaining  the  Return  on 
Their  Existing  Investments 
When  Global  Crossing  was  founded, 
its  creators  had  a  goal  of  taking  this 
entrepreneurial  endeavor  to  a  level 
never  before  attempted.  They  were 
determined  to  build  a  fiber-optic  net- 


work that  would  span  the  globe  and 
provide  multinational  corporations 
with  access  to  affordable  bandwidth 
practically  anywhere  in  the  world. 
Now,  five  years  later,  Global  Crossing's 
IP  network  reaches  the  world's  500 
largest  cities  with  over  1 00,000  fiber 
route  miles  and  provides  services  to 
more  than  40%  of  the  world's  500 
largest  companies.  Now  that  the  net- 
work is  constructed,  Global  Crossing 
is  focusing  on  leveraging  its  IP  back- 
bone for  the  benefit  of  businesses. 

So,  you  may  be  asking,  what 
does  Global  Crossing  bring  to  the 
table  for  its  enterprise  customers, 
which  include  financial  services, 
health  care,  transportation,  technol- 
ogy and  government?  A  long  histo- 
ry in  Voice  over  IP.  While  VoIP  has 
entered  the  mainstream  in  just  the 
last  18  months,  Global  Crossing 
began  offering  the  service  back  in 
September  2000.  Today,  40%  of  its 
voice  traffic,  or  2.5  billion  minutes 
per  month,  is  VoIP,  which  makes 
Global  Crossing  one  of  the  largest 
VoIP  networks  in  operation.  And  the 
company  projects  that  virtually  all  of 
its  voice  traffic  will  be  VoIP  by  2006. 

This  massive  VoIP  call  volume  is 
a  direct  result  of  Global  Crossing's 
strategy  of  allowing  enterprises  to 
migrate  to  VoIP  at  their  own  pace, 
without  having  to  invest  in  an  expen- 
sive new  infrastructure.  Most  enter- 
prises, whether  they  have  five  loca- 


Consider  the  dots  connected.  The  end-to-end  voice  over  IP  solution  we  designed 
for  Crate  and  Barrel  features  a  unified  IP  messaging  platform  and  the  most  advanced 
hardware  available.  The  new  system  will  save  them  a  bundle  on  maintenance,  management 
and  wiring,  while  easing  the  cost  and  complexity  of  adding  features  or  employees.  And 
ifs  already  improving  productivity,  helping  over  400  associates  make  millions  of  customers 
feel  right  at  home.  To  find  out  more,  go  to  sbc.com/dots.  GOING  BEYOND  THE  CALL.' 
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"We  made  a  strategic  investment  in  VoIP  before  it  was  in  vogue  and  now  estimate 
that  virtually  all  of  our  voice  minutes  will  be  VoIP  by  2006." 

Anthony  Christie,  Chief  Marketing  Officer  Global  Crossing 


tions  or  500,  are  not  likely  to  immedi- 
ately upgrade  across  the  organization 
because  it  is  too  risky,  too  expensive 
and  too  time  consuming.  So  for  the 
next  decade,  the  industry  will  see  a 
hybrid  environment  where  traditional 
Time  Division  Multiplexing  (TDM)  and 
IP  technologies  coexist  as  enterprises 
make  the  transition  to  VoIP. 

Global  Crossing's  VoIP  On-net 
Plus™  service,  part  of  the  extensive 
Global  Crossing  Enterprise  VoIP 
Service™  portfolio,  facilitates  the  tran- 
sition to  VoIP,  allowing  customers  to 
achieve  an  overall  lower  total  cost  of 
ownership.  Cost  reductions  come  from 
operational  efficiencies  associated  with 
moves,  additions  and  changes,  a  con- 
verged voice/data  network,  a  single 
dialing  plan  and  flexible  pricing  models. 

Global  Crossing's  video  over  IP 
offer  is  another  example  of  the  com- 
pany's leadership  in  transitional 
networks.  The  iVideoconferencing 
service  provides  customers  with 
improved  price,  performance  and 
quality  of  service,  while  allowing  them 
to  retain  their  existing  ISDN  videocon- 
ferencing equipment  and  dialing  plan. 
Global  Crossing's  iVideoconferencing 
offer  has  allowed  a  large  pharmaceu- 
tical firm  to  improve  its  international 
videocaTferencing  call  success  rates  to 
95%.  Before  Mdeoconferuncing,  the 
firm  had  probiems  setting  up  intercon- 
tinental videoconference  calis  between 
rooms  of  highly  paid  research  scientists 


who  sat  idle  when  their  ISDN  video  call 
would  suddenly  go  down.  By  using 
iVideoconferencing,  the  client  has  saved 
millions  of  dollars  in  productive  time. 

Siemens  Communications: 
Presence  and  Mobility  Are 
The  Killer  Combo 

Voice  over  IP  already  offers  enter- 
prises killer  apps  that  fundamentally 
alter  the  communications  experi- 
ence. But  the  best  is  yet  to  come. 
Mobility  solutions  that  combine  with 
presence  awareness  are  joining 
forces  to  become  the  killer  combo  for 
21st-century  communications.  The 
result  is  employees  who  are  as 
accessible  as  they  need  to  be, 
regardless  of  location.  With  40%  of 
enterprise  workers  on  the  road  in 


Messaging  Mayhem 

67%  Must  leave  multiple 
messages  in  different  places 
65%  Delayed  decision  mak- 
ing because  colleagues  failed 
to  respond  in  a  timely  manner 
59%  Unable  to  locate  or 
communicate  with  colleague 
48%  Unable  to  respond  to 
a  missed  client  call  in  a  timely 
manner 


Source:  Penn,  Schoen,  Berland  survey 
of  1 ,700  enterprises.  Commissioned  by 
Siemens  Communications. 


2004  and  66%  expected  to  count 
themselves  as  frequent  business 
travelers  by  2006,  giving  them  the 
tools  to  be  as  productive  on  the  road 
as  they  are  in  the  office  weighs  heavi- 
ly on  the  mind  of  every  CIO. 

Mobility  and  presence  awareness 
are  the  key  features  associated  with 
Fixed  Mobile  Convergence  (FMC),  or 
the  convergence  of  wired  and  wire- 
less networks,  applications  and 
devices.  In  a  nutshell,  FMC  allows  an 
enterprise  user  to  telephone  via  a  sin- 
gle handset  that  transports  calls  via 
the  public  mobile  (GSM/CDMA)  net- 
work while  offsite  and  via  the  wireless 
LAN  while  on  campus.  A  similar  con- 
vergence is  taking  place  at  the  resi- 
dential level,  with  cell  phones  operat- 
ing on  the  home  Wi-Fi  network  or 
via  the  public  wireless  network  when 
mobile.  Each  scenario  brings  incred- 
ible flexibility  in  terms  of  services,  a 
common  user  interface  and  even  a 
single  bill  to  pay  for  mobile  and  resi- 
dential phone  service,  home  enter- 
tainment, gaming  and  more. 

The  advent  of  FMC  is  well  timed 
for  several  reasons.  Falling  voice 
ARPUs  (Average  Revenues  Per  User) 
and  high  churn  rates  are  exerting 
tremendous  pressure  on  both  mobile 
and  fixed  operators  as  they  increas- 
ingly compete  for  the  same  sub- 
scriber and  service  revenues. 
Enterprises  are  supporting  more  trav- 
eling and  remote  employees  than 
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ever  before.  And  users  need  relief 
from  the  communications  chaos 
caused  by  multiple  devices,  phone 
numbers,  voicemail  boxes  and  tools 
that  don't  work  well  together. 

Siemens  Communications  devel- 
oped its  enterprise  Voice  over  IP  solu- 
tions with  the  needs  of  mobile  users 
in  mind,  and  leads  the  market  with 
pioneering  solutions  such  as  HiPath 
OpenScape,  its  personal  communica- 
tion and  collaboration  portal.  With  the 
merger  of  its  fixed-line  and  mobile  net- 
works groups,  Siemens  is  even  better 
positioned  to  raise  the  bar  for  the 
industry  with  FMC  solutions. 


Siemens'  FMC  solutions  are 
secure,  reliable,  economical  and 
feature-rich.  Voice  conversations  are 
as  secure  as  information  being 
transferred  over  the  data  network, 
and  built-in  resiliency  means  that  the 
entire  network  can  handle  mission- 
critical  communications.  Through 
innovative  deployment  models  such 
as  hosted  telephony,  costs  are 
driven  down.  And  most  important, 
by  marrying  applications,  networks 
and  devices,  the  user  enjoys  a  uni- 
fied communication  experience  at 
the  office,  on  the  road  or  anywhere 
in  between.  • 


Web  Directory 

Global  Crossing 
www.globalcrossing.com 

Inter-Tel,  Inc. 
www.inter-tel.com 
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www.mci.com 

NEC  Unified  Solutions 
www.necunified.com 

SBC  Communications  Inc. 
www.sbc.com 

Siemens  Communications 
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Value-driven  Communications  Solutions 


Inter-Tel  provides  converged 
voice  and  data  business  communications 
systems  and  applications  for  the  small, 
medium  and  enterprise  business  market. 


Inter-Tel,  Incorporated 
7300  West  Boston  Street 
Chandler,  AZ  85226 
480.961.9000 


Designs,  engineers,  sells  and  installs 
technologically  advanced  voice 
communications  systems 
Enables  investment  protection  through 
a  commitment  to  design  architecture 
with  open  standards,  scalable  deployment 
options  and  forward  migration  opportunities 
Deploys  applications  designed  to  address 
operational  performance,  improve  business 
processes  and  deliver  ROI 
Provides  a  complete  portfolio  of  Presence 
Management  solutions,  and  Collaboration 
and  Messaging  applications  designed  to 
link  departmental  resources  into  a  single, 
cohesive,  cost-effective/cost-reducing 
organization 

Offers  single-point-of-contact  solution 
for  business  communications  through 
Managed  Services  program,  including 
provisioning  and  facilities  management, 
professional  services  and  custom 
development  support 


Incorporated  2004 


■  FAST  FACT 

35  Years  of  Focused  Commitment 
in  Business  Communications. 
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Chop  SchlockyJY 

Anyone  can  start  a  cable  channel  in  the  digital  age.  Convincing  the 
cable  guys  to  put  it  on  TV  is  a  lot  tougher  |  By  Seth  Lubove 


I AWRENCE  KASANOFF  WANTS  MORE  ENERGY.  "KID 
around,  have  fun,"  he  implores  "Kung  Fu  Karen,"  a  petite 
brunette  dressed  in  tight  jeans  and  a  revealing  shirt.  "We're  live 
in  Bangkok,  Thailand,"  she  repeats  in  front  of  a  camera,  fol- 
lowed by  multiple  takes  of  "We're  live  in  Tokyo,  Japan." 

Kung  Fu  Karen  is  nowhere  near  Bangkok  or  Tokyo.  She 
stands  in  front  of  a  blank  green  screen  in  a  cramped  room  off 
a  Santa  Monica,  Calif,  alleyway.  One  of  a  small  harem  of  "fight 
jocks,"  she's  taping  promotions  for  Kasanoff  s  fledgling  startup 
cable  channel,  Blackbelt  TV,  which  touts  "kicks,  flicks  and 
chicks"  (or  "chicks  and  flicks,  guns  and  buns,"  as  Kasanoff 
once  told  a  reporter).  The  "kicks"  are  martial  arts  matches 
from  around  the  world  ("chop  socky,"  in  Hollywood  jargon). 
The  "flicks"  are  classics  of  the  genre  that  includes  The  Karate 
Kid  and  Bruce  Lee's  Enter  the  Dragon. 

But  after  $10  million  and  years  of  trying,  and  despite  an  ac- 
complished career  as  a  Hollywood  producer  on  such  hits  as 
Mortal  Kombat,  Terminator  2  and  True  Lies,  Kasanoff  has  yet  to 
secure  a  full-time  channel  slot  on  any  big  cable  system.  Al- 
though he's  touting  a  recent  "distribution  agreement"  with 
Comcast,  the  deal  only  gives  Kasanoff  the  right  to  separately 
pitch  Blackbelt  TV  to  the  hundreds  of  independently  run  cable 
systems  that  make  up  the  Comcast  empire.  None  have  signed 
up  so  far,  according  to  Comcast. 

In  the  meantime  he's  had  to  endure  multiple  rejections,  the 
bursting  of  the  Internet  bubble  for  which  he  created  the  mini- 
network  in  the  first  place  and  sparring  matches  with  at  least 
four  competitors  pitching  similar  martial  arts  channels.  He 
spent  more  than  a  year,  and  an  undisclosed  amount  in  legal 
fees,  to  convince  a  judge  to  dismiss  a  lawsuit  filed  against  him 
by  one  of  the  competitors,  who  accused  Kasanoff  of  infring- 
ing on  use  of  the  name  "Blackbelt."  The  other  guy,  Erik  Jones 
of  Los  Angeles,  calls  his  network  "Black  Belt  TV"  with  a  space 
in  the  name,  and  claims  he  used  it  first. 

"I  met  so  many  people  who  said,  'Look  kid,  you  gotta  pay 
your  dues,'"  says  Kasanoff,  45,  of  his  meetings  with  cable 
bosses.  "They  said,  'We  want  to  see  you  fight.' " 

But  Kasanoff  s  larger  problem  is  that  he's  trying  to  launch 


a  new  network  in  the  midst  of  a  battle  over  scarce  digital  band- 
width that  pits  powerful  programmers  against  cable  compa- 
nies. The  end  result,  at  least  according  to  the  cable  companies, 
is  that  the  five  big  programmers — Fox,  ABC/Disney,  CBS/Via- 
com, NBC/General  Electric  and  Time  Warner — use  the  mus- 
cle of  popular  networks  such  as  ESPN  and  MTV  to  tie  up  most 
of  the  available  channel  space  with  seemingly  endless  spinoff 
networks,  whether  or  not  viewers  are  even  watching. 

That  leaves  little  to  no  space  on  most  cable  consumers' 
basic  bundle  of  channels,  the  most  desirable  real  estate  for 
both  upstarts  and  the  programming  owned  by  the  cable 
companies  themselves.  Comcast  owns  four  channels,  and  Time 
Warner,  the  nation's  second-largest  operator  behind  Comcast, 
owns  seven,  including  CNN  and  the  myriad  Turner  networks. 

"These  five  big  guys  control  darn  near  the  universe,"  says 
Bennett  Hooks,  chief  executive  officer  of  Buford  Media  Group, 
which  operates  69  cable  systems  in  Oklahoma,  Texas,  Kansas 
and  Arkansas.  "They're  literally  eating  up  our  bandwidth." 

The  roots  of  the  dispute  go  back  to  the  Cable  Consumer 
Protection  &  Competition  Act  of  1992,  which  applied  some- 
thing called  "retransmission  consent"  to  the  cable  industry. 
The  legislation  was  benignly  designed  as  a  way  to  ensure  that 
broadcast  stations  would  be  compensated  for  the  retransmis- 
sion of  their  programs  on  cable.  But  retransmission  consent 
has  since  morphed  into  the  bludgeon  used  by  media  con- 
glomerates to  ensure  their  ancillary  cable  networks  get  favor- 
able distribution  in  exchange  for  allowing  cable  companies 
the  right  to  use  their  network  affiliates'  broadcast  signals. 

As  a  result,  38  of  the  50  biggest  cable  networks,  including 
ESPN  (ABC/Disney),  Nickelodeon  (CBS/Viacom),  Fox  News 
(Fox)  and  USA  (NBC/GE)  are  now  owned  fully  or  partially  by 
broadcasters  or  big  cable  outfits.  Ben  Hooks  claims  he's  so 
bottled  up  with  the  conglomerates'  programming  that  he  can't 
add  new  Spanish-language  programming  in  his  growing 
Hispanic  markets,  much  less  an  outsider  like  Larry  Kasanoff  s 
Blackbelt  TV. 

"This  was  originally  supposed  to  protect  over-the-air 
broadcasters,  but  it's  become  the  law  of  unintended  conse- 
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quences,"  says  Hooks,  who  testified  about  the  issue  before  Con- 
gress last  summer.  "It  has  mushroomed  into  something  ugly." 

Despite  the  near-impossible  odds,  some  60  channels  are  pe- 
titioning cable  companies  for  distribution,  including  Shalom  TV, 
Africast  Television  Network,  the  Wine  Network  and  the  Puppy 
Channel.  Good  luck,  says  Matthew  Polka,  a  former  cable  opera- 
tor and  president  of  the  American  Cable  Association,  a  trade 
group  that  represents  smaller  cable  companies.  The  unaligned 
upstarts,  says  Polka,  "won't  be  carried  unless  they  can  survive 
long  enough  to  get  absorbed  by  one  of  the  giants." 

Kasanoff  s  cable  ordeal  was  inauspiciously  birthed  during  a 
chance  encounter  in  1996  while  casting  martial  arts  fighters  for 
the  sequel  to  Mortal  Kombat,  his  hit  movie  based  on  the  gory 
videogame.  Attending  a  kickboxing  match  in  Bangkok  he  asked 
the  Thai  TV  producers  who  were  filming  the  event  what  they  did 
with  the  footage  after  it  aired  on  local  television. 

Nothing,  it  turned  out.  Kasanoff  asked  if  he  could  license  it. 
"I  just  thought  the  appetite  for  this  was  insatiable,"  he  recalls. 
"Maybe  I  could  do  a  TV  network." 

But  distracted  by  producing  the  movie,  Kasanoff  put  the  idea 
aside.  He  still  continued  to  amass  what  he  now  says  are  rights  to 
20,000  hours  of  martial  arts  programming.  To  air  the  footage 
would  cost  just  $10,000  to  $15,000  per  hour,  he  says,  compared 
with  as  much  as  $2  million  to  create  a  new  network  show. 


For  the  first  year  he  banged  on  doors  and  was  told  to  come 
back  the  following  year.  He  made  multiple  unreturned  calls  and 
sent  sample  tapes  featuring  prominent  displays  of  the  comely 
fight  jocks.  He  even  mailed  around  a  sound-activated  promo- 
tional gimmick  featuring  dancing  hamsters  suited  up  in  martial 
arts  regalia. 

"It  was  an  unbelievably  difficult  time,"  he  says.  He  got 
through  to  cable  bigwigs  such  as  Comcast  boss  Brian  Roberts,  but 
the  response  was  always  the  same.  "They  said,  'Kid,  we  want  to 
wait  you  out  two  years  to  make  sure  you  can  stay  in  the  game.'" 

Kasanoff  admits  he  slowed  down  the  process  by  insisting 
on  owning  the  venture,  in  contrast  to  many  upstart  cable  net- 
works that  sell  out  to  the  big  programmers  or  cable  outfits  as  a 
way  of  gaining  distribution.  Example:  Brian  Bedol  and  Steven 
Greenberg  sold  out  to  ESPN  two  years  after  founding  the  Clas- 
sic Sports  Network  in  1995.  They're  now  back  with  the  new 
College  Sports  Television  network  featuring  a  desultory  mix  of 
anything  the  big  broadcasters  haven't  locked  up.  Bedol  and 
Greenberg  may  not  remain  independent  for  long  this  time,  ei- 
ther, if  they  even  survive.  ESPN  is  planning  its  own  college  sports 
network  next  March. 

"It's  hard  to  launch  a  cable  network,"  say  Bedol  and 
Greenberg  through  their  flack.  The  two  are  also  minority 
investors  in  Blackbelt  TV. 


"You  can't  hunt  buffalo  without  arousing  a  few  mosquitos. 

There's  no  one  else  who  is  real.  It's  annoying." 


Kasanoff  rekindled  his  idea  in  1998.  This  time  he  bet  on  a 
vision  that  the  fledgling  broadband  pipelines  of  the  Internet 
would  merge  with  the  fiber-optic  lines  of  the  cable  companies,  al- 
lowing Internet  entrepreneurs  to  create  mini  digital  networks. 

So  he  recreated  his  martial  arts  network  as  an  Internet  portal. 
On  the  chance  the  karate  flicks  wouldn't  attract  enough  eyeballs, 
he  went  back  to  his  roots  as  a  B- movie  producer  of  such  cheese  as 
Blood  Diner,  Slaughter  High  and  Street  Trash  by  creating  a  sort  of 
guy  portal.  Among  the  featured  attractions,  "Bikini  Masterpiece 
Theater"  and  "Are  Those  Real?"  asked  viewers  of  photos  of  women 
whether  their  breasts  were  "Silicon  City  or  the  real  deal." 

But  when  the  Internet  bubble  burst  his  dreams  for  a  broad- 
band network,  Kasanoff  abandoned  everything  except  Blackbelt 
TV.  Rechristening  the  site  as  a  cable  channel  in  September  2002, 
Kasanoff  planted  stories  in  the  Wall  Street  Journal,  the  New  York 
Times  and  laddie  book  Maxim,  which  ran  a  four-page  spread  of 
the  fight  jocks  in  outfits  that  left  only  a  little  to  the  imagination. 

Kasanoff  admits  he  did  everything  backward  by  going  after 
content  first,  then  distribution.  He  locked  up  rights  to  more  movies 
and  shows  from  Sony,  News  Corp  and  Universal  Studios.  Then  he 
hired  a  sales  and  operating  staff  to  run  the  network.  He  figured  it 
would  take  just  six  months  to  get  on  cable,  a  year  at  most.  "At  heart 
I  am  100%  a  producer,"  Kasanoff  says  in  his  office  in  a  light  in- 
dustrial section  of  Santa  Monica,  across  the  street  from  a  Salvation 
Army  outpost  "It's  all  about  the  content.  I  knew  they'd  love  it." 


But  if  Kasanoff  is  scraping  along,  his  competitors  are  hav- 
ing an  even  tougher  time.  New  Jersey  martial  arts  promoter  R. 
Anthony  Cort  claims  he's  been  peddling  his  Martial  Arts 
Channel  since  coming  up  with  the  idea  in  1996.  Cort  says  he'll 
offer  more  health  and  fitness  shows  instead  of  Kasanoff  s 
chicks  and  kicks. 

Erik  Jones  of  Black  Belt  TV,  the  chap  whose  lawsuit  against 
Kasanoff  was  dismissed  in  October,  claims  in  an  interview 
that  he  was  set  to  launch  in  November  on  cable  systems 
covering  14  million  homes.  "He's  trying  to  steal  my  network," 
complains  Jones. 

It  may  have  been  the  other  way  around,  according  to  the 
California  U.S.  District  Court  judge  who  granted  Kasanoff  s 
request  for  a  summary  judgment.  Jones  couldn't  provide  any 
evidence  other  than  assertions  that  he  had  been  using  the  name 
since  1985.  The  judge  noted  in  his  order  that  Jones  did  cease 
using  the  name  "at  any  martial  arts  tournaments"  between  1990 
and  1992,  when  he  was  otherwise  occupied  at  state  prison 
following  convictions  for  theft  and  receiving  stolen  property. 

Jones'  attorney  helpfully  offers  that  Kasanoff  s  own  lawyer 
filed  a  motion  to  quit  the  case  because  Kasanoff  didn't  pay  him. 
"It  was  a  billing  dispute,"  responds  Kasanoff  s  flack. 

"You  can't  hunt  buffalo  without  arousing  a  few  mosquitoes," 
shrugs  Kasanoff  about  his  competitors.  "There's  no  one  else  who 
is  real.  It's  annoying." 
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Man  is  of 
the  essence. 


More  than  70  years  after  its  initial  launch  in  tribute  to  the  great 
seafaring  nation  of  Portugal,  the  legendary  Portuguese 
watch  is  now  available  in  an  elegant  new  edition:  the  appeal  of  the 

Portuguese  Automatic  lies  in  its  mechanical  movement, 
automatic  Pellaton  winding  system,  seven-day  power  reserve  and 
case  diameter  of  42.3  mm.  Water-resistant  to  30  metres. 
Ref.  5001  in  18  ct.  rose  gold.  Also  available  in  stainless  steel. 
And  in  platinum,  in  a  limited  edition  of  500  watches. 


IWC 

Since  1868. 
And  for  as  long  as  there  are  men. 


IWC  Schaffhausen,  Switzerland,  www.iwc.ch 

For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website. 


AS  A  YOUNG  SCIENTIST  IN  WHAT 
was  then  Bombay  and  is  now 
called  Mumbai,  Desh  Bandhu 
Gupta  got  frustrated  by  all  the 
discoveries  he  couldn't  pursue 
working  for  a  British  pharmaceutical  com- 
pany that  is  now  part  of  Sanofi-Aventis. 
So  he  quit,  borrowed  $120  from  his  wife 
and  bought  a  tiny  Indian  vitamin  com- 
pany called  Lupin  to  be  the  vehicle  of  his 
dreams.  "I  had  a  lot  of  ideas,"  he  says. 

Among  them  were  ways  to  check  the 
contagions  that  cut  short  millions  of  lives 
in  his  native  India.  Thirty-six  years  later 
Lupin  is  the  sixth-largest  drug  company 
in  a  pharmaceuticals-minded  nation  and 
has  world  leadership  in  the  treatment  of 
tuberculosis,  an  unsexy  disease  most  drug 
companies  have  ignored  but  India  cannot. 
Gupta  and  his  family  own  52%  of  the 
company. 

With  $262  million  in  revenue  for  the 
fiscal  year  that  ended  March  2004,  Lupin  is 
a  small  fry  vis-a-vis  international  Big 
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Pharma.  It  hasn't  set  out  to  cure  cancer  or 
AIDS.  Instead,  Lupin's  strategy  is  to  focus 
on  neglected  niches  like  TB.  It  is  also  work- 
ing on  drugs  for  hard-to-treat  ailments 
like  migraine  headaches  and  skin  rashes. 

So  why  is  Lupin,  which  turned  in  dis- 
mal earnings  for  the  quarter  ended  Sept. 
30,  still  commanding  a  stock  price  19 
times  its  fiscal  2004  earnings?  Because 
buy-and-hold  investors  like  Lupin's  long- 
term  strategy — treating  patients  other 
drug  companies  shun — and  they  espe- 
cially like  a  single  drug  that  may  help 
Lupin  next  year:  ceftriaxone. 

Ceftriaxone  is  Hoffmann-La  Roche's 
$1.1  billion  antibiotic  marketed  as  Ro- 
cephin, going  off  patent  in  July.  Lupin, 
which  is  traded  on  the  Bombay  Stock  Ex- 
change but  may  soon  offer  American  De- 
positary Shares,  already  has  approval  for 
the  generic  version  and  has  built  a  new 
Food  &  Drug  Administration-approved 
factory  to  churn  it  out.  Analysts  say  the 
drug,  which  treats  ear  infections,  pneu- 


monia and  other  infections,  could  signif- 
icantly boost  Lupin's  revenue  in  the  nexl 
fiscal  year. 

"Lupin  is  a  pint-size  company  but  has 
a  very  attractive  business  model,"  says  Jon 
Thorn,  managing  director  of  the  India 
Capital  Fund  in  Hong  Kong.  While  he 
thinks  ceftriaxone  holds  "huge  potential' 
for  Lupin,  he  also  likes  that  there  are 
plenty  of  other  sturdy  revenue  streams, 
like  the  TB  drugs:  "They  aren't  betting  the 
whole  company  on  any  single  element  ol 
the  business."  Lupin  is  his  fund's  single 
largest  pharmaceutical  holding.  Citibank'; 
private  equity  arms  have  also  placed  big 
bets:  Citi  owns  12.5%  of  Lupin. 

At  Lupin's  office  in  a  newly  built  sub- 
urban Mumbai  office  park,  a  barefooi 
guard  in  a  green  uniform  eyes  those  get- 
ting off  the  elevators.  Inside  the  company'; 
doors  it  is  all  cubicles  and  business-schoo 
jargon  about  value  chains.  Greeting  a  vis^ 
itor,  Gupta,  67,  is  wearing  a  bundgala,  oi 
Indian-style  coat,  in  a  dark-gray  pinstripe 


and  a  new  pair  of  gray  Nike  tennis  shoes. 

If  he  is  concerned  about  the  quarterly 
tumble,  he  doesn't  show  it.  Earnings 
were  down  because  the  company  more 
han  doubled  its  research  and  develop- 
nent  spending  to  $4  million.  Ceftriaxone 
s  not  the  only  new  drug  Lupin  is  betting 
:>n.  The  increased  R&D  has  enabled  Lupin 
o  ready  four  new  drugs  for  animal  or 
luman  trials. 

Gupta  is  most  excited  about  a  new 
olecule  Lupin  is  developing  that,  if  suc- 
:essful,  would  treat  TB  in  just  two  months 
nstead  of  the  current  regimen  that  takes 
ix.  There's  a  $600  million  annual  market 
"or  anti-TB  drugs  worldwide.  Lupin  hopes 

0  receive  permission  soon  to  go  ahead 
vith  human  trials,  which  would  take  at 
east  four  years  to  complete.  "If  we  suc- 
eed,  it  will  be  a  total  revolution  in  tuber- 
ulosis  treatment,"  says  Gupta. 

Tuberculosis  is  the  most  prevalent  dis- 
ase  in  India  and  has  a  growing  presence 

1  China,  in  Russian  prisons  and  in  devel- 
ping  countries.  TB  attacks  those  with 
weakened  immune  systems,  and  victims 
sually  first  have  difficulty  breathing,  then 
tart  vomiting  blood  as  bacteria  eat  up 
ieir  lungs.  Three  million  people  a  year 


ested  in  that  from  a  licensing  standpoint 
because  it  is  a  low-profit,  developing- 
country  disease,"  says  Nilesh  Gupta, 
executive  vice  president  and  one  of  two 
Gupta  children  who  work  at  Lupin.  For 
tuberculosis,  "this  is  the  first  new  drug 
in  40  years." 

Research  for  the  new  drugs  is  done  in 
the  Lupin  Research  Center  on  the  outskirts 
of  Pune  (pronounced  "poona"),  a  boom- 
ing technology  and  manufacturing  center. 
Pune  is  a  three-hour  drive  from  the  out- 
skirts of  Mumbai,  because  of  heavy  traffic 
and  poor  roads,  and  the  research  park  is 
another  poke:  a  15-minute  drive  on  a 
bumpy  country  road  past  barefoot 
goatherds  and  wandering  cows. 

But  inside  Lupin's  guarded  gates 
comes  the  culture  clash  again:  A  minimal- 
ist building  emerges  from  a  hillside,  all 
right  angles  and  glass  walls,  decorated  with 
postmodern  sculptures.  It  seems  to  have 
been  beamed  down  from  outer  space,  or  at 
least  from  California.  Glimmering  water- 
falls built  between  the  wings  of  the 
complex  break  the  silence  of  the  ancient 
countryside. 

Inside,  about  250  scientists  in  white 
lab  coats  stare  at  computers  and  watch 
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Prized  Vaccines? 


r hough  Lupin's  Gupta  argues  a  powerful  new  TB  treatment  could  quell  the  disease, 
vaccines  for  this  and  other  Third  World  plagues  like  malaria  and  intestinal  worms 
would  tax  health  care  systems  less.  But  low  market  payoff  in  poor  countries  dis- 
courages costly  investments  in  discovery.  How  to  better  motivate  drug  companies  to  put 

toney  into  vaccine  research? 
A  new  book,  Strong  Medicine,  by  Harvard's  Michael  Kremer  and  MIT's  Rachel  Glen- 
erster,  calls  for  commitments  from  public  or  nonprofit  agencies  to  buy  vaccines,  even 
nes  only  partly  effective.  (A  malaria  vaccine  tried  in  African  children  was  hailed  for  ef- 
'cacy  of  30%  in  checking  basic  strains  and  58%  in  severe  ones.)  Under  the  pair's 
:heme,  neutral  panels  would  award  the  vaccine  a  bounty.  Kremer  modestly  suggests 
'15  per  year  of  life  saved,  or  roughly  $500  per  life.  As  Gates  Professor  of  Developing 
■ocieties,  he  should  command  a  receptive  audience.  —  Tim  W.  Ferguson 


e  from  TB.  "We  are  trying  to  eliminate 
completely,"  says  Gupta.  The  Indian 
vernment  has  funded  40%  of  Lupin's 
search  bill  for  the  new  TB  treatment  so 
r.  Meantime  other  efforts  to  seek  a  vac- 
ne  continue  (see  box). 
"Most  companies  would  not  be  inter- 


over  beakers  that  may  contain  Lupin's 
next  big  discovery.  Marketers  research 
which  drugs  are  coming  off  patent  soon 
that  fit  Lupin's  niches.  Out  back  is  what 
they  call  the  Animal  House,  where  scien- 
tists check  on  the  mice  and  other  crea- 
tures used  in  their  drug  trials. 


All  the  first-rate  science  is  coming  at 
Indian  wages  for  Lupin's  3,500  workers. 
Lupin's  74  Ph.D.s  earn  between  $12,000 
and  $30,000  a  year,  depending  on  expe- 
rience, a  seventh  what  they  would  earn 
in  the  U.S.  or  Japan.  Workers  at  Lupin's 
ten  factories  earn  between  $150  and 
$350  a  month,  depending  on  experi- 
ence. The  low  wages  let  firms  like  Lupin 
spend  more  money  on  research,  pro- 
portionately, than  rivals  in  Europe, 
Japan  or  the  U.S. 

Despite  the  cost  advantages,  plenty 
could  go  wrong.  Clinical  trials  sometimes 


By  the  Numbers 


Compound  annual  growth 
rate  of  leading  Indian  drug  firms. 


Annual  college 
graduates  with  pharma-related 
degrees. 

FDA-approved  drug  manufacturing 
sites  in  India. 

Source:  India  Capital  Fund. 

flop — so  all  of  Lupin's  R&D  spending  on 
smart  scientists  could  fail  to  deliver 
results.  Although  Lupin  has  a  head  start, 
AstraZeneca  is  on  its  tail,  with  scientists 
at  its  lab  in  Bangalore  searching  for  a  new 
TB  treatment.  Lupin  is  relatively  new  to 
the  U.S.,  where  it  sells  the  generic  antibi- 
otics and  the  pediatric  antibiotic  cefixime 
(sold  under  the  name  Suprax),  so  it  must 
leverage  its  marketing  dollars  to  gain 
traction  with  ceftriaxone.  Lupin  is  part- 
nering with  Baxter  Healthcare  to  put  cef- 
triaxone in  hospitals,  and  with  generics 
maker  Watson  Pharmaceuticals  in  the 
U.S  and  Merck  Generics  in  Europe  to 
help  in  marketing  other  products. 

The  man  who  parlayed  that  $120  into 
a  company  worth  $560  million  sees  wide- 
open  territory  ahead.  "Next  year  should 
be  very  strong,"  Gupta  says.  "We've  in- 
vested substantially  for  the  future."  F 
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These  five  corporate  giants  gave  the  most  in  combined  money  and 
iroducts  over  the  past  three  years— drug  companies  have  the 
;dge  here. 

DONATIONS  OVER  THREE  YEARS 
Total2  Percent 
Company1  (Smil)  of  sales 

H     MERCK  $1,816  2.8% 


Beyond  the  Balance 

Benchn 
Benevo 


By  Cecily  Fluke  and  Lesley  Kump 

H|  T'S  A  DEBATE  AS  OLD  AS  THE  CORPORATE  INSTITU1 
I  beholden  only  to  their  shareholders,  or  do  they  have  a  r 
I  beyond  their  bottom  line?  In  1970  future  Nobel  econoi 
I  published  a  famous  essay  asserting  that  the  best  corpora^ 
I  who  maximized  their  profits  within  the  legal  boundaries  s£ 

was  good  to  be  done  with  those  profits,  shareholders  should  doj 

their  dividends  to  charity. 

Friedman's  view  provokes  plenty  of  dissent  in  the  execu 

corporation  makes  quite  a  show  of  serving  other  "stakehol 

owners  of  shares — employees,  communities,  environme 


PFIZER 


BRISTOL-MYERS  SQUIBB  1,448 


I  J&J 


5  MICROSOFT3 


example.  In  the  last  of  our  four-part  Beyond  the  Balance  Shi  of  top  donors  from  overall  citizenship  universe  of  50  companies.  (For  20  additional,  see 

w.forbes. com/extra.)  ^Total  includes  cash  and  product  donations.  'Fiscal  year  ends  June. 


consultant's  scorecard  on  how  big  corporations  act  as  citizei 
KLD  Research  &  Analytics,  an  investment  research  firm  in 
institutional  investors  and  money  managers  who  want  to  steer 
citizens,  on  the  theory  that  Friedman  is  wrong  and  that  such  ai 
ings  cover  four  broad  categories:  community,  diversity,  human  r 
scores  high,  in  large  part  for  putting  money  into  science  and 
school  and  college  students  and  adults.  "We  need  a  highly  ed 
products  and  a  tech-sawy  consumer  base  to  buy  them.  So  for 
to  do,  it's  the  smart  thing  to  do,"  says  Intel  Chief  Craig  Barret 
KI  D,  whose  database  contains  an  analysis  of  3,000  com 
and  subjective  measures  of  citizenship.  In  the  former  catego 
charitable  donations  as  a  percent  of  pretax  earnings,  or  the  pei 
women-  or  minority-owned  businesses.  The  subjective  me 
whether  a  company  has  an  innovative  hiring  program  for  th 


H 


trees:  Chronicle  of  Philanthropy;  Reuters  Fundamentals  via  FactSet  Research  Systems. 

COCA-COLA 

Coca-Cola  is  known  for  its  AIDS  and  education  efforts. 
But  the  $21  billion  (sales)  beverage  company  found  itself 
in  hot  water  in  1999,  when  treatment  of  its  minority 
employees  came  into  question  during  a  race-discrimina- 
tion lawsuit.  The  company  agreed  to  pay  $192.5  million 
and  established  a  task  force  to  oversee  hiring  practices. 
Abroad,  the  company  and  its  bottlers  have  been  accused  ot 
intimidating  union  organizers  and  violating  antitrust  laws.  - 
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COMPANY 


UPS  reforestation 
program  in  Mexico 


Home  Depot's  playground 
development  program 


RATING  CITIZENSHIP 

These  are  some  of  the  criteria  KLD  used  in  the 
grading  process. 

COMMUNITY  Charitable  giving,  housing,  education, 
investment  controversies,  negative  economic  impact. 

DIVERSITY  Women  and  minority  contracting, 
employment  of  the  disabled,  work/life  benefits, 
fines/civil  penalties,  women  and  minorities  on  board 
and  in  management. 

ENVIRONMENT  Clean  energy,  pollution  prevention, 
recycling,  hazardous  waste,  regulatory  problems, 
ozone-depleting  chemicals,  substantial  emissions. 

HUMAN  RIGHTS 

Indigenous  people 
relations,  labor 
rights. 


Habitat  for  Humanity 
gets  a  boost  from 
Wells  Fargo  V 

rr-.ll 


HOME  DEPOT 

\\s  the  single  largest  lumber  retailer  worldwide,  Home 
I  Depot  got  points  for  resource  conservation.  Facing  crit- 
cism  from  environmentalists  in  the  1990s,  Home 
Depot  reduced  purchases  of  lumber  from  certain  tree 
roecies  believed  to  be  endangered.  Now,  HD  says,  it  buys 
p%  of  its  wood  from  sustainable  forests  in  the  U.S.  and 
Canada.  The  company  is  also  working  with  organiza- 
ions  like  Global  Forest  Watch  to  ensure  it  is  not  taking 
amber  from  environmentally  sensitive  areas. 


WELLS  FARGO 

Wells  Fargo  scores  points  on  human  rights  for 
investing  $16  million  in  affordable  housing  on 
Indian  reservations.  But  it  earned  only  a  grade 
of  D  for  community  efforts.  Dragging  it  down: 
lawsuits  alleging  deceptive  lending  practices 
and  excessive  interest  rates.  It's  hard  for  an  out- 
sider to  evaluate  whether  the  lawsuits  are  just 
efforts  by  tort  lawyers  to  extort  money. 
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Sources:  KLD  Research  i 
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The  Arctic  Bridge 


PUTTING  IT  POLITELY,  CHURCHILL, 
Man.  isn't  much.  The  tundra  that 
surrounds  it  looks  like  scalded 
nougat.  No  roads  lead  here,  only 
a  forlorn  rail  line.  Every  year  sev- 
eral thousand  visitors — mostly  plump  eco- 
tourists  from  the  Lower  48 — fly  in  to  see 
polar  bears,  beluga  whales  and  the  aurora 
borealis.  Fewer  than  1,000  people  call 
Churchill  home. 

Yet  this  tiny  town  has  recendy  played 
host  to  a  UN's  worth  of  dignitaries,  includ- 
ing Georgiy  Mamedov,  Russia's  new 
ambassador  to  Canada.  The  U.S. 
ambassador  has  visited.  So  have 
industrialists,  shipping  experts 
and  grain  producers.  Reason: 
Churchill  may  turn  out  to  be  the 
linchpin  of  transpolar  trade. 

Global  warming  is  melting 
once-frozen  passages.  Scientists 
even  predict  that  by  midcentury 
the  fabled  Northwest  Passage  will 
become  a  navigable  reality,  pro- 
viding a  northern  commercial 
link  between  the  Atlantic  and  the 
Pacific.  Arctic  mineral  deposits  are 
beckoning  miners.  As  for  oil,  one- 
third  of  the  Earth's  untapped 
reserves  are  believed  to  be  up  here. 

Hugging  the  western  side  of 
Hudson  Bay,  1,000  miles  north  of 
Winnipeg,  Churchill  is  the  conti- 
Ijlnent's  only  subarctic  industrial 
port.  As  such,  it's  the  most  effi- 
flcient  point  from  which  to  ship 
I  grain  or  goods  produced  midcon- 
litinent  to  northern  Europe  or  to 
'iRussia.  Via  Churchill  the  route 
(from  Edmonton  to  Liverpool  is 
lalmost  1,000  miles  shorter  than 
:')through  Montreal.  With  fuel  costs 
Irising,  the  potential  savings  are 
i  compelling.  Oceangoing  ships  too 
big  for  the  St.  Lawrence  Seaway 
i  jcan  get  in  and  out  of  Hudson  Bay  (ice 
i  permitting,  of  course). 

Sitting  in  this  chilly  catbird  seat  is  Den- 
i  Iver  railroad  magnate  and  real  estate  devel- 
1  Joper  Patrick  Broe,  57.  In  1997  his  company, 
Omnitrax,  the  largest  privately  owned  op- 
lerator  of  short-line  railroads  in  North 
{America,  bought  the  port  for  $7  from  a 
Canadian  government  happy  to  unload  a 
moneyloser.  As  part  of  the  deal  Omnitrax 


also  paid  $11  million  to  the  Canadian 
National  railroad  for  an  800-mile  stretch 
that  links  Churchill  to  Canada's  grain  belt. 

Both  Broe  and  the  Canadian  govern- 
ment have  since  made  improvements  to 
these  assets.  The  port  has  been  dredged  to 
accommodate  Panama-class  ships 
(40,000  tons  or  more).  The  railbed  has 
been  reinforced  to  handle  heavier  loads. 

Broe's  bet  on  Churchill  looked  like  it 
was  starting  to  pay  off  when  in  2000  the 
port  shipped  700,000  tons  of  grain — the 
most  since  1990.  (It  needs  1  million  tons  to 


Pole  Position 

Denver  businessman  Pat  Broe, 
owner  of  the  subarctic 
port  of  Churchill,  Canada, 
stands  poised  to  profit  from 
polar  trade.  Why?  The  ice  is 
melting  |  By  Alan  Farnham 
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achieve  long-term  viability.)  Its  fortunes 
since  then,  however,  have  fluctuated,  owing 
to  bad  harvests,  bad  weather  and  tough  pol- 
itics: The  Canadian  Wheat  Board,  a  gov- 
ernment entity,  determines  how  much 
wheat  Churchill  gets;  rival  ports  in  more- 
populated  areas  have  greater  clout. 

This  year  started  strong,  then 
cratered,  with  only  400,000  tons  shipped. 
In  late  October,  as  the  last  ship  of  the  sea- 


son— the  Surya  Kripa  out  of  Mumbai, 
India — took  on  feed  peas  bound  for 
Spain,  its  captain,  Vijay  Badwal,  put  his 
well-manicured  finger  on  Churchill's 
problem:  economics,  more  than  ice.  "If 
a  longshoreman  gets  injured,  where  is  his 
replacement?"  he  asks.  "There  is  only  one 
harbor  pilot;  there  should  be  two.  What 
happens  if  the  one  gets  sick?"  To  add 
staff,  Churchill  needs  higher  volume. 

And  to  do  that,  says  Michael  Ogborn, 
managing  director  of  Omnitrax,  Churchill 
has  to  wean  itself  away  from  wheat.  "Being 
virtually  dependent  on  one  com- 
modity and  one  shipper  [the 
Wheat  Board]  has  been  frustrat- 
ing," he  says.  Omnitrax  has  hired 
Louis  Dreyfus,  the  French  com- 
modities company,  to  find  more 
customers  and  other  kinds 
of  cargo. 

Negotiations  between  Omni- 
trax and  the  Canadian  and  Rus- 
sian governments  have  been 
aimed  at  creating  an  "Arctic 
Bridge,"  a  trade  corridor  from 
Murmansk  to  Churchill,  then 
straight  down  the  middle  of 
North  America  to  Monterrey, 
Mexico.  "Murmansk-to-Monter- 
rey"  is  the  hot  phrase  on  cold  lips 
in  Moscow  and  in  Manitoba. 

Ambassador  Mamedov  talks 
animatedly  about  using  a  fleet  of 
ten  Russian  icebreakers  and  ice- 
resistant  cargo  ships  to  extend 
Churchill's  shipping  season.  It 
now  runs  (for  conventional, 
unreinforced  ships)  from  July 
through  October.  Icebreakers 
could  add  another  month. 

First  priority,  says  Ogborn,  is  to 
carry  petroleum  products  inbound 
from  Murmansk  Churchill  already 
has  the  necessary  tank  farms  and 
infrastructure.  Ogborn  thinks  Omnitrax 
may  see  incoming  oil  shipments  in  2005. 
Canadian  shippers  would  send  back  farm 
equipment  and  other  manufactured  goods. 

Mamedov  doesn't  think  small.  In 
October  he  earned  snickers  for  suggesting 
Russian  subs  could  be  pressed  into  service 
for  polar  commerce.  He  was  quite  serious: 
"What  Jules  Verne  wrote  was  also  consid- 
ered to  be  hilarious."  F 
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When  two  investors 

i  «  onrl  cell  at  the  same  time, 

earn  the  same  return  and  sen  ai 

how  does  one  end  up 

$28,194  ahead  of  the  other? 


T  ,  r  ...    ,  -       .,„  r;,ke  vou  further.  You'd  think,  for 

its  funny  how  the  little  things  can  taKe  you 

u„  ;„„«t  rhe  same  amount,  for  the  same  time, 
instance,  that  two  investors  who  invest  tne  sain 

and  earn  the  same  return,  would  end  up  at  the  same  place. 

But  when  their  funds'  expense  ratios  aren't  the 
same,  a  small  difference  makes  a  big 
difference.  In  this  hypothetical  comparison, 
one  fund  has  an  expense 
ratio  of  1.3%.  The  other, 
0.3%.  Applied  to 
an  initial  investment 
of  $5,000,  with 
subsequent  annual 
investments  of  $5,000 
returning  8%,  and  compounded 
over  20  years,  the  difference  adds  up  to  $28,194. 

At  Vanguard,  our  long-term  commitment  to  low  expenses  always  works 
in  your  favor.  To  see  how,  call  us  at  1-800-523-1799,  or  visit 
us  at  Vanguard.com?  We  can  help.™ 


w\vw.vanguard.com 


THtVknguairiGRoup, 


Call  for  a  fund  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
tjrmation;  read  and  consider  it  carefully  before  investing. 

Mutual  funds  are  subject  to  risk  ©  2004  Ttie  Vanguard  Group.  Inc.  Ail  nghts  reserved.  Vanguard  Marketing  Corporation.  Distributor. 


TIME'S  WINGED  CHARIOT  IS  BEARING  DOWN  ON  US  ALL. 
As  baby  boomers  jolt  awake  to  that  reality,  a 
plethora  of  financial  planners  has  appeared  to  guide 
their  retirement  prep.  Do  you  need  lots  of  hand- 
holding?  It  might  cost  you  $12,000  a  year,  even  at 
dirt-cheap  fund  vendor  Vanguard  Group.  Or  maybe  you  can 
get  by  with  a  one-shot  investment  plan  for  a  mere  $600.  The 
opening  story  in  our  semiannual  investment  guide,  on  page 
180,  talks  about  what  you  will  encounter  if  you  shop  around 
for  a  financial  planner. 

That's  the  big  picture:  how  much  to  have  in  stocks,  how 
much  to  have  in  bonds  and  how  much  you  have  to  cut  back 
your  spending  now  in  order  to  get  by  in  retirement.  We  also 
have  plenty  to  say  about  specific  tactics.  The  story  on  page  236 
lays  out  a  persuasive  case  for  not  paying  off  your  mortgage, 
even  if  you  have  the  cash.  The  popular  wisdom  on  this  point  is 
just  the  reverse. 

Even  if  you  can't  beat  the  market,  you  can  beat  the  tax  col- 
lector. Read  the  story  about  tax-sheltered  savings  on  page  224. 
Here  we  show  that,  for  certain  savers,  the  conventional  wisdom 
about  maxing  out  retirement  accounts  is  wrong.  Yes,  it's  possi- 
ble to  overdo  401  (k)s  and  IRAs.  Tax  deferral  backfires  when  it 
converts  dividends  and  long-term  gains  taxable  at  15%  into 
ordinary  income  taxable  at  35%. 

Another  counterintuitive  strategy  involves  those  new 
Health  Savings  Accounts.  You're  supposed  to  use  them  to  pay 
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current  doctor  bills.  Our  advice:  Use  them  to  stash  away  money 
for  doctor  bills  you'll  get  20  years  from  now.  So  set  up  the  I  [SA, 
opt  for  the  high-deductible  insurance  policy,  but  pay  current 
doctor  bills  out  of  your  checking  account  rather  than  the  HSA. 
See  page  240  for  details.  F 
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What's  the  Plan? 

You're  seeking  an  adviser  for  your  nest  egg.  Should  you  choose 
a  huge  finance  house  like  Vanguard  or  the  solo  practitioner 
on  Main  Street?  by  allison  fass  and  tim  w.  Ferguson 


THE  FINANCIAL  INDUSTRY  HAS  EASED  BACK  ITS  AD 
pitches  about  making  you  rich  by  next  year  with  hot 
stocks.  Now  it  is  scaring  up  anxiety  that  you'll  lack 
the  gold  to  pay  for  your  golden  years.  The  new  sales 
push  is  planning  for  old  age. 
By  no  coincidence  America's  biggest  age  cohort  is  at  the 
doorstep  of  retirement.  In  2005, 37  million  will  be  in  their  50s — 
prime  candidates  for  401  (k)s  and  all  kinds  of  advice. 

The  megarich,  with  their  more  complicated  estates,  have 
long  had  brokers  and  accountants  dancing  attendance  on  them. 
For  those  without  a  private  banker  at  JPMorgan,  there  are  always 
dubious  tips  available  from  an  insurance  agent,  family  friend  or 
the  Web.  And  planning  software  of  marginal  utility  can  be  had 
for  as  little  as  $60. 

That's  why  a  cottage  industry  of  1 15,000  individual  financial 
planners  has  emerged  in  recent  years  to  hold  people's  hands. 
These  small-time  guides  often  prefer  to  be  called  "wealth  advis- 
ers." By  whatever  name,  a  solid,  well-established  planner  can 
provide  you  with  fairly  customized,  ongoing  help  for  $10,000  to 
$15,000  a  year  in  fees.  You  also  can  get  a  one-shot  plan  for  $600 
or  so,  though  a  case  can  be  made  that  you  will  need  periodic 
tune-ups,  which  obviously  must  cost  far  more. 

Lately,  however,  the  small  planner  shops  are  getting  big- 
league  competition.  Backed  by  nationwide  ad  blitzes,  huge 
money  management  houses  are  offering  advice  for  one-fourth 
to  one-third  less  than  stand-alone  planners.  The  stand-alones 
dismiss  the  institutional  help  as  little  more  than  a  disguised  sales 
come-on  for  in-house  products,  and  it's  true  that  the  behemoths 
are  heavy  on  their  house  brands.  The  small  fry  insist  they  offer 
more  personalized  service  than  the  mass-market  institutions. 
What  makes  the  most  sense  for  you?  For  a  comparison  we 


took  a  composite  family's  portfolio  to  a  well-recommended  one- 
office  outfit,  Schultz  Financial  Group  in  Reno,  Nev.  Principal 
Vicki  P.  Schultz  is  a  certified  financial  planner  with  an  M.B.A.  II 
you're  a  Reno-area  resident,  you  get  marvelous,  personalized  ser- 
vice from  Schultz  face  to  face. 

For  the  institutional  monolith,  we  had  a  large  choice,  includ- 
ing Fidelity  Investments  and  Charles  Schwab  (see  box,  p.  184, 
with  varying  services  and  fees.  We  opted  for  Vanguard  Groupl 
and  asked  that  its  Personal  Financial  Planning  Services  programl 
review  our  test  family's  finances.  The  advice  here  came  via| 
e-mail  or  over  the  phone.  We  liked  that  Vanguard's  value- 
oriented  planners  are  on  salary,  not  commission.  And,  yes,  Van- 
guard pushes  the  in-house  goods,  particularly  its  signature  indexl 
funds.  At  least  its  funds  are  well  run  and  cheap.  Each  Vanguardl 
fund  and  program  pays  its  own  freight,  and  costs  aren't  shifted| 
around  for  marketing  aims. 

Schultz  and  Vanguard  both  went  through  the  planning  exer-| 
cise  for  a  hypothetical  family  with  $2.5  million  in  savings. 

•  One-time  plan.  Vanguard  will  do  a  one-shot  plan,  on  the| 
basis  of  plenty  of  conversation  and  analytics,  for  $500  for  port- 
folios with  at  least  $250,000,  or  $250  if  yours  is  a  $1  million-plus 
portfolio.  That's  less  freight  than  most  small  planners.  (Schuitzl 
won't  do  one-timers.)  And  if  you  follow  Vanguard's  plan  andl 
put  everything  into  its  funds,  the  first-time  plan  is  free.  The  Van-| 
guard  funds  it  picks  may  seem  pretty  general,  even  though  Van- 
guard can  show  you  its  approach  is  a  sophisticated  way  of  diver- 1 
sifying  over  years  of  disparate  economic  circumstances. 

•Ongoing  advice.  Vanguard  also  offers  regular  hand-holding; 
for  $12,000  yearly  in  our  case,  compared  with  $15,000  fori 
Schultz.  But  with  Schultz  you  get  a  planner  who  will  get  to  knowl 
you.  Vanguard  says  it  will  try  to  keep  you  talking  to  the  samel 
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person  over  time,  yet  there's  no  guarantee.  And  it  likely  will  be 
on  the  phone.  Unless  you  happen  to  live  near  one  of  Vanguard's 
three  service  hubs  (in  Valley  Forge,  Pa.;  Charlotte,  N.C.;  and 
Phoenix,  Ariz.),  you're  unlikely  ever  to  see  your  adviser. 

Nevertheless,  do  you  even  need  continuing  advice?  You 
could  plausibly  implement  Vanguard's  plan  and  just  keep  your 
fund  choices  static  for  20  years,  saving  the  $12,000  annual  fee. 

•Assessing  finances.  Both  solo  practitioner  Schultz  and  vast 
Vanguard  will  give  you  a  rounded  assessment  that  covers  invest- 
ments including  Roth  or  standard  individual  retirement 
accounts,  and  also  insurance,  college  costs,  trusts,  mortgages,  tax 

Our  independent  planner 
warned,  "No  one's  watching 
valuations  on  index  funds. 


reached  for  yield  in  a  junk  bond  fund.  But  they've  also  shown  a 
more  conservative  side,  loading  up  on  municipal  bonds  out  of 
recurrent  tax  worries. 

Although  the  Muchmores  report  a  combined  gross  income 
of  $300,000  and  expect  that  to  rise  to  $350,000  with  Clara's  extra 
work,  they  are  carrying  an  ambitious  load,  including  $20,000  a 
year  of  support  for  Clara's  parents  and  a  $5,000  annual  tennis 
camp  for  son  Midas,  with  college  ahead  for  both  children. 


II 


liability  and  long-term  care  policies.  Or  even  your  expected  cos- 
metic surgery  bills,  if  you  want  to  volunteer  information  about 
them.  These  factors  will  be  plotted  out  over  decades.  The  plan 
preparation  process  usually  takes  a  month  or  two. 

•  Plan  structure.  Schultz  may  point  you  to  commodity  plays 
or  other  hedges  against  rocky  economic  times.  Not  Vanguard, 
for  whom  good  bear-market  insurance  is  a  generous  fixed- 
income  fund  allocation.  Your  Vanguard  funds  will  cost  a  lot  less 
in  management  fees  than  Schultz's  more  exotic  fare,  which 
includes  proprietary  equity  pools,  known  for  higher  fees.  How 
the  two  plans  will  pan  out  over  the  years  is  anyone's  guess. 

THE  CLIENTS 

Our  hypothetical  household,  the  Muchmores  of  New  York's 
suburban  Long  Island,  aims  high.  Donald,  49,  wants  to  retire 
from  his  upper-management  post  by  60.  His  wife  Clara,  46,  a 
lawyer  who  has  worked  part-time  while  raising  the  couple's  two 
children,  is  ready  to  increase  her  billable  hours  to  boost  the  fam- 
ily income  as  she  and  Don  begin  the  final  push  toward  their 
goal:  leaving  the  workaday  world,  still  youthfully  vigorous,  to 
own  and  operate  a  bed-and-breakfast  in  the  Berkshires,  as  well 
as  a  1.7-acre  spread  for  raising  ostriches. 

Like  many  Americans,  the  Muchmores  think  they  can  stay 
comfortable  even  as  they  put  the  kids  through  college,  look  out 
for  Clara's  needy  parents  (Don's  are  well-off)  and  dodge  the 
taxes  on  their  accelerating  joint  income.  Don  is  relying  on  Clara 
for  that  earnings  growth  because  his  own  salary  in  the  tough 
logistics  business  is  unlikely  to  increase  much. 

The  Muchmores  have  a  fifth  of  their  net  worth  in  equity  in 
their  residence  and  vacation  home.  Over  time  they've  acquired  a 
mixed  bag  of  financial  assets,  including  some  once-hot  tech 
stocks.  Clara  is  sentimental  about  the  Sara  Lee  shares  her  father, 
a  longtime  employee  at  the  food  company,  gave  her  as  a  college 
graduation  present.  And  the  pair,  like  many  Americans,  have 


CURRENT  SITUATION:  DIFFERENT  TAKES 

Schultz's  view  of  the  Muchmores'  existing  finances  was  upbeat, 
saying  they  would  meet  their  retirement  needs. 
Vanguard,  though,  gave  a  darker  assessment. 
The  Muchmores  had  a  less-than-even  chance 
of  attaining  their  retirement  goals,  it  figured. 

For  Schultz,  the  clients  filled  out  a  36-page 
questionnaire,  asking  about  everything  from 
the  Muchmores'  insurance  policies  to  their 
"three  wishes  if  you  found  Aladdin's  lamp." 
Then  she  personally  interviewed  the  clients  about  parents'  ail- 
ments and  kids'  camps,  plus  investment  philosophies. 

In  return  the  family  got  from  Schultz  a  68-page  report, 
partly  canned  investment  advice  but  mostly  specific  to  the 
Muchmores'  situation.  It  spelled  things  out  in  balance-sheet, 
income-statement  and  cash-flow  terms  over  a  42-year  time 
span.  Schultz  recommended  portfolio  revampings,  with  justifi- 
cations for  them.  The  Schultz  bottom  line  was  comforting: 
"According  to  our  projections,  you  will  not  have  a  deficit  in 
retirement,  and  you  have  a  'cushion'  available  if  you  need  it." 

Vanguard  had  the  Muchmores  fill  out  a  much  shorter  (16 
pages)  questionnaire  and  later  delivered  a  much  shorter  (28 
pages)  briefing.  Aside  from  a  boilerplate  section  on  Vanguard's 
philosophy,  it  showed  striking  historical  performance  data  that 
said  they  had  only  a  43%  likelihood  of  attaining  their  goals.  The 
report  warned  they  had  to  reduce  "day-to-day  core  expenses." 
Initially  vacations  and  entertaining,  it  said,  then  if  need  be  the 
son's  tennis  camp  and  aid  to  Clara's  parents. 

Why  the  difference  between  Vanguard  and  Schultz?  For  one 
thing,  it  transpired  that  Vanguard  figured  a  higher  annual 
expense  line  using  the  figures  we  gave  them.  (Tip:  Fill  out  the 
form  carefully  and  pay  attention  to  the  calculations  you  get 
back.)  Also,  Schultz,  like  many  planners,  uses  average  expected 
returns  to  estimate  a  household's  capabilities.  But  Vanguard's 
procedure  is  more  complex.  The  fund  company  frames  out- 
comes using  a  myriad  44  scenarios  from  most  bullish  to  most 
bearish.  In  only  19  of  the  44  would  the  Muchmores  make  it. 

ASSET  ALLOCATION:  TWO  VIEWS 

Vanguard  would  place  the  Muchmores  firmly  in  its  index  funds, 
from  the  Short-Term  Bond  Index  (charging  0.2%  of  assets  per 
year)  to  the  Total  Stock  Market  Index  (0.2%),  a  Wilshire  5000 
tracker.  Vanguard  also  offers  nonindex  vehicles  aimed  at  mar- 
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actively  managed  Windsor  II  (0.43%  in  fees),  a  value  warhorse 
that  has  outdistanced  the  S&P  500  by  an  annual  7.95  percentage 
points  over  the  past  five  years. 

Vanguard  advocated  getting  rid  of  all  the  Muchmores'  old 
stock  and  bond  picks,  even  such  venerable  value  funds  as  Weitz 
Value,  which  has  bested  the  S&P  by  9.2  points  over  five  years. 
Weitz  charges  an  un-Vanguardly  1.1%  annually.  Intriguingly, 
value-house  Vanguard  would  leave  the  Muchmores  with  a  bit 
more  than  Schultz  in  growth  stocks — a  good  15%. 

Schultz  Financial  is  no  index  fan.  "No  one's  watching  valua- 
tions" in  an  index,  Vicki  Schultz  says,  meaning  an  index  can  get 
overweighted  in  one  popular  area,  like  tech  in  the  late  1990s. 
Schultz  also  thinks  overreliance  on  growth  stocks  is  foolish.  She 
will  accommodate  your  preferences,  such  as  letting  Clara  stick 
with  those  lackluster  Sara  Lee  shares  from  her  dad. 

The  Muchmores  walked  in  with  35%  of  their  equity  assets 
still  in  growth  stocks,  which  they  believe  will  recover.  Schultz, 
after  analyzing  each  of  the  individual  securities,  would  sell  vir- 
tually the  whole  taxable  account  (except  for  Sara  Lee)  and 
reconstitute  the  overall  equity  portfolio  to  only  10%  growth. 

Schultz  directed  the  Muchmores  to  nine  solid,  albeit  not 
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cheap,  mutual  funds,  such  as  First  Eagle  Gold  Fund,  which 
charges  1.41%  of  assets  yearly  and  a  maximum  5%  upfront  sales 
charge.  She  also  suggested  putting  big  blocks  of  money  into 
"private"  stock  and  bond  pools.  Stand-alone  planners  can  get 
clients  into  these  things,  otherwise  restricted  to  the  very  wealthy, 
by  collecting  clients  in  a  mass.  Schultz  included  "fund  of  funds" 
choices,  including  a  long/short  hedge  vehicle,  that  can  impose  a 
couple  of  percentage  points  of  fees,  then  slice  20%  from  profits. 

Further,  Schultz  recommended  that  $90,000  go  to  a  "work- 
ing interest"  natural-gas  pool,  which  charges  investors  4%  to  6% 
up  front.  Although  such  tax  dodges  have  an  unsavory  reputa- 
tion, Vicki  Schultz  says  she  has  vetted  this  one  along  with  the 
specialized  fund  offerings  and  can  vouch  for  long-term  returns 
after  fees.  "I'm  very,  very  cognizant  of  those  fees,"  she  says. 

All  told,  the  Schultz  portfolio  revision  would  have  11%  of 
the  Muchmores'  financial  assets  in  gold,  commodities  or  energy 
plays.  Hard  assets  are  in  worldwide  demand,  she  reasons.  And 
$50,000  would  remain  in  an  unhedged  foreign  bond  fund  to 
shield  against  dollar  depreciation. 

Vanguard  doesn't  recommend  to  financial-planning  clients  a 
global  bond  fund  or  exchange-traded  funds  that  could  mimic  a 
I  commodities  strategy.  Wouldn't  that  leave  clients 
naked  should  inflation  kick  up?  If  the  client 
expresses  that  worry,  the  portfolio  will  be  adjusted 
to  reflect  it,  says  Shawn  P.  Hoffman,  a  Vanguard 


Vanguard  has  plenty  of  company  as  other  huge  institutions  crowd  into 
the  planning  field  once  dominated  by  small  operators  like  Vicki  Schultz. 

Fidelity  Investments  is  now  spending  nearly  half  of  its  ad  budget  on 
"guidance"  services.  It  offers  an  online  service  that  starts  with  a  port- 
folio analysis  listing  all  of  a  client's  accounts,  including  stocks,  bonds 
and  cash  holdings.  Through  the  Web  a  Fidelity  client  can  run  a  review 
of  assets  to  find  out,  say,  if  his  or  her  portfolio  is  well-balanced  or  where 
to  invest  a  newfound  $50,000.  If  the  customer  has  questions— or 
doesn't  want  to  go  online— he  can  inquire  by  e-mail  or  phone  or  at  iOO 
Fidelity  branches;  bound  reports  come  in  the  mail. 

For  online  services  you  must  be  a  Fidelity  customer.  And  a  couple  of 
programs  involve  extra  fees.  Starting  in  2005,  for  instance,  the  retire- 
ment program  will  cost  $500  for  those  with  less  than  $100,000  at  Fi- 
delity (if  a  customer  ups  his  Fidelity  holdings,  the  fee  will  be  rebated). 

Charles  Schwab  and  other  brokers  that  once  just  sought  to  offer 
cheaper  trading  are  on  the  hunt  for  planning  clients,  too.  With  the 
Schwab  Personal  Choice  Program,  planning  advice  ranges  from  one- 
time portfolio  consultations  (starting  at  $650)  to  full-time  ongoing  man- 
agement (starting  at  $4,000)  by  an  adviser  who  will  meet  in  person  or 
might  refer  a  wealthy  client  to  Schwab's  U.S.  Trust  unit. 

Traditional  "full  service"  financial  firms  are  in  the  game  also.  UBS 
invites  prospective  accounts  with  free  "goal-based  planning,"  and  offers 
clients  "cash-flow"  planning  at  $6.000-$9,000  (typically  for  those  with 
greater  than  $5  million  intestable  assets).  At  insurer  MetLife  financial 
planning  is  a  five-step  process  with  fees  ranging  from  $1,000  to  more 
than  $20,000;  some  plans  are  paid  for  via  commissions.  —  A.F. 


senior  investment  manager. 
VETTING  A  PLANNER 

In  choosing  a  planner,  ponder  these  questions: 

•  Do  you  need  face  time  with  your  adviser?  For- 
get it  with  a  big  house.  But  you  get  it  with  a  stand- 
alone. Schultz  believes  an  ongoing  relationship  is  in 
your  (and  certainly  her)  best  interests.  That's  why 
she  doesn't  do  one-time  plans. 

•  Do  you  and  your  planner  share  investment 
outlooks?  If  you  want  to  skate  out  on  the  risk  curve 
with  go-go  stocks,  Schultz  is  not  for  you. 

•  Have  you  checked  out  your  planner  for  hid- 
den costs  and  conflicts?  You  don't  want  to  be  put 
into  a  garbage  fund,  with  your  planner  taking  a 
"consideration"  (translation:  kickback)  from  the 
stinker's  manager.  Schultz  vows  she  takes  no  such 
gratuities  and-  even  has  dropped  from  Schwab's 
planning  referral  list  because  the  brokerage 
demands  a  fee  split  that  would  boost  client  costs. 
She  does  use  Schwab  for  back-office  support. 

•  How  far  ahead  can  you  see?  You  need  to  tell 
your  planner  about  possible  factors  off  in  the  dis- 
tance: big  inheritances,  onerous  medical  obliga- 
tions, property  liquidations,  kids'  graduate  school 
bills.  Midas  Muchmore,  17,  may  go  to  med  school. 

Can't  afford  that?  His  parents  might  suggest  his 
becoming  a  financial  planner.  It's  a  growing  field.  F 
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Harold  manages  growth  portfolios.  Phil  manages  value  portfolios. 
They  only  meet  at  the  watercooler. 


Jame  of  Fund 


4ew  Opportunities  IP*  (ANOIX) 
'ista5"  (TWCVX) 


Fund  Category  " 

lYr. 

5  Yrs. 

10  Yrs. /Life  of  Fund 

Inception  Date 

Small  Growth 

20.54% 

—  16.77% 

6/1/01 

Mid- Cap  Growth 

16.79% 

756% 

8.89%/ 10.34% 

11/25/83 

Mid-Cap  Value 

19.56% 

9.25% 

13.08%/12.45% 

9/1/93 

Mid- Cap  Value 

1722% 

10.61% 

14.34%/14.37% 

8/1/94 

'alue*  (TWVLX) 

quity  Income  (TWEIX) 


Werage  annual  total  returns  as  of  9/30/04 

)ata  presented  reflect  past  performance.  Past  performance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate, 
nd  redemption  value  may  be  more  or  less  than  original  cost.  To  obtain  performance  data  current  to  the  most  recent  month  end,  please  call 
877-442-6236  or  visit  americancentury.com.  Performance  reflects  Investor  Class  shares.  For  information  about  other  share  classes  available, 
lease  consult  the  prospectus.  Data  assume  reinvestment  of  dividends  and  capital  gains.  American  Century  Investment  Services,  Inc.,  distributor. 

\vailable  exclusively  through  investment  professionals. 

Historically,  small-cap  stocks  have  been  more  volatile  than  the  stock  of  larger,  more  established  companies. 


s  a  company,  our  sole  focus  is  managing  money.  In  turn,  each  of  our  portfolio 
anagement  teams  concentrates  on  only  one  discipline.  As  specialists,  they  each 
/e,  eat  and  breathe  their  distinct  investment  process.  And  their  expertise  helps 
;  deliver  long-term  performance  that  seeks  to  exceed  industry  benchmarks.  Our 
vestments  stay  true.  Because  our  people  do  the  same. 


American  Century 
Investments" 

Genuine.  Results. 


Call  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


iu  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The 
Ind's  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236,  contains  this  and  other  information  about  the 
nd,  and  should  be  read  carefully  before  investing. 


American  Century  Services  Corporation 


When  Picky  Analysts  Pick 

Praise  from  the  hard-to-please  is  praise  indeed.  Why  not  get 
buy  recommendations  from  Wall  Street  firms  that  are  habitually 
negative  on  stocks  they  cover?  And  sells  from  the  chronically 
upbeat.  Here  are  breakout  stock  ideas,  by  Elizabeth  macdonald 


BACK  AND  FORTH.  BACK.  AND  FORTH.  NO,  THIS 
isn't  baseline  tennis.  It's  the  Dow  Jones  industrial  av- 
erage, which  has  generally  been  stuck  in  a  trading 
range — 9000  to  10,500 — for  the  past  five  years.  "While 
the  Fed  is  as  accommodative  as  it's  been  since  the  late 
1970s,"  says  Brian  Wesbury,  chief  economist  at  Griffin,  Kubik, 


Stephens  &  Thompson,  "potential  inflation  could  really  knock 
earnings  growth  down  to  single  digits."  The  market  might  get 
stuck  in  a  trading  range  for  a  few  years  more. 

Maybe  you  should  just  give  up  for  the  time  being  on  hopes 
for  a  broad  rally.  Instead,  try  to  beat  a  dead  market  with  a  few 
breakout  stocks.  We  decided  to  get  some  ideas  from  that  profes- 


1 


BUYS 


These  five  stocks  are  recommended  by  at  least  two-top  rated  analysts  at  firms  that  are  stingy  with  their  buy 
recommendations. 


COMPANY/INDUSTRY 


PRUDENTIAL  FINANCIAL 

financial  services 


Smith  Barney 
A.G.  Edwards 


Colin  Devine 
Jeffrey  Hopson 


Strong  acquisitions  and  fast-growing  global  business. 
High-return,  high-growth  insurance  businesses  should 
propel  a  12%  return  on  equity  in  2004. 


AETNA 

health  care 


111         Goldman  Sachs  Matthew  Borsch  Better-than-expected  underwriting  gains. 

CIBC  World  Markets  John  Szabo  Cost-cutting,  stock  buybacks.  Significant  excess  capital 

and  strong  free  cash  flow. 


APACHE 

oilfield  services 

51 

A.G.  Edwards 
Morgan  Stanley 

Thomas  Covington 
Lloyd  Byrne 

Low  oil  and  gas  exploration  costs,  strong  balance  sheet. 
Cheap  but  accretive  acquisitions,  superior  allocator  of 
capital,  diversified  global  production. 

DOW  CHEMICAL 

chemicals 

49 

Smith  Barney 
Prudential  Equity  Group 

Prashant  (P.J.)  Juvekar  Low-cost  chemical  operations  despite  high  oil  and  gas  costs, 
indrew  Rosenfeld        Cost-cutting  and  strong  demand  should  lead  to  wider 
margins. 

NORFOLK  SOUTHERN 

railroads 

33 

Morgan  Stanley 
A.G.  Edwards 

James  Valentine 
Donald  Broughton 

Superior  service  as  trucking  runs  out  of  capacity. 
Plenty  of  spare  capacity  to  handle  the  increase  in 
demand  in  the  railroad  economy. 

Prices  as  of  Nov  18  Buys  tor  Morgan  Stanley  are  its  overweight  rating,  given  in  context  of  the  overall  stocks  the  analysts  cover. 
Sources:  Investment  houses  StarMine:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


sion  so  discredited  by  Eliot  Spitzer  and  his  prosecutorial  pack:  the 
Wall  Street  sell-side  analyst.  But  not  any  analyst.  We  got  buy  rec- 
ommendations from  firms  that  are  very  chary  of  offering  com- 
pliments, and  we  considered  only  the  buys  coming  from  analysts 
with  superior  records  for  stock  picking. 

Our  data  source  was  StarMine,  the  independent  private  firm 
that  tracks  the  buy  and  sell  recommendations  and  the  earnings 
forecasts  coming  out  of  brokerage  firms.  Our  first  step  was  to 
identify  those  brokerages  with  the  smallest  percentage  of  positive 

"Potential  inflation  could 
really  knock  earnings  growth 
down  to  single  digits. 


recommendations  among  the  stocks  they  cover.  This  group  of 
demanding  investment  firms  includes  Goldman  Sachs  (with  just 
24%  of  its  recommendations  positive),  Morgan  Stanley  (32%), 
Prudential  Equity  Group  (32%),  A.G.  Edwards  &  Sons  (33%), 
CIBC  World  Markets  (35%)  and  Citigroup's  Smith  Barney  (38%). 
Next  we  targeted  the  work  of  those  analysts  at  these  firms  who 
have  the  best  performance  records  with  their  buy  and  sell  rec- 
ommendations. Finally  we  looked  for  stocks  recommended  by  at 
least  two  of  these  tough-to-please  experts. 

Apache,  for  example,  is  a  favorite  of  both  Thomas  Coving- 
ton at  A.G.  Edwards  and  Lloyd  Byrne  at  Morgan  Stanley.  This 
exploration  company  has  a  knack  for  finding  oil  and  gas  in  the 
ground  without  wasting  a  lot  of  money  looking  in  the  wrong 
places.  Its  stock  has  had  a  nice  run-up  in  the  past  several  years, 
but  still  it's  cheap  at  ten  times  the  $5  a  share  A.G.  Edwards' 


Covington  expects  for  earnings  this  year. 

Dow  Chemical  is  a  favorite  of  high-performing  stock  watcher 
Prashant  (P.J.)  Juvekar  at  Smith  Barney.  With  feedstock  costs  ris- 
ing, efficient  chemical  producers  gain  on  inefficient  competitors. 
Dow  is  efficient,  says  Juvekar. 

Prudential  Financial,  the  life  insurance  company  (and  owner 
of  Prudential  Equity  Group,  one  of  our  demanding  brokerages), 
is  poised  to  improve  earnings  through  its  rapidly  growing  inter- 
national business,  says  A.G.  Edwards'  Jeffrey  Hopson.  Like  many 
a  life  insurer,  it's  cheap:  only  13  times  earnings. 

Now  let's  turn  the  tables.  If  you  are  going  to 
limit  your  buys  to  those  from  firms  that  don't 
have  many,  can't  you  do  the  reverse  for  short 
sales?  We  went  hunting  for  sell  recommenda- 
tions from  six  firms  that  have  a  record  of  being 
upbeat  most  of  the  time.  Our  Pollyannas  are 
Deutsche  Bank  North  America  (where  half  of  the  stock  recom- 
mendations are  positive),  Argus  Research  (51%),  Friedman, 
Billings,  Ramsey  (51%),  Raymond  James  &  Associates  (54%), 
Piper  Jaffray  (56%)  and  Jefferies  &  Co.  (56%). 

Again  we  wanted  to  know  what  the  smarter  analysts  at  these 
firms  had  to  say.  So  we  limited  our  survey  to  stocks  followed  by 
analysts  to  whom  StarMine  assigns  at  least  three  stars  (out  of 
five)  for  stock  picking  ability.  Again  a  stock  had  to  get  panned  by 
at  least  two  analysts  to  make  our  list  of  short-sale  candidates. 

Fifth  Third  Bancorp  gets  the  thumbs-down  from  Bradley  Van- 
der  Ploeg  at  Raymond  James  and  Gary  Townsend  at  Friedman 
Billings  Ramsey.  This  fast-growing  midwestern  bank  chain,  with  a 
base  in  Cincinnati,  was  a  terrific  investment  in  the  1980s  and  1990s. 
But  it's  running  out  of  steam,  says  Townsend.  The  top  line  is  grow- 
ing more  slowly  than  the  cost  line.  (For  other  ideas,  see  tables.)  W 


SELLS 

These  stocks  are  on 

the  sell  lists  of  at  least  two  investment  firms  that  tend  to  be  bullish. 

COMPANY/INDUSTRY 

STOCK 
PRICE 

INVESTMENT 
HOUSE 

ANALYST 

RATIONALE 

FIFTH  THIRD  BANCORP 

banks 

$52 

Raymond  James 
Friedman  Billings  Ramsey 

Bradley  Vander  Ploeg 
Gary  Townsend 

Slowing  revenue  and  earnings  growth  for  the  past  two  years. 
Poor  earnings  quality,  slowing  revenue  growth  and  rising  costs. 

HEALTH  MANAGEMENT 

hospitals 

22 

Piper  Jatfray 
Argus 

Darren  Lehrich 
David  Toung 

Earnings  guidance  of  "midteens"  growth  unattainable. 
Uncollectible  accounts  of  uninsured  patients  rising;  has 
bought  underperforming  hospitals. 

AT&T 

telecommunications 

18 

Deutsche  Bank 
Jefferies 

Viktor  Shvets 
Richard  Klugman 

Significantly  exposed  to  fast-declining  long-distance  revenue. 
Scant  exposure  to  the  hot  wireless  and  broadband  businesses; 
tough  pricing  from  competitors  makes  it  vulnerable. 

TENET  HEALTHCARE 

hospitals 

11 

Jefferies 
Argus 

Frank  Morgan 
David  Toung 

Regulatory  investigations,  weak  volume  and  high  expense  ratios. 
Sales  of  problem  hospitals  shrink  revenues  as  bad  debt  rises. 

UNISYS 

computer  services 

11 

Jefferies 
Argus 

Joseph  Vafi 
Wendy  Abramowitz 

High-end  servers  face  stiff  competition. 

Long-term  growth  rate  below  industry  average.  Contract  problems 

in  financial  services  where  IBM  is  strong. 

Prices  as  of  Nov  18.  Buys  for  Morea. 
Reuters  Fundamentals  via  FactSc  Ri 


ly  are  its  overweight  rating,  given  in  context  of  the  overall  stocks  the  analysts  cover.  Sources:  Investment  houses;  StarMine; 

sesrch  Systems. 
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MLB.com  knows  the  power  of  SAS*  software. 


How  does  MLB.com  give  fans 
the  ultimate  baseball  experience? 


Allan  H.  "Bud"  Selig,  Commissioner  of  Major  League  Baseball 


ENTERPRISE  INTELLIGENCE 


SUPPLIER  INTELLIGENCE 


RGANIZATIONAL  INTELLIGENCE 


CUSTOMER  INTELLIGENCE 


INTELLIGENCE  PLATFORM 


Millions  of  fans.  Thirty  teams.  One  passion.  And  24/7  access  to  it  all  through  MLB.com. 
At  the  official  site  of  Major  League  Baseball,  fans  can  experience  baseball  in  a  whole  new 
way  -  from  live  ballgames  to  stats  in  real  time,  from  history  to  fantasy,  across  the  league  or 
by  connecting  to  individual  club  sites.  MLB.com  is  the  richest,  deepest  source  of  original 
baseball  news  and  highlights  on  the  Internet.  SAS  is  proud  to  provide  the  state-of-the-art  data 
management,  predictive  analytics  and  marketing  automation  software  that's  helping  Major 
League  Baseball  enrich  the  interactive  experience  for  the  hundreds  of  millions  of  visitors 
who  make  MLB.com  such  a  big  hit.  To  find  out  more  about  SAS,  visit  our  Web  site  or  call 
toll  free  1  866  887  1363. 

www.sas.com/mlb 


SAS9 


The  Power  to  Know, 


S3S, 


Maior  League  Baseball  copyrights  and  trademarks  are  proprietary  to  the  MLB  entities.  All  rights  reserved.  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS 
Institute  Inc.  in  the  USA  and  other  countries  ®  indicates  USA  registration.  Other  brand  and  product  names  are  trademarks  ot  their  respective  companies.  ©  2004  SAS  Institute  Inc.  All  rights  reserved.  287477US  0704 
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The  Other 

Side  of  Vanguard 

The  fund  firm  synonymous  with  indexed  funds  turns 
out  to  be  a  nifty  active  money  manager.  Who  knew? 

BY  IRA  CARNAHAN 


WHEN  GEORGE  (GUS)  SAUTER  TOOK  OVER 
Vanguard's  indexing  operation  in  1987,  the 
firm  had  just  one  stock  index  fund,  with 
$  1  billion  in  assets.  Today  the  Vanguard  500 
Index  is  the  world's  largest  mutual  fund,  with 
$104  billion.  Sauter  also  manages  50  other  index  funds  at  Van- 
guard, ranging  from  Small-Cap  Value  to  European  Stock.  All  told, 
Sauter,  now  Vanguard's  chief  investment  officer,  rims  $300  billion 
in  indexed  assets. 

You  might  assume  the  country's  most  famous  manager  of 
index  funds  would  be  a  diehard  believer  in  the  random  walk.  But 
you'd  be  wrong.  "We're  trying  to  convey  to  investors  that  many  of 
them  would  be  better  off  with  a  blend,"  says  Sauter,  50.  "The  two 
styles  complement  each  other  quite  well." 

Sauter  comanages  Vanguard's  very  active  Strategic  Equity 
Fund.  This  $3  billion  fund  buys  mid-  and  small-cap  stocks  and  has 
returned  an  average  1 1 .9%  a  year  over  the  past  five  years.  That's 
3  percentage  points  above  its  benchmark  and  14  points  better  than 
the  S&P  500.  Sauter  and  comanager  Joel  Dickson  also  manage  parts 
of  other  active  Vanguard  funds,  including  the  large-cap  Morgan 
Growth  Fund  and  the  small-cap  Explorer  Fund. 

Investors  usually  think  of  Vanguard  as  an  index  shop.  Yet  the 
company  has  more  active  funds  than  index  funds — 62  to  56 — 
and  it  actively  manages  three  dollars  for  every  two  in  its  indexed 
funds.  What's  more,  over  the  past  two  and  a  half  decades  a  port- 
folio of  Vanguard's  actively  managed  U.S.  stock  funds  has  returned 
an  average  0.9  points  a  year  more  than  the  Wilshire  5000  index, 
according  to  a  recent  stud)-  in  the  journal  of  Portfolio  Management. 
After  adjustment  for  risk  the  active  funds'  edge  grows  to  1 .3  points 
a  year.  That's  no  small  feat,  given  the  consistent  underperformance 
of  actively  managed  funds  in  general. 


Most  of  Vanguard's  active  stock  funds  are  run  by  outside  man- 
agers hired  for  their  particular  expertise.  Vanguard  has  advisory 
contracts  with  24  outside  management  firms;  for  about  a  third  ol 
the  funds,  multiple  firms  split  the  stock-picking  duties.  One  of  the 
most  successful  funds  is  Vanguard  Health  Care,  run  by  Edward 
Owens  of  Wellington  Management.  This  specialty  fund  has 
returned  19.5%  a  year  since  its  founding  two  decades  ago.  Another 
big  winner  has  been  Vanguard  Primecap,  run  by  a  group  from 
Primecap  Management.  This  large-cap  growth  fund  has  returnee! 
15.5%  a  year  over  the  past  two  decades — 2.6  points  a  year  better 
than  the  S&P  500.  The  fund  is  closed  to  new  investors,  but  Van-| 
guard  expects  to  soon  open  a  new  large-cap  blend  fund  run  b> 
Primecap. 

Jeffrey  Molitor,  Vanguard's  overseer  of  outside  managers,  says 
he  and  his  staff  spend  a  lot  of  time  talking  to  potential  managers 
to  understand  how  they  make  decisions  and  whether  they  have 
an  approach  that's  likely  to  let  them  beat  the  market.  Measures  ol 
past  performance  matter,  too,  says  Molitor,  but  "they're  not  reall) 
predictive"  because  there's  so  much  randomness  in  past  returns. 

While  fund  performance  is  tough  to  predict,  fund  expenses 
aren't.  The  average  actively  managed  stock  fund  charges  1.68%  £ 
year.  That's  money  you  can  be  sure  you'll  lose.  At  Vanguard  the 
average  active  stock  fund  charges  0.47%. 

Some  investors  might  see  such  low  expenses  as  a  drawback 
figuring  Vanguard  keeps  costs  too  low  to  attract  the  best  out- 
side managers.  Not  so,  says  Molitor.  Vanguard  typically  pays 
managers  a  low  rate  per  dollar  managed,  but  its  marketing  cloui 
lets  it  direct  a  lot  of  dollars  managers'  way,  giving  them  signif-| 
icant  revenue.  The  extra  cost  to  a  manager  of  investing  addi- 
tional dollars  is  usually  small,  so  Vanguard's  money  is  hard  tc 
turn  down.  Vanguard  also  compensates  most  of  its  outside 
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managers  with  performance-based  fees. 

While  Vanguard's  outside  stock  pickers  offer  a  wide  variety  of 
investing  styles,  its  in-house  active  managers  take  a  heavily  com- 
puter-driven approach.  Both  Sauter,  with  an  M.B.A.  in  finance 
from  the  University  of  Chicago,  and  Dickson,  37,  with  a  Ph.D.  in 
economics  from  Stanford,  are  "quants" — believers  in  the  power  of 
quantitative  analysis  to  detect  and  capitalize  on  small  mispricings. 

Sauter  and  Dickson  believe  these  mispricings  result  from  the 
psychological  biases  of  investors.  If  a  stock  has  long  lagged,  for 
example,  many  investors  will  get  so  down  on  the  company  that 


Vanguard's  Active  Standouts 

Investors  know  Vanguard  for  index  funds,  but  the  company  also 
offers  62  actively  managed  funds.  Here  are  some  of  the  best. 


FUND/STYLE 


5-YEAR 
AVERAGE 


EXPLORER/small  growth 

8.5% 

8.7% 

$072 

GLOBAL  EQUITY/world  stock 

14.1 

9.4 

1.05 

HEALTH  CARE/health  care 

5.5 

11.9 

0.28 

PRIMECAP  large  growth 

13.8 

2.9 

0.50 

STRATEGIC  EQUITY/midcap  blend 

15.0 

11.9 

0.50 

WINDSOR  ll/large  value 

14.4 

5.8 

0.43 

Sources.  Morningstar;  Vanguard. 


they'll  be  slow  to  recognize  when  it  finally  starts  to  turn  around. 
This  gives  alert  investors  a  chance  to  buy  up  shares  before  good 
news  about  a  company  is  fully  reflected  in  its  price.  In  other  cases 
investors  tend  to  overreact  when  a  company  has  been  doing 
extremely  well  and  bid  up  its  stock  too  high. 

To  spot  such  mispricings,  Sauter  and  Dickson  use  three  classes 
of  computer  models  that  sort  through  thousands  of  stocks  each 
night.  The  models  rank  each  company  against  others  of  the  same 
industry  and  market  capitalization — small,  midsize  or  large. 

The  first  of  the  three  models  focuses  on  valuation.  It  draws 
items  from  the  income  statement  and  balance  sheet  and  then 
basically  divides  them  by  the  company's  stock  price.  The  higher  the 
ratios,  the  more  attractive  the  valuation  of  the  stock. 

The  second  model  looks  at  sentiment.  It  is  seeking  to  pick  up 
on  price  and  earnings  momentum.  The  goal  here  is  to  avoid  "value 
traps,"  in  which  companies  that  are  undervalued  remain  so.  "What 
we're  looking  for  is  some  recognition  in  the  marketplace  that  in 
fact  the  company  has  turned  its  fortunes  around,"  says  Dickson. 

The  third  model  measures  earnings  prospects.  It  assesses  items 
like  sales  growth  and  capital  investment  to  determine  whether  a 
company  is  likely  to  increase  its  earnings. 

Each  of  the  three  computer  models  then  spits  out  a  ranking  of 
one  to  ten  for  every  stock;  the  individual  rankings  are  merged  into 
a  composite  ranking.  Stocks  with  low  rankings  are  buys.  Those 
with  higher  rankings  are  avoided.  The  models  sometimes  pick 
stocks  Dickson  would  not  have  selected  on  his  own,  but  he  forces 
himself  to  buy  them  anyway.  "If  we  start  overriding  the  models, 
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then  we're  just  reintroducing  the  same  biases  that  we  were  tryinj 
to  get  rid  of,"  he  says. 

Dickson  and  Sauter  don't  change  their  models  often;  Saute: 
estimates  they've  made  just  five  substantive  revisions  over  the  pas 
five  years.  The  main  reason:  It's  hard  to  come  up  with  profitabh 
new  ideas.  "Sometimes,  seldomly,  we'll  read  an  academic  article 
and  an  academic  has  identified  something,"  Sauter  says.  "The  dif 
ficulty  with  that  is  everybody  else  reads  the  same  article." 

"Other  times  it's  just  really  pure  brainstorming.  It's  the  sort  o 
thing  you  think  about  in  the  shower,  and  a  light  bulb  goes  on  anc 
you  come  up  with  a  great  idea,"  Sauter  explains.  "Anc 
then  we  get  together  in  a  forum — the  whole  researcr 
group — and  we  kick  it  around  for  a  few  weeks  anc 
then  finally  assign  somebody  to  go  test  it.  If  it's  goinj 
to  work  going  forward,  it  better  have  worked  in  th 
past  as  well." 

Dickson  says  mispricings  are  easiest  to  spot  amon$ 
mid-  and  small-cap  stocks:  There  are  lots  of  companie: 
from  which  to  choose,  and  they  get  much  less  attentior 
than  large  companies.  He  says  he  and  Sauter  woulc 
love  to  capitalize  on  bigger,  macro  mispricings — say 
the  overvaluation  of  Internet  stocks  during  the  lat 
1990s — but  doing  so  is  difficult.  "If  we  could  figun 
out  sector  rotation  or  industry  rotation  or  market-car. 
rotation,  oh  boy,  wouldn't  diat  be  fun,"  says  Dickson 
"But  it's  fraught  with  risks  that  our  research  suggest; 
you  can't  capture  in  terms  of  excess  return,"  he  says. 

The  problem  with  macro,  market-level  bets  is  that  you  hav» 
few  opportunities  to  make  them  and  you  are  betting  big  wher 
you  do.  If  only  one  or  two  go  wrong,  "you've  screwed  up  a  year, ; 
decade,"  Dickson  says.  "When  would  you  have  gone  short  stock 
with  the  bubble  run-up?  Okay,  you  got  it  right  in  2000.  But  b] 
any  historical  measure,  you  should  have  gone  short  in  1997  anc 
1998  and  1999.  And  you  would  have  gotten  killed." 

"We  want  to  have  great  breadth  in  our  bets.  In  Strategic  Equit; 
we're  taking  400  bets,  if  you  will — 400  securities.  And  we're  tak 
ing  another  1 ,800  because  there  are  2,200  securities  in  our  bench 
mark,"  says  Dickson.  "I'd  much  rather  make  2,200  bets  than  one,' 
he  says.  "You'll  be  a  very  successful  money  manager  if  you're  5\°A 
right — if  you  can  capture  the  breadth." 

Several  developments  in  recent  years  have  made  quant  worl 
easier:  The  growth  in  computing  power  is  one;  the  SEC's  Regula 
tion  Fair  Disclosure  is  another.  By  requiring  companies  to  publich 
disclose  all  information  at  the  same  time,  the  SEC  has  weakened  an; 
advantage  nonquant  investment  managers  get  from  talking  witi 
company  officials. 

But  quant  managers  also  face  a  challenge:  the  growing  num- 
ber of  new  quant  managers.  "There's  no  question  in  my  mine 
that  some  of  these  things  we're  trying  to  exploit  have  been  arbi 
traged  away,  because  more  and  more  people  are  playing  them,' 
says  Sauter.  And  yet,  he  adds,  the  biases  in  investors'  thinking  ar« 
so  pervasive  and  difficult  to  overcome  that  opportunities  to  profi 
should  remain  for  years  to  come. 


Innovation  drives  everything  we  do. 


— 


om  innovative  drive  systems  challenging  the  electric  car  land  speed  record  to  research 
;;Jb  the  first  "self-healing"  power  grid,  our  breakthroughs  have  proven  time  and  again  that 
>day's  revolutionary  ideas  lead  the  way  to  greater  productivity  and  competitive  advantage 
)r  customers  tomorrow.  Over  100,000  power  and  automation  professionals  around  the 
orld.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 
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Russian  Roulette 
Investing 

Herein,  the  case  for  defying  the  experts  and  putting  a  large 
chunk  of  your  money  on  just  a  handful  of  stocks. 

BY  MATTHEW  SWIBEL 


FAMOUS  ADVICE  FROM  MARK  TWAIN: 
"Put  all  your  eggs  in  the  one  basket 
and — watch  that  basket."  Could  you 
do  this,  or  something  close  to  it,  with 
your  stock  portfolio?  Buy  just  a  few 
companies,  the  ones  you  really,  really  believe 
in,  and  pray? 

The  very  idea  is  poison  to  most  of  the 
financial  planning  industry.  You  need  at  least 
50  names  in  your  U.S.  portfolio,  the  experts 
will  tell  you,  and  you  need  to  diversify  across 
different  kinds  of  investing,  too — stocks, 
bonds,  cash,  value  and  growth,  domestic  and 
foreign  securities.  If  you  can't  get  a  wide-angle 
portfolio  on  your  own,  they  say,  you  should 
invest  through  one  or  more  funds  that  will 
accomplish  the  task. 

A  good  mathematical  case  can  be  made 
for  diversification.  We're  not  going  to  make  it 
here  (although  you  can  get  a  taste  of  it  in  the 
asset  allocation  story  on  page  180).  Instead, 
this  article  will  explore  the  reverse  course  of 
action.  For  someone  who  is  young  enough  and 
bold  enough,  a  plausible  strategy  is  to  diversify 
only  halfway.  Put  half  your  money  in  a  cheap 
index  fund.  Put  the  other  half  in  a  very  con- 
centrated portfolio — three  to  six  stocks. 

To  support  this  radical  notion  we  also  can 
cite  superinvestor  Warren  Buffett.  Quoting  Broadway  impresario 
Billy  Rose,  Buffett  has  said:  "  'If  you  have  a  harem  of  40  women, 
you  never  get  to  know  any  of  them  very  well.' "  Or  as  he  said  on 
another  occasion:  "If  you  understand  the  business,  you  don't  need 
to  own  very  many  of  them." 

Of  course,  you  are  unlikeiy  to  be  as  smart  and  as  lucky  as  Buf- 
fett has  been  for  the  past  50  years.  But  there's  no  reason  you  can't 
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Seong-Kwan  Hong  beat  the  S&P 
by  betting  on  just  three  stocks. 


do  as  well  as  you  would  with  a  safe  portfolio  of  funds.  Perhaps  a 
lot  better,  since  our  scheme  gets  your  portfolio  management  costs 
down  to  a  small  fraction  of  the  1.5%  or  so  that  stock  funds  charge 
on  average.  The  half  of  your  money  in  a  low-cost  index  fund,  such 
as  one  from  Vanguard,  should  run  up  expenses  of  just  0.2%  a  year. 
The  other  half,  which  you  are  managing  yourself,  will  cost  only 
transaction  fees,  a  small  sum  if  you  buy  and  hold. 


ADVERTISEMENT 


Irlene  J.S.  Solomon,  Ph.D. 
;e  President  and  Director 
Agilent  Laboratories 


Agilent  Technologies 


iiT*  alented  individuals  who  envision  possibilities  not  seen  by  others  are  often  the  heart 
I  and  soul  of  breakthroughs  in  technology.  But  in  a  global  economy  where  speed  and 
market  savvy  can  determine  success,  effective  collaboration  is  crucial  to  advanced 
research.  This  collaboration  takes  many  forms.  It  occurs  within  a  company's  global  R&D 
teams,  with  business  partners  essential  to  product  commercialization,  with  researchers 
in  academia  and  government-sponsored  research  organizations,  among  people  on  stan- 
dards committees,  and  among  companies  that  compete  and  partner  with  each  other. 

The  importance  of  these  partnerships  means  that  a  company's  R&D  team  has  to 
reach  a  flexible  balance  between  the  freedom  to  create  and  the  discipline  to  channel 
creativity  into  fruitful  paths.  The  longer  the  time  horizon  from  technology  conception 
to  product  introduction,  the  more  challenging  it  is  to  define  and  manage  this  balance. 
A  high-performance  advanced  research  lab  motivates  talented  individuals  to  do  their 
best  work;  a  defining  attribute  of  such  a  lab  is  the  absence  of  needless  distractions. 
These  can  be  low-return  events  that  compromise  a  researcher's  quality  of  cerebral 
focus.  At  the  same  time,  researchers  need  to  stay  grounded  in  the  realities  of  the 
market  and  competitive  environment.  To  achieve  that  grounding,  researchers  must 
have  an  external  focus  beyond  their  own  R&D.  Achieving  this  focus  requires  work  with 
their  colleagues  in  the  business  units  —  and  sometimes  with  people  from  other 
companies  —  to  understand  continually  evolving  market  conditions,  customer  needs 
and  research  goals.  That  grounding  enables  researchers  to  achieve  great  technical 
sophistication  that  will  address  problems  that  matter  to  customers. 

How  can  we  achieve  the  benefits  of  collaboration  without  stifling  individuals? 
There  are  actions  that  R&D  leaders  can  take.  As  research  goes  beyond  the  explorato- 
ry phase  for  technology  feasibility,  one  action  is  to  connect  relevant  people  from  the 
business  units  into  the  core  research  team  to  ensure  that  project  plans  and  timing  of 
milestones  explicitly  blend  creative  freedom  with  business  realities.  Another  way  is  to 
involve  people  from  the  labs  in  the  businesses'  strategic  planning  to  broaden  per- 
spective on  how  technology  trends  and  disruptions  may  impact  market  evolution. 
Managers  and  research  contributors  need  to  partner  and  communicate  frequently  to 
stay  aligned  with  priorities.  Changing  market  conditions,  business  models  or  compet- 
itive technology  landscapes  may  require  changes  in  initial  assumptions.  A  shared 
understanding  of  these  realities  can  mitigate  a  perceived  loss  in  individual  freedom. 

One  of  the  many  paradoxes  of  advanced  R&D  is  that  success  requires  process 
discipline  as  well  as  openness  to  creativity  and  insight  that  can't  be  scheduled. 
Identifying  problems  that  matter  and  asking  the  most  informative  questions  early  in 
research  can  help  leaders  define  this  balance.  The  companies  whose  research  labs 
balance  those  requirements  consistently  are  likely  to  be  the  source  of  innovations  that 
turn  intriguing  possibilities  into  exciting  realities. 
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This  is  the  model  that  Seong-Kwan 
Hong  adopted  last  summer.  He  already 
had  $70,000  in  some  tax-sheltered 
index  fund  accounts.  The  rest  of  his 
kitty,  $40,000,  had  just  been  freed  up 
from  a  disbanded  real  estate  limited 
partnership  in  the  Washington,  D.C. 
area  where  he  lives.  Hong,  27,  spends 
his  days  as  a  senior  project  manager  at 
a  mortgage  finance  company  and 
nights  working  on  an  M.B.A.  He  de- 
cided against  chopping  the  $40,000  into 
little  bits  to  cover  any  eventuality.  He 
plunked  it  all  down  on  three  stocks: 
gold  miner  Newmont  Mining,  energy 
giant  ChevronTexaco  and  high-end 
home  builder  Toll  Brothers.  The  first 
two  will  do  well  if  inflation  returns  and 
interest  rates  and  commodity  prices  rise.  The  builder,  Hong  figures, 
will  survive  higher  rates  because  its  customers  are  well-heeled. 
Thus  far — and  we  emphasize  "thus  far" — the  wager  has  worked. 
In  price  terms  the  S&P  500  has  climbed  4.1%  since  July  while  his 
three-stock  portfolio  is  up  22%. 

Hong  had  some  misgivings.  "As  a  financial  risk  manager  it 
made  me  feel  almost  ill,"  he  says.  But  then  he  decided  to  "turn 
my  brain  on  and  think  about  where  the  world  was  going."  Be- 
sides, he  saves  time  by  reading  fewer  annual  reports. 

If  you  try  this  at  a  full-service  brokerage,  you're  likely  to  get  a 
stern  lecture.  Merrill  Lynch  reminds  its  clients  that,  as  the  tech- 
nology bust  made  clear,  "concentrated  stock  positions  present  a 
significant  risk  to  your  portfolio  and  present  problems  of  liquid- 
ity and  diversification."  Merrill's  rule  of  thumb  is  that  no  indi- 
vidual security  account  for  20%  or  more  of  your  portfolio. 

Still,  maybe  Hong  is  onto  something.  When  John  Valentine,  a 
financial  planner  in  San  Ramon,  Calif,  who  charges  a  fixed 
percentage  of  equity  assets,  analyzed  his  clients'  returns  and  volatil- 
ity over  18  months,  those  with  24  or  fewer  securities  had  a  5% 
higher  risk-adjusted  return  compared  with  those  owning  35  or 
more  securities.  Fortunately  for  the  few-stocks  crowd,  the  holdings 
were  mostly  in  areas  his  firm  had  successfully  identified  as  winners, 
at  least  in  the  short  term,  such  as  defense,  energy  and  mortgages. 

Okay,  maybe  these  investors  were  simply  fortunate  over  a  lim- 
ited period.  But  there  is  some  academic  research  that  folks  like 
Hong  and  Valentine  can  point  to:  an  August  2004  study  from  the 
National  Bureau  of  Economic  Research.  Investors  with  account 
balances  of  $100,000- plus  holding  only  one  to  three  stocks  at  the 
beginning  of  each  month  pt .  ■  »rm  4%  better  over  the  year  fol- 
lowing a  stock  purchase  thai  e-diversified  investors  with  sim- 
ilar account  sizes,  says  the  N !  by  University  of  Illinois  fi- 
nance professors  Scott  Weisb  uier  and  Zoran  Ivkovic  and 
University  of  Michigan  finar  >r  Clemens  Sialm.  (You 
need  enough  money  in  the  gar  •  to  matter,  the  profs  say. 
The  performance  advantage  k  >  Her  accounts  and  all 


Tight  Focus 

These  mutual  funds  hold  no  more  than  two  dozen  stocks.  There's  surely 
risk  in  that.  For  example,  at  the  Oak  Value  Fund  drugmaker  Merck  was  a 
large  holding  and  lost  40%  of  its  value  after  pulling  arthritis  drug  Vioxx  off 
the  shelves.  Still,  Oak  Value  beats  the  S&P  500  over  the  trailing  three-year, 
five-year  and  ten-year  periods. 


5-YEAR 

ANNUAL  EXPENSES 

EQUITIES 

FUND 

TOTAL  RETURN1 

PER  $100 

HELD 

CGM  FOCUS 

31.6% 

$1.18 

23 

L0NGLEAF PARTNERS 

10.1 

0.91 

MATTHEW  25 

9.7 

1.21 

OAK  VALUE 

3.9 

1.25 

22 

S&P  500 

-2.2 

'Annualized.  Source:  Upper. 

but  vanishes  in  ones  below  $25,000.)  The  1991-96  study  period 
had  generally  rising  stocks,  though  punctuated  by  a  1994  slump. 

A  forthcoming  study  by  coauthor  Sialm  finds  that  mutual 
funds  concentrated  in  specific  industries  perform  better  than 
widely  diversified  funds.  Take  the  Masters'  Select  Equity  Fund, 
which  directs  each  of  its  six  submanagers  to  buy  no  fewer  than  5 
and  no  more  than  1 5  favorite  stocks.  The  fund's  4%,  five-year  an- 
nualized return  is  five  percentage  points  higher  than  the  S&P  500  in 
the  same  period.  "Sometimes  less  can  be  more,"  says  Weisbenner. 

Sure,  putting  a  huge  slug  of  your  wealth  in  three  stocks  is  nol 
for  the  faint  of  heart.  A  less  radical  version  is  to  find  mutual  funds 
that  are  in  no  more  than  two  dozen  stocks.  We've  assembled  sue! 
a  list  for  you  (see  table). 

While  we  hesitate  to  say  the  few-stock  strategy  is  the  magic  elixit 
to  investing  success  for  all  seasons  (because  no  such  thing  exists) 
there's  no  denying  it  requires  an  involved  market-watcher.  Willy- 
nilly  trading  is  expensive  and  foolish,  but  periodically  changing 
weightings  and  holdings  to  track  new  realities  is  undeniably  wise. 

Paul  Winter  of  Danville,  Calif,  adopted  a  similar  approach  in 
2003,  in  part  to  reallocate  $600,000  in  his  equity  portfolio.  "I  would 
rather  have  my  advisers  following  a  small  number  of  stocks  tc 
perfection  rather  than  a  large  number  of  stocks  occasionally,"  says 
Winter,  65,  a  former  finance  manager  with  ChevronTexaco.  Work- 
ing with  financial  planner  Valentine,  he  reduced  the  number  ol 
stocks  from  47  to  27.  He-also  exited  long-  and  medium-tern: 
bonds  for  fear  that  rising  rates  would  zap  them. 

Winter  first  invested  heavily  in  education  and  employee 
training,  buying  shares  in  companies  like  Apollo  Group.  He  fig- 
ured that  the  lingering  economic  downturn  would  drive  man> 
laid-off  souls  to  their  doors.  He  recently  dumped  them  as  the 
employment  picture  improved.  Winter's  current  favorite  theme 
homeland  security,  via  Taser  International  and  Symantec.  Win- 
ter says  he's  been  beating  almost  anyone  with  a  perfectly  diver- 
sified portfolio.  Yes,  a  large  element  of  luck  is  behind  his  boast. 
But  he's  probably  having  more  fun  than  the  safe  investors.  P 
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BANNING  FOR 
RETIREMENT  ALWAYS 
DUTPERFORMS 
WORRYING  ABOUT  IT. 


Imagine  feeling  prepared  for  retirement.  Whether  you're 
just  starting  out,  nearing  retirement,  or  already  there,  an 
American  Express  financial  advisor  can  help  you  to  plan 
ahead.  We've  created  more  financial  plans  than  anyone  else.* 
And  while  we  can't  guarantee  investment  results,  we  can 
help  you  simplify  your  plans  for  retirement  so  you  can  live 
life  the  way  you  want  to.  All  with  the  same  quality  and 
service  you've  come  to  expect  from  American  Express.  Call 
us  for  a  complimentary  initial  consultation. 

Call  800-Get-Advice  or  visit  us  at  getadvice.com 
PLANNING  |  RETIREMENT  |  INVESTMENTS  |  INSURANCE 


THE  PERSONAL 
FINANCIAL  ADVISORS 


The  Global  Test 


To  Peter  Schiff,  so-so  bond  yields  and  a  lagging  dollar  spell  out 
an  opportunity  for  fixed-income  investors:  foreign  bonds. 

BY  DANIEL  KRUGER 


TWO  BIG  THINGS  MOTIVATE  BOND  INVESTORS: 
capital  preservation  and  yield.  But  with  yields  on  ten- 
year  Treasurys  stuck  near  a  skimpy  4.2%  and  credit 
spreads  tight  compared  with  historic  norms,  this  has 
not  been  a  happy  time  for  fixed  incomes.  And  things 
could  get  worse.  Should  foreign  buyers  of  Treasurys  get  fed  up 
with  subsidizing  American  spending  habits,  domestic  bond 
prices  will  tank. 

Yet  to  Peter  Schiff,  president  of  Euro  Pacific  Capital,  that  does 
not  mean  you  should  park  your  investment  capital  like  a  klut/  in 
money  market  funds  earning  1.5%.  His  solution:  foreign  bonds. 

It's  not  that  foreign  yields  are  always  better  than  those  of 
U.S.  paper.  The  overseas  bonds'  advantage  lies  in  the  weak  dollar, 
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which  magnifies  your  return  in  America.  And  since  Schiff  see: 
the  dollar  continuing  to  wilt,  foreign  debt  is  more  than  a  wise 
short-term  strategy.  "I  look  at  myself  as  if  I'm  on  a  lifeboat  anc 
I'm  floating  around  trying  to  get  as  many  people  on  board  as 
can  before  the  ship  sinks,"  he  says. 

An  example  of  a  foreign  bond  play  is  the  ten-year  Singapore 
bond  issued  in  July  at  99.5  cents  on  the  country's  dollar.  Th« 
coupon  is  3.63%,  which  is  67  basis  points  less  than  that  of  ar 
equivalent  Treasury.  Why  bother  to  go  halfway  around  the  work 
for  that?  Watch. 

For  a  bond  with  a  par  value  of  1,000  Singapore  dollars,  a 
the  (uly  exchange  rate  (1.71  Singapore  dollars  =  $1),  you  woulc 
have  paid  $580.  Ignore,  for  now,  transaction  costs.  Since  the  issue 

date,  two  things  have  hap- 
pened: The  bond  price  ha: 
appreciated  4.8%  in  Singa 
pore  dollars,  and  U.S.  dol 
lars  have  declined  3.7%  tc 
1.65  Singapore  dollars.  The 
happy  result  is  that  a  state- 
side buyer  is  up  8.6%. 

The  risky  wager  here  i: 
that  present  trends  wil 
continue,  meaning  tha 
the  dollar,  which  been  slid- 
ing against  many  othei 
currencies  since  2001,  drop: 
more.  In  the  last  three  year: 
the  buck  is  down  40°/c 
against  the  euro  and  Aus- 
tralian dollar  and  dowr 
10%  relative  to  the  Singa- 
pore dollar. 

Morningstar  analys 
Lynn  Russell  cautions  tha 
betting  on  currencies  is 
market  timing  by  anothei 
name.  Currencies  "bring  a 
lot  of  volatility  to  the 
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Save  5%  off  your  total  rental  when  you  pay  with 
an  American  Express®  Business  Card. 


OPEN:  The  Small  Business  Network  from 
American  Express  1  and  Hertz  have  just 
made  your  life  easier.  Because  when  you 
rent  a  ear  from  Hertz,  you  can  save  5%  off 
your  total  rental  when  you  pay  with  an 
American  Express  Business  Card.  Whai's 
more,  you  don't  even  have  to  remember  any 
coupons  or  codes — just  use  your  Business 
Card  and  the  savings  appear  automatically 
on  your  statement  each  month.  And  that's 
not  all.  The  savings  can  he  combined  with 
all  other  discounts  Hertz  provides,  so  your 
business  can  take  advantage  of  all  the 


benefits  (hey  receive. 

Hertz  also  offers  great  services  like 
#1  Club  Gold®— our  fastest  way  to  get 
from  tlie  plane  to  your  car  and 
on!  of  (he  airport,  and 

NeverLost®  in-car  navigation 
system  that  tells  you  exactly  how  to  gel 
to  your  destination. 

To  make  a  reservation,  go  to  hertz.com 
or  call  L-800-654-3131.  To  learn  more  or 
apply  lor  an  American  Express  Business 
Card  call  L-888-473-5816  or  visit 
open.americanexpress.com/hertz. 
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mis  &  Conditions:  Additional  charge  for  NeverLost.  Subject  to  availability.  Payment  must  he  made  with  an  American  Express*  Business 
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table,"  she  says.  The  dollar  could  come  back  without  warning,  so 
don't  take  your  eye  off  the  market.  If  you  bought  that  Singapore 
bond,  holding  it  to  maturity  might  be  a  bad  idea.  At  the  first  sign 
of  a  strengthening  dollar,  you  should  sell  the  bond,  she  says. 

The  trouble  with  getting  in  and  out  is  that  transaction  costs 
are  high.  You  can't  obtain  foreign  bonds  through  an  online  bro- 
kerage, for  instance.  The  only  bonds  offered  by  foreign  issuers 
that  Fidelity's  brokerage  arm  will  sell  you  are  Yankee  bonds — 
dollar-denominated  debt  of  foreign  issuers,  which  will  give  you 
the  feel  of  diversity  but  little  else.  Straight  foreign  bonds  aren't 
carried  in  inventory  by  big  retail  firms  like  A.G.  Edwards,  and 
they  won't  get  them  for  you.  While  a  few  boutique  outfits  like 
SchifFs  will  sell  you  Singapore  government  bonds,  expect  to  pay 
at  least  a  2%  markup  for  the  privilege. 

Then  there  are  the  government-imposed  headaches.  If  you 
want  to  buy  bonds  issued  by  Korean  or  Malaysian  entities,  you 
will  have  to  register  with  those  countries'  securities  agencies. 
This  can  usually  be  handled  through  your  broker,  and  the  paper- 
work will  take  a  few  weeks  to  process. 

As  for  taxes,  Switzerland  imposes  a  35%  tax  that  comes 
out  of  every  interest  check;  the  levy  in  New  Zealand  is  10%. 
You  will  be  able  to  deduct  these  from  your  U.S.  tax  bill,  yet 
make  sure  the  credit  for  foreign  tax  paid  won't  open  you  up  to 
the  dreaded  alternative  minimum  tax.  This  could  happen  if 
the  tax  payments  to  Switzerland  lower  your  regular  U.S.  tax 
bill  so  much  that  the  AMT  kicks  in. 


Best  Bet:  Foreign  Bond  Funds 

Buying  international  bonds  individually  can  be  a  hassle.  Instead,  go  for 
!  good,  relatively  cheap  funds  specializing  in  overseas  bonds. 


5-YEAR 

LATEST 

FUND 

ANNUALIZED 

12-MONTHS 

PER  $100 

AMERICAN  CENTURY  INTL  BOND-INV 

8.2%  14.4% 

$0.84 

FFTW  INTERNATIONAL 

7.4 

12.0 

0.71 

1  FFTW  WORLDWIDE 

7.1 

9.9 

0.60 

L00MIS  SAYLES  GLOBAL  BOND-RET 

9.8 

11.9 

1.15 

STANOSSH  MELLON  GLOBAL  FIXED-IKC 

6.5 

6.0 

0.652 

T  ROWE  PRICE  INTERNATIONAL  BOND 

6.9 

11.9 

0.91 

'Performanc 


2Nei  of  absorption  of  expenses  by  fund  sponsor  Sources:  Forbes:  Upper:  Morningstar. 


Many  mutual  funds  invest  in  foreign  debt,  though  most  of 
them  also  hedge  the  related  currencies  to  perform  in  line  with 
the  dollar.  In  other  words,  hedging  defeats  the  purpose  of  going 
outside  the  U.S.  Our  ad  ice  to  look  for  low-expense  funds  that 
do  little  or  no  hedi: 

Thus  we've  assem  v  ith  a  light  touch  on  currency 

hedges  (see  table),  mostly  firon;  Forbes  Best  Buys  list,  which 
have  the  virtues  of  gooe  s  and  low  fees.  Over  five 

years,  taking  in  a  period  \  iollar  was  stronger,  two  of 

our  funds  did  better  than  tl  :.  Aggregate  index  (7.5% 


annualized),  a  composite  of  domestic  bonds  ranging  fron 
Treasurys  to  corporates  to  mortgage-backeds;  the  rest  trailer 
the  Lehman  benchmark  slightly.  For  the  past  12  months,  how 
ever,  all  our  funds  easily  outdistanced  the  Lehman  Aggregate' 
5.3%  return.  If  the  U.S.  is  indeed  in  for  a  period  of  dolla 
decline  akin  to  the  late  1980s  or  worse,  as  Schiff  thinks,  thes 
funds  should  pay  off. 

The  best  performer  on  our  list  is  the  Loomis  Sayles  Glob;; 
Bond  Fund  with  a  five-year  average  return  of  9.8%;  its  1.15%  ii 
annual  expenses  is  better  than  the  1.4%  average  for  internation;' 
bond  funds.  Holding  government  bonds  from  Belgium  and  th 
U.K.,  the  fund  also  dips  into  debt  from  European  municipalitie 
and  adds  risk  with  high-yield  and  emerging  markets  loans.  Run 
ner-up  is  the  American  Century  International  Bond  Fund  (five 
year  returns:  8.2%),  whose  largest  holdings  include  debt  fron 
German  mortgage  banks  and  sovereign  debt  from  France  an« 
Japan.  The  Standish  Mellon  Global  Fixed-Income  Fund  has  ha< 
stable  6.5%  annual  growth  over  the  past  five  years  and  keep 
expenses  low  (0.65%),  buying  government  debt  from  the  like 
of  Singapore,  France  and  Italy,  as  well  as  some  Treasurys. 

Schiff  s  case  against  the  greenback  is  bearish  in  the  extreme 
He  believes  the  dollar  still  has  far  to  go  before  reaching  it 
nadir.  He  argues  that  the  U.S.  has  been  living  beyond  its  mean 
and  that  current  fiscal  strategy — running  big  deficits  to  financ 
a  war  and  tax  cuts  while  also  amassing  big  trade  deficits — ha 
stretched  the  economy  to  the  breaking  point.  "It's  the  U.S.  dol 
lar  that's  at  risk,"  Schiff  says.  "Very  fev 
people  understand  that." 

If  you  are  willing  to  give  up  th 
instant  liquidity  of  U.S.  government  debl 
he  says,  you  have  a  better  chance  at  pre 
serving  the  absolute  value  of  your  mone 
and  even  increasing  it  in  dollar  terms  b 
investing  in  good  foreign  bonds.  Schif 
likes  such  countries  as  Australia  anc 
Singapore  with  supersafe  AAA  bone 
ratings;  no  banana  republics  here. 

Americans  are  shocked  at  rising  oi 
prices  in  2004,  he  notes.  The  tellin; 
point,  though,  is  that  oil  costs  are  mop 
muted  in  Europe,  where  the  strong  euro 
gives  energy  users  a  cushion.  Anothe 
sign  of  the  dollar's  ebbing  fortunes 
Schiff  says,  is  China's  decision  to  sell  its  latest  bond  offerinj 
denominated  in  euros. 

Schiff,  whose  firm  is  located  in  Newport  Beach,  Calif.,  ha 
S300  million  in  retail  client  accounts.  An  old-fashionec 
broker,  he  gets  paid  a  commission  (usually  2%  to  4%)  fo 
placing  a  trade  but  does  not  rake  off  a  percentage  of  hi 
clients'  assets  as  a  fee.  He  evangelizes  about  currency  risl 
by  publishing  reports  on  his  Web  site  and  hosting  a  call-ii 
program  on  shortwave  radio  that  he  simulcasts  on  his  site 
And  now  people  are  starting  to  listen.  t 
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BUSINESSES  RUN  SAP  SAR 


AND  HERE'S  WHY5  The  North  Face  needed  a  faster  way  of  keeping  up  with  demand.  So  they 
enhanced  their  supply  chain  with  solutions  from  SAP.  Now  they  can  share  real-time  inventory  and  procurement 
information  across  their  entire  organization,  improving  delivery  time  from  days  to  hours.  For  more 
information,  visit  sap.com/scm  or  call  800  880  1727. 


Aussie  Stock  Guide 

Thanks  to  China's  boom  and  high  oil  prices,  Australia  has 
a  lot  more  to  offer  than  just  Vegemite.   by  heidi  brown 


I  T  MAY  BE  FAR  FROM  THE  U.S.,  BUT  AUSTRALIA  ISN'T  THAT 
I  exotic.  Americans  and  Australians  speak  the  same  lan- 
I  guage — sort  of;  share  an  enthusiasm  for  making  money  and 
I  spending  it;  and  love  to  hang  out  in  bars  watching  sports.  Yet 
H  except  for  icons  like  Vegemite  (the  high-vitamin  yeast  spread) 
and  koalas,  most  Americans — including  investors — know  little 
about  Oz. 

It's  a  shame.  There's  a  lot  to  like  about  Australia's  economy. 
With  its  proximity  to  Asia  and  mother  lode  of  gold,  oil,  iron  ore 
and  coal,  Australia  has  enjoyed  uninterrupted  growth  for  the  past 
13  years.  Since  1999  GDP  growth,  in  U.S.  dollar  terms,  has  averaged 
3.4%  versus  3.1%  for  the  U.S. 

China's  voracious  demand 
for  raw  materials  and  U.S.  ap- 
petite for  gas  and  oil  are  driving 
the  economy  today,  along  with 
a  domestic  real  estate  boom. 
But  John  Kightley,  managing 
director  of  money  manager 
Maple-Brown  Abbott  in  Syd- 
ney, points  out  two  other  rea- 
sons for  Australia's  long  run  of 
growth.  First,  the  country 
dodged  the  hedge  fund  specu- 
lation that  set  off  a  chain  of 
currency  crises  across  Asia  in 
the  late  1990s.  Second,  "We 
didn't  have  the  same  degree  of 
tech  mania  as  the  U.S.,  and  as  a 
result  we  didn't  suffer  the  same 
kind  of  decline." 

Financial  companies  make 
up  42%  of  the  benchmark 
S&P/ASX  200  index;  mining  and 
natural  resources  companies,  a 
further  19%.  Tech  and  telecom 
sectors  constitute  just  5%.  The 
downside?  Investors  turning  to 
the  Pacific  Rim  for  the  next  hot 
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play  bypass  Australia  for  places  with  tech-based  growth,  such  as 
Korea,  Taiwan  and  Hong  Kong.  And  since  Australia's  market,  with 
a  value  of  $595  billion,  is  dwarfed  by  those  in  developed  coun- 
tries like  the  U.K.  ($2.6  trillion)  and  Germany  ($1.1  trillion),  Amer- 
icans searching  for  safe  overseas  plays  tend  to  overlook  the  coun- 
try, too. 

They  missed  out:  Over  the  past  five  years  the  S&P/ASX  200  has 
gained  60%  in  U.S.  dollar  terms  versus  a  19%  drop  for  the  S&P  500. 

Australian  shares  traded  here  as  American  Depositary  Receipts 
are  limited  to  a  selection  of  100  issues.  Other  stocks  should  be 
contemplated  as  long-term  plays  because  of  the  transaction  costs: 
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Your  broker  must  go  through  an  Aussie  counterpart,  adding  over- 
seas commissions  and  foreign -exchange  spreads  to  the  U.S.  bro- 
kerage fee.  Since  2001  Australia's  stock  exchange  has  had  a  system 
in  place  called  ASX  World  Link,  which  is  intended  to  let  Australian 
and  U  S  investors  trade  selected  stocks  on  each  other's  stock  mar- 
kets in  their  own  currency.  So  far  it's  a  one-way  deal:  Australians 
can  invest  in  America,  but  the  Securities  &  Exchange  Commis- 
sion has  not  signed  off  on  the  reverse. 

What  about  funds?  There  isn't  an  actively  managed  U.S.  mu- 
tual fund  that  invests  solely  in  Australia,  but  there  is  an  exchange- 
traded  fixed  basket  of  Aussie  stocks,  the  Ishares  Morgan  Stanley 
( .apital  Index  Australia  Index  f  und  from  Barclays  Global  Investors. 
This  has  returned  an  average  1 1%  a  year  over  the  past  five  years. 
A  0.6%  expense  ratio  is  a  modest  drag  on  performance. 

The  RTF's  top  ten  holdings,  accounting  for  50%  of  the  portfo- 
lio, include  Australia's  leading  natural  resources,  banking,  retailing 
and  media  companies — such  as  BHP  Billiton,  National  Australia 
Bank  and  Wbolworths.  All  can  be  bought  individually  via  ADRs. 

HI  tP  Billiton,  the  world's  largest  mining  company,  along  with 
Australia's  second  largest  oil  company,  Woodside  Petroleum,  have 
between  them  58%  of  the  concession  to  drill  on  the  North  West 
Shell,  the  largest  oil-and-gas  project  in  the  country,  says  Emilio 
( ion/ale/, chiel  investment  ofticei  ai  Perpetual  Investments  in  Syd 
ney.  Chevron,  Shell  and  BP  also  have  stakes  in  the  project. 

Much  of  the  output  will  be  exported  to  Japan,  and  the 
outgoing  U.S.  energy  secretary,  Spencer  Abraham,  has  said  that 
the  U.S.  will  need  to  increase  its  LNG  imports  tenfold  in  the  next 
six  years.  BUI'  Billiton  and  Woodside  (through  a  partnership  with 
Crystal  Energy)  are  investing  nearly  $1  billion  between  them  to 
build  separate  terminals  in  California  to  attack  the  American  mar- 
ket. One  possible  result:  The  U.S.  could  become  Australia's  largest 
export  market  for  LNG. 

BHP  Billiton,  with  $23  billion  in  revenues,  is  up  30%  for  the 
year  and  has  a  price-to-earnings  ratio  of  20.  Not  cheap,  but  Peter 


Down  Under 


Australia  isn't  screamingly  c  heap  but  does  offer  investors  a  way  to  participate 
in  the  Asian  boom. 


COMPANY/BUSINESS 

RECENT 

52-WEEK 
HIGH 

BHP  BILLITON1  mi 

$21.76 

$22.09 

$67.8 

20 

MACQUARIE  BANK/hankmg 

3086 

31.88 

6.8 

17 

NATIONAL  AUSTRALIA  BANK'  inking 

107.35 

122.90 

33.3 

13 

RIOTINTOVmining 

114.40 

118.35 

38.4 

18 

WESTFIELD  GROUP/real  estate 

11.76 

11.82 

19.8 

NM 

WMC  RESOURCESVminmg 

20.68 

21.50 

5.9 

10 

WOODSIDE  PETROLEUM/oil  and  gas 

14.13 

14.93 

9.4 

13 

All  figures  in  U.S.  dollars.  Prices  as  of  Nov.  II  'Traded  as  American  Depositary  Re 
Source:  Worldscopc  via  FactSet  Research  Systems. 

:eipts.  NM:  Not  meaningful 

Wilmshurst,  a  research  analyst  with  Franklin  Templeton's  global 
equity  group  in  Melbourne,  believes  the  share  price  will  continue- 
to  rise  because  of  the  company's  new  embrace  of  profitability. 
"They've  slowed  an  engineering  (tendency]  to  increase  capacity 
without  significant  regard  to  returns,"  he  says.  Higher  commod- 
ity prices  help,  too,  of  course. 

Australia's  mineral  wealth  doesn't  end  with  oil  and  gas.  WMC 
Resources,  formerly  Western  Mining,  is  working  the  Olympic  Dam 
area,  a  remote  site  in  South  Australia  that  boasts  a  third  of  global 
uranium  deposits.  The  company  also  has  copper  and  nickel  oper- 
ations. WMC  shares  are  up  49%  for  the  year  and  are  now  selling  at 
$21 — ten  times  trailing  earnings.  An  unaccepted  bid  from  X-strata, 
another  mining  concern,  has  sent  the  shares  up  36%  in  the  last  few 
weeks.  Note  one  reason  for  the  low  valuation:  past  safety  prob- 
lems concerning  the  uranium.  Still,  analysts  believe  management 
has  got  operations  under  control. 

Investors  willing  to  shoulder  the  additional  costs  of  buying  a 
non-ADR  stock  should  consider  Macquarie  Bank,  an  investment 
bank  with  an  active  business  in  large  capital  projects  that  come 
with  long-term  maintenance  contracts.  In  Australia  toll  roads  are 
often  privately  owned.  Macquarie  has  honed  its  expertise  there 
and  now  has  management  contracts  in  Spain,  Canada  and  South 
Korea.  In  April  it  spent  $238  million  to  buy  Dallas-based  Execu- 
tive Air  Support,  which  provides  flight  services  and  jet  fuel  at  ten 
airports  around  the  U.S.,  including  Chicago's  Midway.  Perpet- 
ual's  Conzalez  cautions  that  Macquarie's  debt  is  high.  It  trades  at 
17  times  trailing  earnings. 

Another  investment  that  takes  work  is  in  Australia's  real  es- 
tate boom.  Property  companies  compose  8%  of  the  market. 
Analysts  caution  that,  as  in  the  U.S.,  property  prices  can  only  go 
on  rising  for  so  long,  but  those  with  the  stomach  for  it  should 
look  at  listed  property  trusts,  a  REIT-like  security.  LPTs  such  as 
Principal  America  and  ProLogis  own  and  manage  commercial 
property  in  both  Australia  and  the  U.S.  LPTs,  especially  those 
with  U.S.  exposure,  have  averaged 
higher  returns  than  the  overall  mar- 
ket— 12.3%  a  year  over  ten  years  ver- 
sus 7.4%  for  the  market — but  their 
currency  risk  is  also  somewhat  higher. 
If  you  want  to  avoid  CP  Is,  Westfield 
Croup,  a  manager  and  builder  of 
shopping  malls,  is  a  solid  choice. 

Templeton's  Wilmshurst  suggests 
looking  to  Australia's  banks.  A  con- 
trarian play  he  favors:  National  Aus- 
tralia Bank  ($310  billion  in  assets), 
whose  shares  are  down  3%  for  the 
year.  It  recently  brought  in  new  man- 
agement following  problems  at  its 
foreign-currency  trading  desk  and  in 
its  mortgage  business.  Despite  a  re- 
cent spike  in  its  share  price,  NAB  still 
sells  at  13  times  trailing  earnings.  F' 
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MULTICULTURAL 
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MICH  COMPANIES  OFFER  THE  BEST  OPPORTUNITIES  FOR  DIVERSITY-OWNED  BUSINESSES? 


Each  year,  DiversityBusiness.com, 
a  leading  multicultural  business 
resource  portal  that  links  large 
organizational  buyers  and 
multicultural  business  owners, 
otters  minority-  and  women-owned 
businesses  and  small-business 
owners  the  chance  to  vote  for  the 
companies  they  believe  provide 
the  best  support  to  the  diversity 
business  community.  The  winning 
companies  make  the  Div50,  a 
listing  of  the  top  50  corporate 
and  organizational  buyers  of 
products  and  services  from 
businesses  owned  by  women, 
African-Americans,  Hispanics, 
Asians,  Native  Americans  and 
other  minority  groups. 


"The  Div50  award  is  the  most  prestigious  honor  a 
corporation  can  achieve,"  says  Kenton  Clarke, 
founder  and  chief  executive  officer  of  Computer 
Consulting  Associates  International  Inc.  (CCAii.com) 
of  Southport,  Conn.,  one  of  the  country's  most 
successful  African-American-owned  computer 
consulting  and  diversity  specialist  firms,  which  pro- 
duces DiversityBusiness.com.  "Nearly  all  other 
awards  are  produced  by  organizations  where  the 
winners  are  typically  members  or  are  major  contrib- 
utors. The  Div50  list  is  totally  independent." 

Although  effective  supplier  diversity  programs 
vary  from  organization  to  organization,  Clarke  says 
that  there  are  some  best  practices  that  Div50 
companies  typically  follow  that  distinguish  them 
from  less-successful  programs.  Among  these  are: 

•  A  written  supplier  diversity  policy  that  commits  the 
organization  to  multicultural  procurement  practices 
and  establishes  a  system  of  accountability 

•  A  supplier  diversity  policy  that  is  visibly  supported  at 
the  CEO  level  with  clear  senior  management  buy-in 

•  Clearly  established  supplier  diversity  goals  at  every 
level  of  the  organization 
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America's  Top 
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Multicultural  Business 
Opportunities 
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•  Written  procedures  that  specify  actions 
employees  must  take  to  ensure  inclusion 
diverse  suppliers 

•  Company-wide  responsibility  for  the  progra 
which  is  not  limited  to  the  purchasing  staff 

•  A  genuine  belief  that  supplier  diversity  is  not  a  go 
deed,  but  good  business. 
"Diversity-owned  businesses  contribute  on 

$1 .4  trillion  in  sales  to  the  economy,"  Clarke  sa* 
"It  is  no  longer  just  'the  right  thing'  to  do  busing 
with  diversity  suppliers.  Because  of  recent  econor 
and  demographic  trends  and  changes,  ma 
corporations  are  realizing  that  having  a  diver 
supplier  list  positively  impacts  their  business." 

PROGRESS  ENERGY 
A  GROWING  COMMITMENT 
TO  SUPPLIER  DIVERSITY 

Progress  Energy  is  a  company  with  a  w«l 
deserved  reputation  for  providing  opportuniti 
to  minority-owned,  women-owned  and  srr 
businesses.  Ask  Tim  Catlett,  founder 
Progressive  Business  Solutions,  a  Raleigh,  N.C 
based  company,  which  got  its  first  order  frc 
Progress  Energy  in  1990.  Although  that  ore 
totaled  just  $300,  Catlett  says  his  company 
now  doing  "close  to  $1  million  in  business"  ann 
ally  with  Progress  Energy,  providing  bill  forms  ai 
document  storage. 

"A  lot  of  people  mistakenly  think  that  minorr 
and  women-owned  suppliers  cost  us  mone 
says  Thomas  Stith,  Progress  Energy's  manac 
of  supplier  diversity  and  business  developmei 
"But  minority  firms  often  compete  at  a  high 
level  than  their  counterparts."  By  bringing  pote 
tial  new  suppliers  to  the  table,  he  says,  Progre 
Energy  has  actually  increased  competition,  lo 
ered  costs,  produced  better  service  and  boost' 
the  local  economy. 

It  is  this  relentless  pursuit  of  excellence  tl" 
has  earned  Progress  Energy  "Corporation  of  t 
Year"  Awards  from  both  the  Florida  Minor 
Supplier  Development  Council  and  its  sisl 
organization  in  the  Carolinas.  Progress  Ener 
was  created  in  December  2000  following  t 
completion  of  Carolina  Power  and  Lig 
Company's  (CP&L)  acquisition  of  Flori« 
Progress.  Based  in  Raleigh,  N.C,  Progre 
Energy  is  a  Fortune  250  diversified  energy  cor 


Our  Supplier  Diversity  Program  supports 
minority-  and  women-owned  companies  by 
providing  access  to  business  opportunities. 


MEET  THE  FACE  OF  PROGRESS  ENERGY. 


At  Progress  Energy  we  recognize  that 
excellence  is  best  achieved  by  embracing 
and  drawing  from  the  diverse  backgrounds 
of  our  employees  and  customers. 


Why  is  diversity  so  important  to  us?  Because 
at  Progress  Energy,  diversity  is  about  more 
than  race,  gender  or  age  —  it's  about  the 
blending  of  unique  knowledge,  individual  inter- 
pretation, singular  experiences  and  personal 
points  of  view.  Diversity  shapes  our  thinking, 
making  us  flexible  and  open  to  new  ideas.  The 
relentless  pursuit  of  excellence.  It's  what 
we're  all  about,  progress-energy.com 

!£  Progress  Energy 

People.  Performance.  Excellence. 


92004  Progress  Energy  Carolinas.  Inc.  and  Progress  Energy  Florida,  Inc. 
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pany  with  more  than  24,000  megawatts  of  generation  capacity, 
$9  billion  in  annual  revenues  and  approximately  2.9  million 
customers  in  North  Carolina,  South  Carolina  and  Florida. 

Progress  Energy  launched  its  supplier  diversity  program 
eight  years  ago  and  expanded  the  program  in  2003  to  reach 
into  all  corners  of  the  company,  including  nontraditional 
areas.  These  efforts  helped  the  company  increase  its  diversi- 
ty spending  by  23%,  exceeding  its  2003  goal.  So  far  this  year, 
9.6%  of  all  purchases  other  than  fuel  have  been  from  minori- 
ty- and  women-owned  firms,  putting  Progress  Energy  well 
ahead  of  its  stated  annual  goal. 

Progress  Energy's  Supplier  Diversity  &  Business  Development 
program  advances  and  increases  the  utilization  of  certified  minori- 
ty- and  women-owned  businesses  through  the  purchase  of  prod- 
ucts and  services  during  the  procurement  process. 
The  company's  process  for  enhancing  the  program 
includes  identifying,  evaluating  and  encouraging 
participation  by  certified  minority-  and 
women-owned  businesses  in  the  bidding 
process,  and  supporting  diversity  efforts 
through  outreach  activities. 

Progress  Energy's  supplier  diver- 
sity team  was  involved  in  the  selec- 
tion of  several  diversity  contractors 
to  participate  in  the  development 
of  Two  Progress  Plaza,  the  compa- 
ny's mixed-use  building  project  in 
downtown  Raleigh.  Many  MWBE 
contractor  services  have  been  ren- 
dered, including  hauling  materials, 
grading  the  site,  creating  engineering 
designs  and  installing  the  structure's 
concrete  framework.  One  of  the  contrac- 
tors on  the  project  was  Barbara  H.  Mulkey 
Engineering,   a  civil  engineering  consulting 
firm  with  offices  in  Raleigh,  Charlotte  and  Cary,  N.C., 
and  Columbia,  S.C.,  and  a  Certified  Women's  Business 
Enterprise  with  the  Women's  Business  Enterprise  National 
Council.  The  company  provided  schematic  site  design, 
land  surveying,  construction  drawings,  utility  coordination  and 
construction  administration. 

"Embracing  diversity  in  the  communities  we  serve  is  a  part 
of  the  Progress  Energy  culture  and  is  vital  to  our  continued 
business  success,"  says  Peter  Scott,  president  and  chief 
executive  officer  of  Progress  Energy  Service  Company. 
"We're  proud  of  the  achievements  accomplished  by  our 
Supplier  Diversity  &  Business  Development  program  and  all  of 
our  business  units.  And  we'll  continue  to  strengthen  our  sup- 
plier diversity  efforts  -  it's  just  good  business." 


Diversity-owned 

businesses 
contribute  over 
$1.4  trillion 
in  sales  to  the 
economy. 


BELLSOUTH  BUILDS  THE 
BUSINESS  CASE  FOR  DIVERSITY 

One  of  the  true  tests  of  a  committed  supplier  divers 
program  is  how  well  it  performs  in  lean  economic  times,  n 
just  periods  of  growth.  By  that  measure,  BellSouth  emerg* 
from  the  2000-2003  telecommunications  downturn 
the  most  severe  and  protracted  the  industry  had  ever  expe 
enced  —  as  a  true  champion.  Although  shrinking  revenu 
and  cost  reduction  drove  the  company's  overall  procureme 
spending  down  by  nearly  half,  the  amount  it  spent  wi 
MWDVBEs  (Minority-,  Woman-  and  Disabled  Veteran-own* 
Business  Enterprises)  actually  increased.  Between  20( 
and  2003,  BellSouth  spent  over  $2  billion  with  MWDVE 
suppliers,  who  saw  their  "market  share"  of  the  compans 
procurement  budget  increase  by  82%,  a  compour 
annual  growth  rate  of  22%. 

BellSouth's  commitment  to  supplier  diver: 
ty  is  driven  from  the  top  by  its  Chairm; 
and  CEO,  Duane  Ackerman.  Ackerm; 
appointed  a  team  of  business  ui 
executives  to  BellSouth's  Suppli 
Diversity   Advisory   Council  ar 
charged  them  to  raise  awareness 
supplier  diversity  across  the  cor 
pany  and  promote  new  busine; 
opportunities  for  diversity  supplier 
"Prosperous  communities  he 
fuel  the  growth  of  the  nation  ar 
the  growth  of  our  business,"  sa' 
Ackerman.  "Entrepreneurship  is  or 
key  avenue  to  greater  prosperity,  as 
enriches  local  communities  through  jc 
creation,  training  and  investment.  Whe 
we  expand  our  business  with  minority-  ar 
woman-owned  firms,  we  benefit  not  just  the 
and  their  communities,  but  ourselves  as  well.  This  is 
long-term  partnership  that  we  believe  in  and  will  continue 
build  upon." 

"BellSouth's  success  depends  on  fully  engaging  the  divers 
talents  and  perspectives  of  all  who  impact  our  business 
employees,  customers,  the  communities  we  serve  and,  n| 
the  least,  suppliers,"  says  Valencia  Adams,  BellSouth's  chi 
diversity  officer.  "At  BellSouth,  supplier  diversity  is  an  integr 
part  of  our  strategic  approach  to  inclusion,  and  we  ha\ 
processes  in  place  to  ensure  that  we  have  the  right  polic 
framework  to  allow  it  to  flourish." 

"Diversity  suppliers  bring  value  to  BellSouth  in  nearly  eve 
category  of  purchasing,"  says  Tim  Houghton,  BellSouth  vie 
president  and  chief  procurement  executive.  "In  2003  alon 


This  might  just  be  a  future... 


Whether  the  idea  began  in  childhood  or  after  retirement,  start- 
ing and  running  your  own  business  can  be  challenging.  Taking 
risks,  working  long  hours  and  getting  help  from  friends  and 
family  are  just  the  first  steps  along  the  road  to  success.  At 
BellSouth,  we  understand  these  challenges. 

Through  our  Supplier  Diversity  Program  and  our  commitment 
to  supporting  businesses  owned  by  minorities,  women  and 
disabled  veterans,  we  are  helping  lifelong  dreams  become  a 
reality.  After  all,  it  takes  hard  work,  skill  and  partnerships  with 
other  businesses  in  the  community  to  turn  "exploration  through 
paint"  into  a  successful  business  venture. 


BELLSOUTH 

Listening.  Answering." 

bellsouth.com 


©2003  BellSouth  Corporation.  All  trademarks  contained  herein  are  the  property  of  BellSouth  Intellectual  Property  Corporation. 
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our  business  with  MWDVBEs  rose  to  $541  million,  a  gain    BUILDING  DIVERSITY  INTO  THE 
of  26%  over  2002.  MWDVBEs'  market  share  climbed    SUPPLY  CHAIN  AT  THE  HOME  DEPOT 

even  faster  —  up  39%.  BellSouth  also  surpassed  a  five-year  In  recent  years,  executives  at  The  Home  Depot  took  a  hard  look 
milestone  goal  from  the  1999  SUPERCOMM  Challenge  their  customer  base  and  emerging  demographic  trends  an 
to  place  10%  of  our  total  procurement  spending  with  diversi-  decided  the  world's  largest  home  improvement  specialty  retail* 
ty  suppliers.  Our  progress  underscores  both  the  genuine  and  the  second -largest  retailer  in  the  U.S.  needed  a  more  divers 
value  that  our  MWDVBE  suppliers  continue  to  deliver  and  base  of  suppliers  that  better  reflected  the  emerging  marketplace 
the  strength  of  BellSouth's  commitment  to  sustaining  and  The  result  is  a  bold,  new  supplier  diversity  program  that  aims  1 
growing  these  important  relationships."  bring  more  qualified  minority-owned,  women-owned  and  sm; 

BellSouth  is  also  strongly  committed  to  supplier  develop-    businesses  into  the  fold, 
ment.  According  to  Chris  Tsai,  executive  director,  Supply       "Our  customer  base  is  becoming  more  diverse  all  the  time,  ar 
Chain  Policy  &  Planning,  "BellSouth  supports  MWDVBEs    that  presents  many  great  opportunities,"  says  K.  Michelle  Sour 
through  mentoring,  executive  education  grants  and  work-    Johnson,  The  Home  Depot's  director  of  supplier  diversity.  "For  exan 
shops  in  relevant  business  topics."  pie,  if  you  look  at  the  power  of  women  in  buying  decisions,  partic 

BellSouth's  record  in  supplier  diversity  is  widely  recognized  ularly  as  they  relate  to  the  home,  you'll  find  that  women  have  infh 
and  respected  throughout  its  operating  region,  as  evidenced  ence  over  70%  of  purchases.  Or,  if  you  look  at  the  buying  patterr 
by  numerous  2004  honors  from  affiliate  councils  of  the  and  customer  loyalty  factors  within  minority  groups,  you'll  disco 
National  Minority  Supplier  Development  Council  (NMSDC):  er  that  home  improvement  offers  some  amazing  opportunities  1 
Corporation  of  the  Year  in  Florida,  Alabama  and  Mississippi;  create  customers  who  will  be  with  us  for  years  to  come." 
Executive  of  the  Year  in  Georgia,  Alabama  and  Mississippi;  The  Home  Depot  formalized  its  supplier  diversity  program  aboi 
and  the  prestigious  Crystal  Award  in  Georgia.  18  months  ago  and  launched  several  new  initiatives  to  embe 

Deberah  Stone,  corporate  supplier  diversity  manager,  was    diversity  into  the  purchasing  process, 
recently  honored  by  the  NMSDC  as  its  national  MBE       "We  have  more  than  300  individuals  who  procure  an  array 
Coordinator  of  the  Year.  She  praises  BellSouth's  company-wide    products  and  services,  both  for  resale  and  non-resale,"  sa^ 
support  of  supplier  diversity,  noting,  "The  combination  of  strong    Johnson,  "so  we  are  working  with  each  of  them,  not  only 
corporate  leadership  and  integration  with  key  business  objec-    promote  the  value  of  diverse  suppliers,  but  also  to  understar 
tives  is  the  foundation  for  sustainable  progress."  their  needs  so  we  can  match  them  with  the  right  suppliers.  An 

For  BellSouth,  it's  all  a  matter  of  good,  smart  business.  it's  not  just  in  traditional  areas.  When  our  treasurer,  for  exan 

pie,  needed  new  investment  firms,  she  came  to 
and  we  helped  her  secure  qualified  diverse  firms." 

One  of  the  largest  investments  Home  Depot  he 
made  in  its  supplier  diversity  program,  Johnson  note 
is  a  state-of-the-art  information  system  that  allows  qua 
ified  prospective  suppliers  to  apply  for  contracts  direc 
ly  at  the  company's  Web  site  (www.homedepot.cor 
supplierdiversity)  and  to  know  that  within  72  hour 
information  will  be  forwarded  to  the  appropriate  buy 
for  review.  Buyers  have  60  days  to  respond  to  all  ape 
cations  from  prospective  diverse  suppliers  or  a  repc 
goes  to  their  area  vice  president. 

"In  talking  to  suppliers,  we  discovered  that  the 
biggest  challenge  was  knowing  who  to  conta 
within  a  corporation  in  order  to  receive  a  time 
response,"  Johnson  says.  "By  building  in  a  syste 
of  accountability,  we  have  jumped  ahead  of  mai 
other  diversity  programs." 

The  Home  Depot  also  has  an  extensive  outreac 
program  that  goes  well  beyond  simply  attendir 
trade  shows  and  minority  fairs.  For  example,  tl 


A/e  salute  the  diversity  that  makes  our  supplier  partners 
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company  is  involved  in  an  advanced  executive  training  program 
run  by  the  Tuck  School  of  Business  at  Dartmouth  College  and 
the  Women's  Business  Enterprise  National  Council.  The  Home 
Depot  is  not  only  a  cosponsor  of  the  event  but  pays  the  tuition 
for  several  of  its  own  suppliers.  The  company  has  a  similar 
arrangement  for  minorities  with  the  Kellogg  School  of 
Management  at  Northwestern  University  and  the  National 
Minority  Supplier  Development  Council. 

"We  have  made  tremendous  strides  in  a  relatively  short  period  of 
time,"  Johnson  says.  "Companies  with  much  older  programs  are 
now  benchmarking  us.  I  think  that's  because  we,  as  a  company,  at 
the  highest  levels,  committed  the  resources  we  needed  to  make 
diversity  a  part  of  every  buyer's  job,  and  then  built  a  responsive 
information  system  and  accountability  into  the  program." 


USPS  PLANS  FOR  WORLD-CLASS 
SUPPLIER  DIVERSITY  PROGRAM 

The  U.S.  Postal  Service  (USPS)  is  a  gov- 
ernment agency,  but  it  is  also  an  independ- 
ent establishment  of  the  executive  branch 
of  the  U.S.  government,  mandated 
by  law  to  provide  universal  service 
and  operate  like  a  business.  While 
it  is  exempt  from  many  of  the  laws 
that  normally  apply  to  government 
contracting,  supplier  diversity  is  a 
fundamental  element  of  the  USPS 
corporate  strategy  to  remain  compet- 
itive and  profitable  in  the  marketplace. 

"We  rely  heavily  on  our  small,  minori- 
ty-owned and  woman-owned  suppliers," 
says  John  E.  Potter,  chief  executive  officer 
and  postmaster  general.  "These  companies 
are  agile,  responsive  and  effective  and  make  up 
the  majority  of  firms  in  the  U.S.  Collectively,  they 
drive  growth  in  the  American  economy,  and  many  use  the 
Postal  Service  as  their  carrier  of  choice." 

Over  the  past  five  years,  contract  commitments  to  minority- 
owned  businesses  averaged  4%  of  total  purchases,  or  $1 .6  billion, 
while  6%,  or  $2.5  billion,  went  to  women-owned  businesses  and 
42.9%,  or  $17.8  billion,  went  to  small  businesses.  Purchases  are 
grouped  into  three  major  commodity  areas:  facilities;  supplies, 
services  and  mail  equipment;  and  transportation. 

Modeled  after  private-sector  programs,  the  USPS  Supplier 
Diversity  Corporate  Plan  aims  to  strengthen  the  organization's  sup- 
plier base  by  identifying  strong  suppliers,  helping  them  develop  and 
providing  them  the  opportunity  to  compete  for  USPS  contracts. 

"Under  our  new  supply  chain  management  philosophy,  we  are 
focusing  more  on  contract  administration,  particularly  in  the  area  of 


subcontracting,  because  we  believe  that  there  are  significa 
savings  to  be  had  in  that  area,"  says  Janice  Williams-Hopkin 
supplier  diversity  program  manager.  "We  are  also  doing  mo 
supplier  development,  which  we  believe  will  allow  more  of  c 
second-tier  small,  minority-owned  and  women-owned  supplie 
to  grow  into  first-tier  suppliers." 

One  success  story  in  that  area  is  M&A  Technology,  a  mine 
ity-owned  small  business  located  in  Carrollton,  Tex.,  that  se 
computer  systems  and  a  wide  range  of  networking  produc 
and  services  to  education,  government  and  corporate  clierr 
For  several  years,  the  company  was  a  second-tier  supplier 
computer  hardware  to  the  USPS  through  a  mutual  busine 
partner,  Siemens  Dematic.  In  2002,  the  USPS  awarded  M^ 
a  competitive  contract  for  a  much  larger  contract,  whi< 
moved  it  into  the  first-tier  of  suppliers.  The  compa 
came  through,  and  this  March,  following 
detailed  collaborative  proposal  and  requir 
ments  analysis  by  the  USPS  and  Mfl 
teams,  it  landed  its  second  first-t 
contract  valued  at  $25.8  million. 
Williams-Hopkins  points  to  other  k 
elements  of  the  plan  that  have  en< 
gized  the  process.  Training  a 
development  is  especially  import 
because  USPS  has  roughly  1,0 
contracting     professionals  an 
approximately  40,000  credit  ca 
buyers  purchasing  everything  tl 
organization  needs  for  its  daily  oper 
tions.  Just  as  important  is  a  built 
system  of  accountability;  all  employe 
who  generate  a  requirement,  approve 
purchase,  commit  postal  funds,  identify 
select  suppliers,  or  manage  a  supplier  relatic 
ship  must  meet  the  supplier  diversity  objectives 
all  contracts  and  purchases  as  outlined  in  the  plan. 
"Our  goal  is  to  make  the  Postal  Service  a  world-class  leac 
in  supplier  diversity,"  says  Keith  Strange,  USPS  vice  president 
supply  management.  "Our  corporate  plan  provides  a  clear  ps 
for  reaching  that  goal." 

TOP  MANAGEMENT  DRIVES  RAYTHEON'S 
SUPPLIER  DIVERSITY  PROGRAM 

For  diversity  programs  to  work,  experts  agree  that  they  must  ha 
the  enthusiastic  support  of  senior  management.  Few  have  be 
more  supportive  than  Raytheon  Company's  Chairman  and  CE 
William  H.  Swanson,  who  in  October  received  a  Diversity  Be 
Practices  CEO  Leadership  Award  at  the  Diversity  and  Worn 
Leadership  Summit  &  Gala  in  Washington,  D.C.  Loui 


Major 
corporations 
realize  that  having 
a  diverse  supplier 
list  positively 
impacts  their 

\ business. 


/ 
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Fransesconi,  president  of  Raytheon  Missile  Systems,  also  received 
an  award  at  the  summit  for  her  achievements  as  a  diversity  leader. 

"We  look  for  strategic  relationships  in  which  our  supplier  part- 
ners will  have  the  opportunity  to  grow  with  us,"  says  Swanson, 
Raytheon's  first  executive  diversity  champion,  who  has  led  the 
$1 8.1  billion  company's  diversity  efforts.  "We  become  a  better  and 
more  competitive  company  by  being  inclusive  and  leveraging  the 
diversity  of  our  supplier  base." 


A  DIVERSITY  OF  GREAT  TECHNOLOGY  AND  SOLUTIONS 
STARTS  WITH  A  DIVERSITY  OF  GREAT  PEOPLE. 


*  U 


Raytheon's  supplier  diversity  program  is  part  of  the  compan 
strategic  plan,  with  emphasis  on  training  buyers  to  integrate  div 
sity  suppliers  into  their  programs  and  preparing  diversity  supplii 
to  meet  the  company's  needs  and  requirements.  To  build  t 
network,  Raytheon  participates  in  mentor-protege  programs  a 
other  sourcing  projects  where  the  right  suppliers  can  be  identifi 
and  trained. 

"For  our  supplier  diversity  program  to  work,  we  need  a  re;; 

population  of  suppliers  that  understand 
needs  and  are  prepared  to  meet 
requirements,"  says  Benita  Fortner,  direc 
of  Raytheon's  Supplier  Diversity  Progra 
"There  are  no  quick  fixes.  This  is  a  long-te 
process,  which  is  why  Raytheon  is  work 
to  fully  integrate  supplier  diversity  into 
aspects  of  its  operations." 

One  important  key  to  success,  Forti 
says,  is  accountability.  Buyers  are  assigr 
goals  and  are  afforded  incentives.  Ea 
Raytheon  business  has  supplier  divers 
procurement  goals.  With  a  procurer™ 
budget  of  more  than  $5  billion,  1 
company  expects  to  spend  close 
$2  billion  with  small  businesses.  And  wit 
that,  the  minority  supplier  target  is  clc 
to  $300  million. 
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At  Raytheon,  an  inclusive  culture  is  one  of  the  things  we  believe  gives  us 
a  competitive  advantage.  By  recognizing  the  uniqueness  of  individuals, 
empowering  employees,  and  truly  valuing  their  input,  our  company 
consistently  performs  beyond  all  expectations.  It's  a  philosophy  we'll 
always  embrace.  It's  right  for  people,  and  it's  right  for  business.  To  learn 
more  about  opportunities  with  Raytheon,  visit  www.rayjobs.com 


We're  proud  to  feature  Raytheon  employees  in  our  ads. 
To  join  them  in  a  rewarding  career,  visit  www.rayjobs.con 


Raytheon 

Customer  Success  Is  Our  Mission 


BellSouth 

www.  bellsouth.  com 

Progress  Energy 

www.  progress-energy,  com 

Raytheon  Company 

www.  raytheon.  com 

The  Home  Depot 

www.  homedepot.  com 

The  United  States  Postal  Servi 

www.  usps.  com/purchasing 

www.  diversitybusiness.  com 


©  2004  Raytheon  Company  All  rights  reserved  Raytheon  is  an  equal  opportunity,  affirmative  anion  employer 
and  welcomes  a  wide  diversity.of  applicants.  U.S.  citizenship  and  security  clearance  may  be  required. 
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Stocks  &  Bond: 


Big  Bets 


In  this  year's  Love  Only  One  stock-picking  contest,  our 

Wall  Street  pros  make  calls  on  Agilent,  AMD,  General  Motors 

and  14  more  stocks,    by  Andrew  t.  gillies 


EVERY  AUTUMN  WE  HAVE  17  EQUITY  EXPERTS— SOME 
bulls,  some  bears — test  their  mettle  against  the  S&P  500. 
They  get  one  pick  and  1 2  months  to  either  beat  or  lag  the 
index.  Those  who  succeed  stay  in  the  contest  for  the  next 
round.  Only  a  handful  of  the  experts  from  our  recendy 
concluded  contest  have  reason  to  brag.  On  average  the  five  shorts 
^skidded  past  the  market's  8%  rise  since  October  2003  with  a  55% 
Sgain.  Bearish  pick  Research  in  Motion,  which  rose  300%,  did  most 
||  of  the  damage. 

Nor  did  the  bulls  deliver.  Their  12  picks  collectively  finished 
Sin  the  black  but  still  fell  shy  of  the  S&P  500's  advance  by  three 
[{percentage  points. 

The  best  among  the  bears  was  Clarion  Group's  Morton 
JCohen.  Last  year  he  warned  of  trouble  at  Bradley  Pharmaceuti- 
cals, which  fell  38%.  For  2005  he  puts  the  finger  on  Travelzoo,  an 
lonline  aggregator  of  travel  deals.  It's  an  easy  business  to  get  into, 
itCohen  says.  He  thinks  that  Travel- 
zoo faces  threats  from  upstarts 
■  )elow  and  giants  like  Yahoo  above. 
And  the  stock  doesn't  look  cheap 
it  90  times  projected  2005  profits. 

The  bulls'  ace  last  year:  Sarah 
<etterer,  chief  executive  at  Cause- 
vay  Capital  Management.  Her 
hoice,  Aventis,  closed  the  contest  up 
62%,  thanks  to  a  takeover  bid  from 
:rench  pharmaceutical  firm  Sanofi- 
Synthelabo.  Now  Ketterer  likes 
ranking  and  insurance  concern  ING 
jroup,  applauding  the  Dutch  com- 
pany's financial  health,  its  willing- 
jiess  to  ditch  lagging  business  units 
nd  its  push  into  new  locales.  The 
jtock  yields  4.6%  and  has  a  price- 
jo-book  ratio  of  1.7,  modest  relative 
p  rivals. 

Behind  Ketterer  was  Joseph 
ck,  president  and  portfolio  man- 
ger at  New  York's  Capital  Manage- 
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ment  Associates,  with  a  25%  gain  on  freight  outfit  CNF.  A  value 
guy,  Zock  nonetheless  takes  a  2005  flier  on  chipmaker  Advanced 
Micro  Devices;  it  trades  at  1 .2  times  sales  and  65%  below  a  five 
year  high. 

The  picks  of  Richard  E.  Cripps,  chief  market  strategist  at  Legg 
Mason,  have  been  good  enough  to  return  him  to  our  contest  for 
five  consecutive  years.  Cripps  hopes  to  keep  his  hot  streak  alive 
with  a  chip  shot  of  his  own:  Intel.  "High  quality  and  out  of  favor," 
he  tells  us.  Fair  enough.  The  stock's  present  multiples  of  book 
value,  earnings  and  sales  all  fall  below  their  five-year  averages. 

Seven  new  bulls  signed  up  for  the  2005  contest.  Stephen  Auth 
serves  as  chief  investment  officer  for  global  equity  at  Federated 
Investors,  which  manages  $26  billion  in  stocks.  He  enters  the  com- 
petition with  drug  distributor  McKesson.  Profitability  worries  have 
hurt  the  stock,  but  Auth  finds  those  fears  exaggerated. 

As  the  chief  investment  officer  for  Columbus,  Ohio's  Hunt- 
ington Bank,  B.  Randolph  Bateman 
sets  the  direction  for  $10  billion  in 
assets.  He  offers  Cerner,  which 
develops  software  to  deliver  infor- 
mation and  reduce  paperwork  in 
health  care.  Bateman  thinks  the 
company's  projected  23%  annual- 
ized long-term  earnings  growth 
makes  the  stock  worth  its  steep  28 
trailing  P/E. 

Proprietor  of  his  eponymous 
fund  shop  in  Chicago,  Richard 
Driehaus  was  the  best-performing 
bull  in  the  contest  that  concluded  in 
2003.  He  declined  our  return  invi- 
tation last  year,  but  that  invitation 
was  an  open  one.  Driehaus  rejoins 
the  Love  Only  One  ranks  with  a  bet 
on  51  job  of  Shanghai.  Driehaus  sus- 
pects that  this  online  employment 
and  recruiting  service,  which 
debuted  on  the  Nasdaq  market  in 
late  September,  will  benefit  from  a 
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Three  of  the  "2! 


Three  funds  on  Kiplinger's  "25  Best". ..the  most  of  any  fund  company: 

Figures  as  of  9/30/04.  1Year  5Year  10 Year 

Equity  Income  Fund  18.89%  5.96%  11.99% 

Invests  in  the  common  stocks  of  established  companies  that  are  expected  to  pay  above-average  dividends. 

International  Discovery  Fund1       25.95%  8.52%  9.29% 

Invests  in  the  stocks  of  rapidly  growing,  small  to  medium-sized  companies  outside  the  U.S. 

Growth  Stock  Fund  10.96%  1.62%  10.91% 

Invests  in  well-established  companies  believed  to  be  poised  for  long-term  growth,  mainly  in  the  U.S. 

Mutual  funds  are  subject  to  market  risk,  and  results  may  be  negative  for  more  recent  periods. 
International  investing  carries  special  risks,  including  currency  fluctuations.  Current  perfor- 
mance may  be  higher  or  lower  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or 
loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or 
visit  our  Web  site. 

Call  to  request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks, 
fees,  expenses,  and  other  information  that  you  should  read  and  consider  carefully  before 
investing.  '  The  fund  charges  a  2%  redemption  fee  on  shares  held  less  than  12  months.  The 
performance  information  shown  does  not  reflect  the  deduction  of  the  redemption  fee;  if  it 
did,  the  performance  would  be  lower. 

While  Kiplinger's  selected  these  three  funds  among  its  "25  best  funds','  the  funds  are  not 
necessarily  the  best-performing  funds  in  their  category. 


100%  NO  LOAD 


best  funds" 


Kiplinger's,  May  2004 


One  more  reason  to  choose  T.  Rowe  Price. 

Kiplinger's  Personal  Finance,  one  of  the  largest  and  best-known  personal  finance  magazines, 
selects  its  "25  best"  based  on  low  fees,  fund  manager  experience,  company  integrity,  and 
consistent,  long-term  performance.  AtT.  Rowe  Price,  we  are  proud  to  have  three  funds  on  that 
list,  more  than  any  other  fund  company:  our  Equity  Income  Fund,  International  Discovery  Fund, 
and  Growth  Stock  Fund.  But  whether  you  invest  in  one  of  these  funds  or  choose  from  over  90 
other  no-load  funds  we  offer,  you  can  feel  confident  knowing  we  apply  the  same  disciplined 
investment  strategy  to  every  fund  we  manage. 

Our  Investment  Guidance  Specialists  can  help  you  select  the  fund  that's  right  for  your  goals  and 
tolerance  for  risk.  We  can  even  help  you  open  an  account  right  over  the  phone. 


TROWEPRICE.COM/MUTUALFUNDS 


1-800-34  1-079  1 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


*  Kiplinger's  chose  funds  based  on  long-term  performance  (as  of  March  1, 2004)  versus  peers,  manager  experience,  volatility  and  losses  in  down  markets,  low  expenses,  and  assets. 
Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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Stocks  &  Bonds 


A  Portfolio  of  One 

S  Nine  Love  Only  One  alums  and  eight  newbies  fry  to  beat  the  S&P  500  Index  in  the 

year  ahead.  Four  contestants 

go  international  this  year,  with  stoc  k  pic  ks  from  Brazil,  China,  Luxembourg  and  the 

Netherlands. 

K|f  f 

YEAR 
IN 

S 

RECENT 

BUZZ 

If  NAME/AFFILIATION 

CONTE 

ST       STOCK  PRICE 

STEPHtN  AUTH/Federated  Investors 

1 

McKesson  $26.66 

healthy  sales  growth  expected 

B.  RANDOLPH  BATEMAN/Huntington  Bank 

1 

Cerner  45.15 

promising  health  software  biz 

JACK  CAFFREY/JPMorgan  Private  Bank 

1 

Agilent  Technologies  25.06 

terrific  market  position 

RICHARD  E.  CRIPPS/Legg  Mason 

6 

Intel  22.26 

cheap  relative  to  history 

MAUREEN  CULLINANE/Evcrgrecn  Funds 

1 

Deckers  Outdoor  37.86 

widening  product  line,  distribution 

RICHARD  DRIEHAUS/Dnehaus  Capital  Management 

2 

51job  26.90 

the  Monster.com  of  China 

SARAH  KETTERER/Causeway  Capital  Management 

2 

ING  Group  26.63 

a  steal  at  eight  times  2005  est.  EPS 

ELISA  MAZEN/Oppenheimer  Capital 

2 

Arcelor  18.90 

Brazil  operations  will  hike  profits 

KEVIN  MCCLINTOCK/Babson  Capital 

2 

Garmin  50.00 

higher-margin  GPS  technology  coming 

CHRISTOPHER  SMART/Pioneer  Investments 

1 

Companhia  Brasileira  de  Distribuicao  23.80 

Brazil  economy  play,  good  management 

MITCHEL  ZACKS/Zacks  Investment  Management 

2 

Marsh  &  McLennan                  27  66 

sweet  yield,  will  survive  scandal 

JOSEPH  ZOCK/Capital  Management  Associates 

3 

Advanced  Micro  Devices  16.82 

beaten  down,  great  technology 

■  SHORT-SELLERS 

MICHAEL  BURKE/lnvestors  Intelligence 

1 

General  Dynamics  102.12 

P/E  too  rich,  insiders  exiting 

1  MORTON  COHEN/Clarion  Group 

2 

Travelzoo                            69  25 

pricey,  sensitive  to  economy 

1  CHIP  HANLON/Euro  Pacific  Capital 

1 

Annaly  Mortgage  Management  17.98 

shaky  profits,  rate-hike  danger 

STEPHEN  LEEB/Lceb  Capital  Management 

1 

General  Motors                      38  55 

weak  products,  rate-hike  danger 

HARINDRA  DE  SILVA/Analytic  Investors 

2 

Cinergy  39.52 

regulatory  brawl  taking  toll 

|    Prices  as  of  Oct.  29,  Participants  or  their  firms  may  hold  positions  in  these  stocks.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

Not  Much  to  Write  Home  About 

Despite  winners  among  both  bulls  and  bears,  the  Love  Only  One  class  of  2004 
on  the  whole  couldn't  beat  its  S&P  500  benchmark.  Better  luck  next  year. 


NAME/AFFILIATION 

STOCK                    PRICE  CHANGE1 

0.  THOMAS  BARRY/Bjurman,  Barry  &  Associates 

Eresearch  Technology 

-43% 

RICHARD  E.  CRIPPS/Legg  Mason 

Bank  of  America 

18 

JEAN-MARIE  EVEILLARD  /First  Eagle  Funds 

Liberty  Media 

7 

OWEN  FITZPATRICK/Deutsche  Bank 

Viacom 

-8 

SARAH  KETTERER/Causeway  Capital  Management 

Aventis 

62 

YANG  LIE/TL    Avenue  Management 

Cross  Country  Healthcare 

6 

JEFF  LINDSEY/State  Street  Research 

InterActivecorp 

-41 

ELISA  MAZEN/Oppenheimer  Capital 

Dassault  Systemes 

20 

KEVIN  MCCLINTOCK/Babson  Capital 

Alexander  &  Baldwin 

18 

JASON  TRENNERT/lnternational  Strategy  &  Investment 

Pfizer 

-8 

THYRA  ZERHUSEN/ABN  Amro  Mid  Cap  Fund 

Pearson 

5 

JOSEPH  ZOCK/Capital  Management  Associates 

CNF 

25 

tightening  Chinese  labor  market. 

Another  international  favorite 
Companhia  Brasileira  de  Distribuica 
comes  from  Christopher  Smart,  wh 
heads  international  portfolios  fc 
Boston's  Pioneer  Investments.  He  sa> 
the  food  and  consumer  goods  retailer 
poised  to  benefit  from  Brazil's  impro 
ing  economy. 

A  successful  bear,  Mitchel  Zacks  c 
Zacks  Investment  Management,  chang< 
stripes  and  returns  as  a  bull.  He  sees  a 
opportunity  in  Marsh  &  McLennan 
beaten-up  shares,  now  yielding  4.5%  an 
selling  for  1 1  times  estimated  2005  pro 
its.  "That  said,"  Zacks  warns,  "I  considi 
it  a  high-risk  stock." 

The  first  of  our  three  new  stoc 
cynics  is  Michael  Burke,  editor  of  tr 
Industry  Group  Insider  Analysis 
Investors  Intelligence,  a  research  outt 
focusing  on  technical  indicators.  Jr 
sees  a  short  sale  in  General  Dynamic 
The  stock  peaked  recently  near  a  fiv 
year  high,  and  insiders  have  bed 
dumping  their  holdings. 


o  R  B  E 
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2004 


oal.  It's  another  to  successfully  get  there. 


space  is  boundless,  and  Northrop  Grumman  is  helping  America  maintain  its  advantage  in 


this  critical  domain.  We  have  a  history  of  outstanding  performance,  with  technologies 


that  fully  exploit  both  the  military  and  civil  potential  of  space.  And  we've  solved  some  of 


•the  most  challenging  problems  that  space  has  to  offer.  Northrop  Grumman  has  engineered 
many  revolutionary  systems,  from  the  lunar  module  to  a  long  line  of  environmental, 


reconnaissance  and*  defense  satellites,  and  now  the  James  Webb  Space  Telescope  and 


Prometheus  I.  From  force  enhancement  and  application  to  space  control  and  support,  Northrop 


Grumman  is  designing  the  tools  with  which  humanity  will  finally  and  truly  reach  the  stars. 


www.northropgrumman.com 

©2004  Northrop  Grumman  Corporation 


NORTHROP  GRUMMAN 


Defining  the  future' 
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The  REIT  Choice 

There's  real  estate  and  there's  real  estate.  We  help  you  select 
REITs  by  sector — offices,  malls,  apartments  and  so  on. 

BY  BRENDAN  COFFEY  AND  KURT  BADENHAUSEN 


REAL  ESTATE  INVESTMENT  TRUSTS  COME  IN  MANY 
flavors.  While  REITs  broadly  track  the  economy,  the  var- 
ious real  estate  sectors  respond  to  different  stimuli.  Of- 
fice REITs,  the  most  numerous  kind,  are  prey  to  the  eco- 
nomic vicissitudes  of  the  cities  where  they  own 
property.  The  fortunes  of  health  care  REITs  are  linked  to  Medicare 
reimbursement  rates. 

Here,  by  category,  we  have  assembled  a  list  of  REITs  that  are 
among  the  best  over  the  past  five  years  at  increasing  earnings — 
in  REITland,  called  "adjusted  funds  from  operations."  Roughly 
speaking,  AFFO  is  net  income  plus  depreciation,  minus  upkeep 
costs,  according  to  REIT  analysts  Green  Street  Advisors. 


Our  select  REITs  also  are  cheaper  than  their  category  peers 
The  P/E  you  should  be  looking  at  in  this  kind  of  stock  is  noi 
price  divided  by  earnings  but  price  divided  by  AFFO. 

This  is  the  first  time  FORBES  has  rated  REITs  sector  by  sector 
We  also  publish  an  annual  survey  that  compares  REIT  prices  tc 
two  measures  of  intrinsic  value,  and  we'll  repeat  that  exercise  ir 
the  Feb.  28, 2005  edition. 

If  you  are  just  now  coming  to  the  REIT  party,  you  hav< 
missed  the  best  years.  Since  late  1999  stock  prices  have  climbed! 
on  average,  74%.  But,  despite  the  run-up,  REITs  can  be  found 
that  are  reasonably  priced.  They  offer  better  yields  than  indus 
trial  stocks  and  better  inflation  protection  than  bonds. 
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Like  other  stocks,  REITs  had  a  blistering  2003,  when  they 
clocked  an  average  36%  total  return  (price  appreciation  plus 
dividends).  REITs  took  a  step  back  in  April  as  yield-loving 
investors  dumped  them,  expecting  spiraling  interest  rates.  When 
this  didn't  happen,  REITs  bounced  back  with  a  mighty  third 
quarter.  They  are  up  26%  thus  far  this  year,  dividends  included, 
versus  8%  for  the  S&P  500  and  5%  for  the  Nasdaq  Composite. 

REITs'  strong  showing  comes  despite  the  fact  that  they  were 
excluded  from  last  year's  cut  in  tax  rates  on  dividends.  But  don't 
let  the  tax  treatment  stop  you  from  investing.  You  can  always  put 
REIT  shares  in  your  401  (k)  or  IRA. 

Here's  our  take  on  which  REIT  sectors  are  promising  and 
which  companies  stand  out  from  their  peers. 

Apartments.  The  low  mortgage  rates  mean  that  more  people 
have  opted  to  buy  their  residences  than  rent.  That's  been  good 


Category  Killers 

The  past  isn't  always  prologue,  but  a  good  track  record  indicates 
management  savvy  and  strong  properties.  For  each  REIT  sector  we  culled 
leading  trusts  in  terms  of  adjusted  funds  from  operations  growth  (the  REIT 
equivalent  of  earnings)  and  affordability,  as  seen  by  a  low  price/ AFFO. 


msm 

SECTOR 

REIT 

PRICE 

DIVIDEND 
YIELD 

PRICE/ 
2004 
AFFO1 

5-YEAR 
AFFO 
GROWTH2 

Apartments 

UNITED  DOMINION 

$23.09 

5.1% 

20 

1.3% 

Diversified 

WASHINGTON  REIT 

34.43 

4.6 

19 

5.8 

Health  care 

HEALTH  CARE  PROPERTY 

27.97 

6.0 

16 

1.5 

Offices 

BOSTON  PROPERTIES 

62.05 

4.2 

20 

5.3 

Self-stcrage 

PURLIC  STORAGE 

56.99 

3.2 

21 

2.6 

Shopping  malls 

SIMON  PROPERTY 

62.08 

4.2 

18 

7.2 

Strip  malls 

DEVELOPERS  DIVERSIFIED 

43.66 

4.7 

17 

6.6 

Trailer  parks 

SUN  COMMUNITIES 

40.01 

6.1 

14 

2.1 

Prices  as  of  Nov.  15.  'Measure  of  profit:  Adjusted  funds  from  operations  comprises  net  income  plus  depreciation,  less 
nonrecurring  items  and  maintenance-level  capital  spending.  ^Annualized.  Sources:  Green  Street  Advisors;  Reuters 
Fundamentals  via  FactSet  Research  Systems. 


for  home-builder  stocks  but  has  held  back  apartment  REITs  rel- 
ative to  other  realty  trusts.  In  2003  they  were  last  among  REITs, 
with  a  25%  total  return.  This  year  apartment  total  returns  of 
29%  put  them  in  the  middle  of  the  REIT  pack. 

The  hope  for  apartments  is  that  climbing  mortgage  rates  will 
curb  home  sales  and  push  hordes  of  people  back  into  rentals.  An- 
other plus:  President  Bush  just  signed  into  law  a  new  accelerated  de- 
preciation for  landlords,  letting  them  speed  writeoffs  for  apartment 
improvements  from  39  years  to  15.  That  won't  help  your  taxes  if  the 
REIT  is  in  your  IRA,  but  it  will  help  firm  prices  for  the  buildings. 

A  leader  in  apartments,  United  Dominion,  has  increased  its 
dividend  for  28  straight  years.  Acquisition-minded  United,  with 
80,000  mostly  midmarket  units,  has  a  sizable  presence  in 
Florida,  California  and  metro  Washington,  D.C.  Its  AFFO 
growth,  meager  at  just  ually,  should  pick  up  a  bit. 

Offices.  Lukewarm  jo  h  means  fewer  new  jobs  and 


less  demand  for  office  rentals,  maybe  for  as  long  as  the  next  18 
months,  says  Merrill  Lynch  analyst  Steven  Sakwa.  If  that  bearish 
take  turns  out  to  be  wrong,  then  the  relatively  laggard  18%  total 
return  this  year  will  prove  unjustified.  The  champ  is  Mortimer 
Zuckerman's  Boston  Properties,  which  owns  trophy  skyscrapers 
in  big  cities,  such  as  the  Prudential  Center  in  Boston  and  the 
Embarcadero  Center  in  San  Francisco.  Boston  Properties  has 
done  better  than  its  peers,  with  5.3%  AFFO  growth  annually  over 
the  past  five  years. 

Self-storage.  Lacking  the  glitz  of  skyscrapers,  storage  stocks 
often  get  overlooked.  Trailing  until  now,  they  are  great  plays  in 
an  improving  economy.  Don't  view  them  as  real  estate  plays,  but 
as  a  fast-food  business,  says  Citigroup  Smith  Barney  analystl 
Jonathan  Litt;  the  more  discretionary  income  people  have,  tht 
more  they  spend  on  storage.  Nationally  the  average  rent  barely 
budged  from  1999  through  2003. 

A  longtime  investor  favorite  ha; 
been  Public  Storage,  blessed  with  high 
occupancy  rates  and  the  ability  to  raise 
rates.  In  this  fragmented  industry 
consolidation  is  afoot,  and  Public 
surely  makes  an  ideal  acquirer. 

Shopping  malls.  With  retail  sale; 
and  consumer  confidence  gaining 
mall  owners  should  also  feel  confi- 
dent. They  garner  both  store  rental' 
and  a  slice  of  store  sales  proceeds 
This  year,  at  39%  total  return,  mal 
REITs  perform  the  best. 

Owner  of  300  malls  in  39  states 
Simon  Property  Croup  has  a  high-enc 
orientation  with  anchors  such  as  Nord- 
strom and  Neiman  Marcus  and  stake: 
in  Italian  and  eastern  European  malls 
where  it  believes  there's  a  lack  of  gooc 
retail  outlets.  This  year  in  the  U.SI 
'  Simon  has  been  able  to  boost  rents  4% 
Diversified.  These  invest  in  a  variety  of  properties,  meaning 
they  have  had  a  decent  26%  total  return  year  to  date.  The  stand 
out  here  is  Washington  REIT,  with  a  hand  in  everything  fron 
offices  (at  46%,  its  largest  holding)  to  apartments  (15%).  True  t< 
its  name,  this  trust  sticks  to  the  Washington  area,  the  fastest 
growing  region  for  two  decades.  One  of  its  buildings  house 
offices  of  the  International  Monetary  Fund  and  the  World  Bank 
Trailer  parks.  Bringing  up  the  rear  among  REITs  is  this  low-enc 
housing  sector,  posting  just  a  2.7%  total  return  in  2004.  A  wave  o 
loan  delinquencies  has  flooded  the  market  with  cheap  mobiL 
homes.  Still,  with  8%  of  the  U.S.  population  living  in  manufac- 
tured housing,  the  picture  is  starting  to  improve  as  employmen 
increases.  Even  Warren  Buffett  has  stakes  in  trailer  parks  now. 

Sun  Communities  is  a  large  presence  in  this  business.  Florid 
hurricanes  crimped  results  for  the  September  quarter,  but  th 
outlook  is  bright  long-term  for  the  REIT's  1 10  sites.  I 
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The  Deferral  Trap 

Do  you  really  want  all  your  liquid  assets  in  your  401(k)  and 
IRA?  Are  you  sure  how  it  will  be  taxed  years  hence? 

BY  JANET  NOVACK 

WHILE  WORKING  FOR  THE  INTERNAL  REVENUE  remaining  $12,880  for  tuition.  Oops. 
Service  in  the  1990s  John  J.  McGovern  Jr.         The  U.S.  Tax  Court  ruled  last  year  that  McGovern  owed  a  10°/» 

poured  all  his  savings  into  the  feds'  ver-  ($1,288)  early  withdrawal  penalty  in  addition  to  normal  tax,  be 

sion  of  a  401  (k).  As  a  newly  minted  CPA  he  cause  he  hadn't  moved  all  the  money  into  an  IRA  first.  Congress 

understood  the  value  of  contributing  pre-  in  its  wisdom,  has  decided  that  the  penalty  for  withdrawals  be 

tax  money  and  letting  it  grow  tax  deferred.  When  he  quit  to  fore  age  59  V2  should  be  waived  when  a  regular  IRA,  but  not ; 

attend  Villanova  law  school,  he  rolled  $15,000  of  his  federal  40l(k),  is  tapped  for  tuition. 

balance  into  an  Individual  Retirement  Account  and  used  the         Now  33  and  building  his  own  Scranton,  Pa.  tax  law  practice 
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i  life  were  this  predictable,  you  wouldn't  need  to  prepare. 

3ut  since  you  do,  why  not  have  a  company  with  153  years  of  financial 
itrength  and  a  new  business  dedicated  entirely  to  helping  you  make 
rour  retirement  income  last  a  lifetime?  For  more  information  about 
innuities,  retirement,  and  income  products,  call  1-866-9-PREPARE  or  go 
o  massmutual.com/suds.  Because  washing  your  car  more  often  might 
jpot  be  enough.  You  can't  predict.  You  can  prepare.9 

Retirement  Services/401  (k)  Plans  •  Life  Insurance  •  Disability  Income  Insurance  •  Long  Term  Care  Insurance  •  Annuities  •  Trust  Services  *  Income  Products  •  Investments 

Iarefully  consider  a  fund's  investment  objectives,  risks,  charges^  expenses  before  investing.  Ask  your  advisor  fora  prospectus  coritaii  ling  this  &  other 
formation.  Read  it  carefully  before  investing.  ©2004  Massachusetts  Mutual  Lite  Insurance  Co.  (MassMutual),  Springfield,  MA  01 1 1 1 .  Securities  products  an'oservices  offered  through  MML  Investors 
irvices,  Inc.,  a  MassMutual  subsidiary,  member  SIPC,  and  OppenheimerFunds  Distributor,  Inc.  OppenheimerFunds,  Inc.,  is  an  affiliate  of  MassMutual.  Trust  Services  offered  through  The  MassMutual  Trust  Co..  FSB.  Insurance  ,  «jg5 
cxlucts  are  issued  by  Massachusetts  Mutual  Life  Insurance  Company  and  Its  affiliated  insurance  companies.  Payment  of  lifetime  income  is  contingent  upon  the  cia:ms  paying  ability  of  the  issuing  company  or  companies 


MassMutual 


^  iviassivi 

II  FINANCIAL 


GROUP® 


OppenheimerFunds 

The  Right  Way  to  Invest 
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McGovern  draws  two  lessons  from  his  embarrassing  goof:  1 )  "You 
don't  want  to  touch  money  in  a  retirement  account,  because  it's 
more  trouble  than  it's  worth";  and  2)  "You're  better  off  having 
another  pot  of  money,  too,  that  isn't  deferred."  These  days  he  takes 
a  more  calculated  approach  to  deferral.  His  wife,  Michele,  con- 
tributes to  a  40l(k)  to  capture  her  employer's  match.  But  consid- 
ering the  2001  and  2003  tax  cuts  and  his  own  situation — three 
young  kids  and  a  new  solo  practice — McGovern  might  not  fund 
a  retirement  plan  himself  this  year.  He  figures  his  marginal  tax 
rate  now  is  lowe  r  than  it  will  be  in  the  future. 

It  sounds  like  heresy  to  workers  who  have  been  unremittingly 
lectured  for  the  past  two  decades  to  save  more  in  their  IRAs  and 

Tax  policy  is  volatile.  Diversify 
among  account  types  to 
manage  your  tax  policy  risk. 

401  (k)s,  but  the  truth  is  that  there  is  such  a  thing  as  too  much  tax 
deferral. 

In  2005  a  two-job  couple,  both  50  or  older,  can  together  put  as 
much  as  $36,000  in  pretax  salary  into  their  401  (k)s;  a  younger 
couple  can  sock  $28,000  away.  A  self-employed  taxpayer  can  shel- 
ter even  more — up  to  $42,000  in  a  one-person  401  (k)  or  other 
defined  contribution  plan,  plus  an  extra  $4,000  if  the  saver  is  50  or 
older.  (Some  business  owners  put  many  times  that  amount  into 
specially  designed  defined  benefit  plans.)  Over  time  most  families 
could  end  up  with  nearly  all  their  financial  assets  in  tax-deferred 
accounts. 

All  that  deferral  works  wonders  if  you  or  your  heirs  withdraw 
money  decades  hence  at  the  same  or  a  lower  rate  than  you  would 
have  originally  paid.  But  federal  taxes  on  salary  and  other  ordinary 
income  are  comparatively  low  now.  The  top  marginal  rate  is  just 
35%;  only  5%  of  tax  filers  pay  a  rate  above  25%,  and  79%  of  fam- 
ilies pay  at  15%  or  less.  Considering  the  current  budget  deficits 
and  the  coming  bulge  of  retirees  who  will  run  up  Medicare  and  So- 
cial Security  costs,  it  seems  likely  taxes  will  climb. 

Even  more  striking:  Dividends  and  long-term  capital  gains  are 
now  taxed  at  a  top  federal  rate  of  just  15%,  the  lowest  for  gains 
since  1933  and  for  dividends  since  1916.  Yet  every  penny  you  even- 
tually take  from  a  pretax  401  (k)  or  a  deductible  IRA  is  taxed  at  the 
much  higher  ordinary  income  rate. 

Three  years  ago  Boston  University  economics  professor  Lau- 
rence J.  Kotlikoff  and  two  colleagues  did  some  controversial  cal- 
culations showing  that  couples  earning  $50,000  stood  to  raise  their 
lifetime  tax  burden  by  contributing  to  401  (k)s,  in  part  because  of 
the  way  Social  Security  is  taxed.  At  that  point  401  (k)s  were  still  a 
boon  to  the  better  off.  Now,  Kotlikoff  says:  "Given  how  low  the 
rates  are  on  capital  gains,  even  people  with  $100,000  in  income 
might  do  better  saving  outside  a  40l(k)."  The  professor  himself 
wishes  he  had  more  nonretirement  cash  available  to  fund  his  busi- 
ness selling  the  ESPlanner  life  cycle  financial  planning  software. 


"People  become  very  illiquid,"  he  grumbles.  And  then  the  penal- 
ties get  them. 

Consider  a  thirtysomething  couple  taxed  at  the  25%  marginal 
rate.  (For  2005  it  will  cover  taxable  income,  after  all  exemptions, 
deductions  and  deferrals,  of  up  to  $1 19,950,  CCH  Inc.  projects.) 
They  have  a  spare  $  1 0,000  in  pretax  income  they  want  to  invest  in 
stocks.  They  can  add  it  to  their  401  (k)s  or  put  $7,500  posttax  in  a 
taxable  brokerage  account.  Assume  stocks  return  7%  a  year,  divi- 
dends continue  to  be  taxed  at  1 5%  and  the  effective  tax  rate  on  ac- 
cruing capital  gains  in  a  taxable  account  works  out  to  7.5%. 

Should  this  couple  take  the  money  out  after  ten  years  to  start 
a  business  and  get  hit  with  a  10%  penalty  on  top  of  their  25% 
rate,  they'll  end  up  with  7.5%  less  than  if  they'd 
invested  in  a  taxable  account  and  paid  Uncle  Sam 
each  year,  calculations  based  on  the  work  of  MIT 
economics  professor  James  Poterba  show.  If  they 
prosper  and  withdraw  money  after  30  years  at  a 
35%  rate,  they'll  simply  break  even  by  using  the 
pretax  account. 
Deferral  looks  better  for  a  couple  already  paying  the  top  35% 
rate,  which  kicks  in  at  $326,45 1  of  taxable  income  on  a  joint  return 
in  2005,  CCH  says.  If  their  money  can  grow  tax  deferred  for  30 
years,  they'll  be  ahead  16%,  even  after  forgoing  the  benefit  of  the 
lower  capital  gains/dividend  rate.  Deferral  looks  smarter,  too,  il 
either  couple  uses  their  retirement  account  to  hold  taxable  bonds 
interest  from  these  is  still  taxed  at  ordinary  income  rates. 

Of  course,  all  this  assumes  that  the  low  dividend  and  capita 
gains  rate,  now  set  to  expire  at  the  end  of  2008,  is  made  permanent 
and  that  the  highest  tax  rate  of  35%  for  ordinary  income  doesn't 
rise.  President  Bush  has  said  he'll  push  for  some  sort  of  tax  re- 
form during  his  second  term.  What  if  Congress  lowers  incomt 
tax  rates  and  imposes  a  consumption  tax — perhaps  a  nationa 
sales  or  value  added  tax — to  make  up  the  difference?  Depending 
on  the  transition  details,  folks  with  money  in  deferred  account: 
might  do  very  well  or  might  not.  "We're  in  a  more  volatile  tim< 
than  usual  when  it  comes  to  tax  policy  risk,"  Poterba  observes. 

So,  just  as  you  own  different  asset  classes  to  reduce  your  port 
folio's  volatility,  you  should  diversify  among  account  types  to  man 
age  your  tax  risks.  Fund  your  tax-deductible  401  (k)  at  least  up  tc 
the  employer  match,  but  also  invest  in  stocks  through  taxable  ac 
counts  and  grab  any  opportunity  you  have  to  stick  assets  into  ; 
Roth  IRA.  You  put  aftertax  dollars  into  a  Roth.  Then  after  five  year 
and  age  59 '/:,  anything  you  withdraw  is  tax  free.  In  a  pinch,  you  car 
take  back  your  contributions  (but  not  earnings)  without  taxes  o 
penalties.  Early  withdrawals  of  earnings  for  college  or  a  first-tim' 
home  purchase  are  taxed,  but  there's  no  penalty. 

Not  everyone  can  open  a  Roth.  In  2005  couples  with  ad 
justed  gross  income  of  up  to  $150,000  can  contribute  $4,001 
each  to  a  Roth  ($4,500  if  they're  50  or  older).  For  singles  th 
cutoff  for  full  contributions  is  $95,000.  But  beginning  in  200 
employers  can  offer  Roth  401  (k)s  to  workers  at  all  income  lev 
els.  So  start  lobbying  your  boss  now.  Meanwhile,  pay  attentioi 
to  these  other  deferral  traps. 
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Every  day  you  protect  yourself. 


NONTOXIC  PAINT 


Are  you  doing  enough  to 
help  protect  your  heart? 

•  Heart  disease  is  the  leading  cause 
of  death  in  the  United  States. 

•  If  you've  had  a  heart  attack  or 
stroke,  talk  to  your  doctor  about 
how  ZOCOR,  along  with  a  healthy 
diet,  can  help  protect  your  heart. 


The  Heart  Protection  Study  proved 
that  ZOCOR,  along  with  diet, 
significantly  reduced  the  risk  of 
heart  attack  and  stroke  in  people 
with  heart  disease,  who  had  high 
or  even  normal  cholesterol. 


YOUR  RESULTS  MAY  VARY. 

•  Get  your  free  copy  of  Your  Heart 
Matters  at  zocor.com  or  call 
1-800-MERCK-75. 

Important  considerations:  ZOCOR  is  a 
prescription  tablet  and  isn't  right  for 
everyone,  including  women  who  are 
nursing  or  pregnant  or  who  may  become 
pregnant,  and  anyone  with  liver  problems. 
Unexplained  muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious 
side  effect  and  should  be  reported  to 
your  doctor  right  away.  ZOCOR  may 
interact  with  other  medicines  or  certain 
foods,  increasing  your  risk  of  getting 
this  serious  side  effect.  So  tell  your 
doctor  about  any  other  medications  you 
are  taking. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT 
FOR  YOU.  PLEASE  READ  THE  MORE 
DETAILED  INFORMATION  ABOUT  ZOCOR 
IMMEDIATELY  FOLLOWING  THIS  AD. 

ZOCOR 

(SIMVASTATIN) 

IT'S  YOUR  FUTURE.  BE  THERE. 

«m>  MERCK 

©2004  Merck  &  Co.,  Inc.  All  rights  reserved. 
20450788I1II645C1-ZOC-CON 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR. 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIBE  A 
DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  for  many  patients  with  high  cholesterol. 
For  patients  at  higii  risk  of  coronary  heart  disease  (CHD)  because  of  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  of  stroke,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risk  of  death  by  reducing  coro- 
nary death;  reduce  the  risk  of  heart  attack  and  stroke;  and  reduce  the  need  for  revascularization  procedures. 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  not  take  ZOCOR.  Discuss  this  with  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose,  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylated  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repealed 
blood  test  results  indicating  possible  liver  problems.  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 

harm  the  fetus  Women  of  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 

that  they  will  become  pregnant.  II  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 

taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  take  ZOCOR. 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  it 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine.  itraconazole,  ketoconazole.  erythromycin,  clarithromycin,  HIV  protease 
inhibitors,  the  antidepressant  nefazodone,  or  large  guantities  ol  grapefruit  juice  (>1  quart 
daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil  particularly  with  higher  doses  of  ZOCOR. 

•  Other  lipid  lowering  drugs  (other  fibrates  or  >1  g/day  of  niacin)  that  can  cause  myopathy 
when  given  alone. 

•  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  of  simvastatin. 

Because  the  risk  of  muscle  side  effects  is  greater  when  ZOCOR  is  used  with  the  products 

listed  above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor 

determines  the  benefits  are  likely  to  outweigh  the  increased  risks. 

The  dose  of  ZOCOR  should  not  exceed  10  mg  daily  in  patients  receiving  gemfibrozil.  The 

combined  use  of  ZOCOR  and  gemfibrozil  should  be  avoided,  unless  your  doctor  determines 

that  the  benefits  outweigh  the  increased  risks  of  muscle  problems.  Caution  should  be  used 

when  using  ZOCOR  with  other  fibrates  or  niacin  because  these  can  cause  muscle  problems 

when  taken  alone. 

No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with  cyclosporine. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 

avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 

breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscle  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  months  of  therapy  and  if  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
The  risk  of  muscle  breakdown  is  greater  in  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  of  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  of 
some  liver  enzymes.  Patients  who  had  these  increases  usually  nad  no  symptoms.  Elevated  liver  enzymes 
usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapv  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  of  ZOCOR,  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinically  indicated.  Patients  titrated  to  the  80-mg  dose 
should  receive  an  additional  test  at  3  monihs  and  periodically  thereafter  (eg.  semiannually) 

tor  the  first  year  of  treatment.  increase,  your  doctor  should  order  more  frequent 

tests.  II  your  liver  enzyme  levels  remain  unusually  high  youi  doctor  should  discontinue  your  medication. 

Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 

consume.  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol. 

PRECAUTIONS 

Drug  Interactions:  Because  ol  possible !  ,  interactions,  it  is  important  to  tell  your  doctor  what 

other  drugs  you  are  taking,  including  those  c .    ed  without  a  prescription.  You  should  also  tell  other  doctors 


who  are  prescribing  a  new  medicine  for  you  thai  you  are  taking  ZOCOR*  (simvastatin).  ZOCOR  can  interact  i 

the  following: 

•  Itraconazole 

•  Ketoconazole 

•  Erythromycin 

•  Clarithromycin" 

•  HIV  protease  inhibitors 

•  Nefazodone 

•  Cyclosporine 

•  Large  quantities  of  grapefruit  juice  (>1  quart  daily) 

The  risk  of  myopathy  is  also  increased  by  gemfibrozil  and  to  a  lesser  extent  other  fibrates  and  niacin  (nicott 

acid)  (>1  g/day). 

The  risk  of  muscle  breakdown  is  increased  with  other  drugs: 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  of  bi 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time.  Patients  taking  these  media 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored, 

Central  Nervous  System  Toxicity;  Cancer.  Mutations,  Impairment  of  Fertility:  Like  most  presfl 
tion  drugs,  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  for  human  use  Often  11 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosinji 
some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system.  In  studies  of  mice  with  I 
doses  ol  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased.  No  evidence  of  mutation, 
or  damage  to  genetic  material  has  been  seen.  In  1  study  with  ZOCOR,  there  was  decreased  fertility  in  male  i 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 

Safety  in  preqnancv  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR,  t 
have  been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of  childbeai 
age  should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant  If  a  woman  does  bee; 
pregnant  while  taking  ZOCOR.  she  should  stop  taking  the  drug  and  talk  to  her  doctor  at  once.  The  an 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  time! 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  ol 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  takmg  ZOCOR  should  not  breast-feed.  I 
WHEN  ZOCOR  SHOULD  NOT  BE  USED  ) 

Pediatric  Use:  ZOCOR  is  not  recommended  lor  children  or  patients  under  10  years  ol  age. 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  ol  age)  c 
pared  with  younger  patients  (18-30  years  ol  age)  in  1  study.  In  other  studies,  the  cholesterol-lowering  eft 
of  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overall  d' 
ences  in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range.  Of  the  7  o 
of  myopathy/rhabdomyolysis  among  10,269  patients  on  ZOCOR  in  another  study,  4  were  aged  65  or  I 
(at  baseline),  1  of  whom  was  over  75. 

SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well,  however,  like  all  prescription  drugs,  ZOCOR  can  causa 
effects,  and  some  of  them  can  be  serious.  Side  effects  that  do  occur  are  usually  mild  and  short-lived. 
your  doctor  can  weigh  the  risks  versus  the  benefits  of  any  prescription  drug.  In  clinical  studies  with  ZOI 
less  than  1.5%  of  patients  dropped  out  of  the  studies  because  of  side  effects.  In  2  large.  5-year  stu 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pills).  Sort 
the  side  effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below.  This  list  is  not  corn! 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and  to  discuss  any  side  effects  that  q 

Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas.  heartburn,  stomach  pain/cramps,  anoi 
loss  ol  appetite,  nausea,  inflammation  of  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liver, 
rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness,  joint  pain;  muscle  breakdown. 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  m 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  ol  ball 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  of  symptoms  have 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  basi 
allergic-type  reactions,  which  may  rarely  be  fatal.  These  have  included  1  or  more  of  the  following:  a  a 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face.  lips,  tongue,  and/or  throat  with  difd 
swallowing  or  breathing;  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  systerr) 
attack  parts  of  his  or  her  own  body);  severe  muscle  and  blood  vessel  inflammation,  sometimes  including) 
bruises;  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  dotting  probi 
or  abnormal  blood  tests;  inflamed  or  painful  joints;  hives;  fatigue  and  weakness;  sensitivity  to  sunlight, 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  bur 
shedding  of  skin  all  over  the  body,  including  mucous  membranes  such  as  the  lining  of  the  mouth. 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  and  bili 

thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  informatior 
then  discuss  it  with  them. 
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Exotic  investments 

In  November  the  Tax  Court  held  that  an  Atlanta  CPA  who  made 
loans  from  his  accounting  firm's  401  (k)  to  businesses  in  which  he 
held  minority  interests,  including  a  sports-theme  restaurant  and 
a  golf  club,  had  violated  rules  prohibiting  self-dealing  in  retire- 
ment plans.  It  didn't  matter  that  the  loans  were  repaid;  the  IRS  hit 
him  with  hundreds  of  thousands  in  taxes  and  penalties.  The  case 
wasn't  as  odd  as  you  might  think.  As  stock  returns  lag  and  pension 
and  IRA  balances  grow,  more  folks  want  to  invest  their  IRAs  or  re- 
tirement plans  in  real  estate,  businesses  and  exotica. 

Phoenix  CPA  Edward  Zollars  has  a  standard  response:  "You're 
going  to  pay  a  ton  of  attorneys'  fees,  accountants'  fees  and 
everything-else  fees,  and  then  you're  walking  a  tightrope  to  keep 
this  from  violating  the  rules  on  prohibited  transactions."  Even  if 
there's  no  potential  self-dealing  conflict — you're  investing  in  some- 
one's else's  can't-lose  deal — you're  better  off  doing  it  through  a 
taxable  account.  That  way,  your  big  gains  will  be  taxed  at  just  15% 

It  sounds  heretical,  yet  the 
truth  is  there's  such  a  thing 
as  too  much  tax  deferral. 

and,  if  the  venture  bombs,  you  can  at  least  deduct  some  of  your 
{losses  (subject,  of  course,  to  a  whole  set  of  rules).  Keep  enough  in 
i  taxable  accounts  so  you  won't  be  tempted  to  play  games  with  your 
rlRA.  "I  get  uncomfortable  if  clients  don't  have  an  equivalent 
amount  sitting  outside  the  retirement  fund  as  in  it,"  Zollars  says. 


Employer  stock 

fou've  heard  that  when  your  retire  or  leave  a  job,  you  should  roll 
your  401  (k)  or  profit-sharing  plan  into  your  next  company's  plan 
or  into  an  IRA.  Not  always.  Think  about  taking  an  "in-kind" 
distribution  of  any  of  your  ex-employer's  stock  that  is  sitting  in  the 
Man,  particularly  if  it  has  appreciated  a  lot. 

You  will  owe  ordinary  income  taxes  and,  if  you're  under  55 
that's  right,  it's  a  different  age  than  for  IRAs),  an  extra  10%  early 
withdrawal  penalty,  but  only  on  the  value  of  the  stock  when  it 
vent  into  your  account.  Any  appreciation  is  taxed  as  long-term 
.apital  gains,  but  not  until  you  sell  the  stock,  and  it  isn't  subject  to 
he  10%  penalty.  Meanwhile,  you  can  still  roll  over  the  other 
nvestments  in  your  account  into  an  IRA. 

Estate  planning 

"The  people  who  have  the  easiest  estate  planning  have  some  assets 
n  retirement  accounts  and  some  outside  them,"  says  Boston 
awyer  Natalie  B.  Choate,  an  expert  in  the  arcane  and  trap-strewn 
irea  of  inherited  IRAs.  Affluent  couples  usually  have  wills  designed 
o  preserve  the  estate-tax  exemption  (now  $1.5  million)  of  the 
irst  spouse  to  die,  without  leaving  the  survivor  short  of  funds. 
3n  the  death  of  the  first,  the  exemption  amount  goes  into  a  "by- 
>ass"  trust  for  the  kids,  with  the  rest  going  to  the  surviving  spouse. 


The  earnings  and,  if  need  be,  principal  of  the  trust  are  available  to 
the  survivor.  But  at  her  death  what's  in  it  bypasses  her  estate  and 
goes  to  the  kids,  free  of  estate  tax. 

A  traditional  IRA  is  a  rotten  asset  to  put  into  a  bypass  trust. 
You've  wasted  a  third  of  the  exemption — the  third  that  will  even- 
tually go  to  the  tax  man.  But  if  the  IRA  gets  left  outside  a  trust, 
and  after  the  second  spouse  dies  is  part  of  a  taxable  estate,  it  will 
get  whacked  by  both  estate  and  income  taxes.  True,  when  heirs 
make  taxable  withdrawals  from  an  IRA,  they  can  claim  a  deduction 
for  the  estate  tax  that  was  paid  earlier.  But  too  often  their  accoun- 
tants don't  know  they're  entided  to  it.  "I  call  this  America's  for- 
gotten tax  deduction,"  says  lawyer  Choate.  (Worse,  the  deduction 
isn't  allowed  at  all  when  calculating  the  alternative  minimum  tax.) 

Choate  suggests  that  older  couples  with  large  traditional 
IRAs  try  to  convert  some  of  that  money  into  a  Roth  IRA.  You 
pay  tax  immediately  on  the  full  amount  converted,  but  any  fur- 
ther growth  is  tax  free.  And  you  don't  have  to  take  "required 
minimum  distributions"  from  a  Roth  after 
turning  70 '/:,  as  you  do  from  a  traditional  IRA. 
This  works  particularly  well  if  you  can  pay  the 
taxes  on  the  conversion  from  your  taxable 
accounts.  You'll  leave  the  kids  a  smaller  estate, 
but  it  will  be  worth  more  after  tax. 

Unfortunately,  you  can  only  convert  if  your 
income  before  the  conversion  is  $100,000  or  less.  Even  if  you  can't 
convert,  "if  you're  overweighted  in  an  IRA,  you  should  always  be 
looking  for  a  low-tax  way  to  get  the  money  out,"  says  Choate. 
Example:  A  wealthy  retiree  who  normally  pays  at  the  35%  rate 
might  have  so  many  deductions  one  year  that  he's  caught  in  the 
AMT.  That  means  extra  IRA  distributions  may  be  taxed  at  an  AMT 
rate  of  26%  or  28%. 


College  money 

You  can't  take  money  out  of  your  401  (k)  for  your  kids'  tuition,  al- 
though if  your  company  permits  it  you  can  borrow  up  to  half  the 
account's  value,  or  $50,000,  whichever  is  less.  Be  careful:  If  you  leave 
your  job,  you  often  must  repay  the  loan  right  away  or  it  will  count 
as  an  early  distribution  subject  to  tax  and  penalties.  You  can  tap  a 
traditional  IRA  without  penalty  to  pay  college  tuition,  but  will  have 
to  pay  tax  at  ordinary  rates.  Warning:  Money  you  take  to  pay  fresh- 
man tuition  counts  as  income  when  a  school  reassesses  whether 
your  child  is  still  eligible  for  aid  in  his  sophomore  year,  points 
out  Harvard  assistant  professor  of  public  policy  Susan  Dynarski. 
With  a  taxable  account,  you  can  control  the  timing  of  income. 

What  about  saving  in  a  529  state  college  savings  plan?  These  are 
like  special  purpose  Roth  IRAs — contributions  aren't  federally  tax 
deductible  (sometimes  there's  a  state  deduction),  but  money  can 
be  withdrawn  for  college  tax  free.  Before  you  rush  to  contribute, 
however,  make  sure  you  won't  need  the  cash  for  another  purpose. 
Earnings  of  withdrawals  for  noncollege  uses  are  usually  taxed  at 
ordinary  income  rates  and  hit  with  a  10%  penalty.  If  you're  eligi- 
ble, fund  a  Roth  first.  And  watch  out  for  the  high  fees  in  some  529 
plans;  you  could  end  up  giving  your  tax  savings  to  the  broker.  F 
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Trust,  But  Verify 

Here's  how  to  make  sure  the  beneficiaries  of  your  estate  are 
your  kids  and  not  the  lawyers,   by  ashlea  ebeling 

STEPHEN  ASTOR'S  MOTHER,  SADIE,  DIED  IN  1999  LEAV-  brother's  share  to  his  children,  but  has  reserved  part  of  it  to  defend! 
ing  $1.8  million  of  assets,  half  for  Astor  and  his  daugh-  their  lawsuit  against  him.)  "If  I  knew  this  was  how  my  morm 
ter  and  half  for  his  late  brother's  two  children.  So  far,  wanted  to  set  up  her  estate  plan,  I  wouldn't  resent  it,"  Astor  insists., 
he's  received  all  of  $25,000  in  cash  and  the  payment  of  "Parents  who  refuse  to  open  up  and  discuss  estate  planning 
$90,000  in  tuition  bills  for  three  of  his  grandchildren,  with  their  children  are  going  down  the  wrong  road,"  says  Robert 
Yet  his  remaining  share,  all  held  in  a  trust,  is  just  $500,000;  it  was  Whitman,  a  professor  of  trusts  and  estates  law  at  the  University  ofi 
whittled  away  by  his  share  of  $420,000  in  legal  and  accounting  Connecticut.  "You  don't  want  surprises  at  the  end."  Whitman 
fees  and  $490,000  in  estate  taxes.  practices  what  he  teaches;  he  and  his  wife  are  leaving  their  assets 

So  now  Astor,  a  63-year-old  retired  allergist  in  Los  Altos, 
Calif,  is  paying  still  another  lawyer — to  sue  the  Massachusetts 
lawyer  and  accountant  who  handled  Sadie's  estate.  Astor's  suit 
and  a  similar  one  brought  by  his  niece  and  nephew  have  been 
combined  and  scheduled  for  trial  in  January.  The  lawsuits  al- 
lege the  family  was  charged  "unreasonable,  excessive  and  du- 
plicative fees,"  including  $  1 1 2,000  in  a  deferred  trustee  fee  sup- 
posedly incurred  before  Sadie  died  but  billed  to  the  estate  later 
(sec  tabic,  p.  235).  Boston  malpractice  lawyer  Michael  Stone, 
who  represents  the  sued  lawyer,  Joel  Cherwin  of  Wellesley,  de- 
fends his  client's  fees  as  "fair  and  reasonable  in  light  of  the  cir- 
cumstances" and  says  he  expects  Cherwin  to  be  vindicated. 

You  don't  want  anything  like  this  to  happen  to  your 
hard-won  assets.  Here  are  some  guidelines  to  help  your  fam- 
ily avoid  an  inheritance  mess. 

TALK  TO  YOUR  KIDS— AND  PARENTS 

Astor  knew  there  was  to  be  a  trust  but  never  understood  its 
terms,  how  it  would  be  administered  or  the  costs.  "I  was 
asleep  at  the  wheel,"  he  laments.  And  his  mother  was  secre- 
tive. In  her  later  years  she  wasn't  able  to  handle  her  own  af- 
fairs. Yet  the  lawyer  and  accountant  were  "not  forthcoming," 
says  Astor. 

It  turns  out  that  Astor  is  entided  to  only  the  income  of  this 
"generation-skipping"  trust,  and  any  further  payments  to 
him  are  at  the  sole  discretion  of  the  trustee,  Cherwin.  Not 
until  Astor  dies  will  the  trust  finally  be  terminated  and  the 
principal  paid  out  to  his  daughter.  Astor  doesn't  need  the 
cash  now  but  resents  diat  half  the  trust's  yearly  earnings  are 
eaten  up  by  fees.  (Cherwin  has  paid  out  the  bulk  of  the 
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THE  2005  FORD  FIVE  HUNDRED 

AUTOMOTIVE  INNOVATIONS  FOR  THE  ROAD  AHEAD 


HE  2005  FORD  FIVE  HUNDRED,  NEW  FROM  THE  TIRES  UP,  IS  A  TRADITION-BREAKING 
iEDAN  THAT  COMBINES  THE  MOST  ATTRACTIVE  FEATURES  OF  AN  SUV  WITH  A  GENEROUS 
ASSORTMENT  OF  LUXURY-CAR  FEATURES  AT  A  MODERATE  PRICE. 


CAR  WITH  THE  DRIVER 
i TALLY  IN  MIND 

The  Ford  Five  Hundred  breaks  new 
jiund  in  the  large-sedan  segment  by 
fering  consumers  a  choice  between 
frit-wheel  drive  and  optional  all-wheel 
we.  As  recently  as  20  years  ago,  the 
lity  to  specify  all-wheel  drive  on  any 
finstream  sedan  would  have  been 
ihinkable.  The  Five  Hundred  current- 


ly has  the  unique  distinction  of  being 
the  only  vehicle  in  its  class  with  this 
option.  The  base  price  ranges  from 
$22,795  to  $28,495,  depending  on  the 
specific  model. 

The  second  major  innovation  in  the 
Five  Hundred's  arsenal  involves  the 
raised  cabin  design.  One  of  the  features 
most  highly  valued  by  the  millions  of 
SUV  and  minivan  owners  is  the  higher 


seating  position.  Ford,  in  an  unprece- 
dented move,  has  raised  the  seats  in 
the  spacious  new  Five  Hundred  higher 
than  the  level  commonly  found  in  other 
midsize  sedans.  Because  the  driver  sits 
higher  off  the  ground,  the  benefits  of 
this  innovative  thinking  include  easier 
entry  and  exit,  a  more  upright  seating 
position  and  an  excellent  view  of  the 
road  as  you  navigate  traffic. 


YOU  COULD  PAY  TWICE  AS  MUCH 
FOR  AN  ALL-WHEEL  DRIVE  SEDAN. 
IN  FACT,  UNTIL  NOW,  YOU  DID. 

Introducing  the  Ford  Five  Hundred.  It  delivers  more 
of  everything  you  want  in  a  sedan.  Like  room, 
comfort,  driving  control  and  confidence.  Not  to 
mention  AWD  for  a  price  other  full-size  sedans 
can't  touch.*  The  new  Ford  Five  Hundred.  It  elevates 
the  sedan.  Visit  fordvehicles.com. 


Well-equipped  at  $22,795. 


*Ford  Five  Hundred  with  all-wheel  drive  starts  at  $24,495  compared  to  '04-'05  full-size  premium  sedan  average  of  $67,030. 
•2005  Five  Hundred  SE;  as  sho\      >  05  Five  Hundred  Limited  $28,495  MSRP;  taxes,  title  and  license  fees  extra. 


^||§fe  FIVE  HUNDRED 

Built  for  the  road  ahead. 


The  Ford  Five  Hundred  breaks  new  ground  in  the  large-sedan  segment  by  offering 
consumers  a  choice  between  front-wheel  drive  and  optional  all-wheel  drive. 


Ford's  proven  3.0-liter  203-horsepower 
Duratec  30  V-6  engine  powers  the  Five 
Hundred  in  both  its  front-wheel-drive 
and  all-wheel-drive  models.  The  sleek 
new  sedan  uses  two  transmissions  in 
its  powertrain.  In  front-wheel-drive 
models,  the  transmission  is  a  super- 
smooth  six-speed  automatic  with  elec- 
tronically activated  shift  points.  Today's 
automatic  transmissions,  if  you're  won- 
dering, are  so  finely  adjusted  that  only  a 
handful  of  drivers  could  achieve  better 
acceleration  results  using  a  manually 
shifted  transmission. 

A  Constantly  Variable  Transmission 
(CVT)  made  by  ZF  is  the  Five  Hundred's 
other  transmission.  The  CVT  is  standard 
on  all-wheel-drtve  and  some  front- 
wheel-drive  versions.  It  uses  two  vari- 
able-size pulleys  —  one  for  input  from 
the  engine,  the  other  for  output  to  the 
drive  wheels  —  connected  by  a  steel 
link  belt.  Electronic  powertrain  controls, 
including  a  sensor  on  the  electronic 


throttle,  constantly  monitor  the  demand 
for  power,  varying  the  effective  sizes  of 
the  two  pulleys  to  meet  the  driving 
demands  of  the  moment.  When  more 
torque  is  needed  for  acceleration  or 
maintaining  speed  on  steep  hills,  the 
transmission  responds,  unobtrusively 
creating  the  optimum  drive  ratio  from  an 
infinite  number  of  possibilities.  This  in 
turn  allows  the  Duratec  30  engine  to 
operate  at  peak  performance. 

Another  feature  of  the  Five  Hundred's 
all-wheel-drive  models  consists  of 
self-leveling  shock  absorbers  that  sense 
ride  height  and  use  energy  from  the 
vehicle's  motion  to  raise  the  shock  to 
the  desired  ride  level.  This  helps  ensure 
that  if  the  sedan  is  ever  taken  off  pave- 
ment with  a  loaded  trunk,  it  will  main- 
tain optimum  ride  height.  We  might  add 
that  the  Five  Hundred's  cavernous 
trunk,  which  can  hold  eight  full-size  golf 
bags,  is  among  the  industry's  largest. 

Among  the  other  features  the  Five 


Hundred  offers  are  all  the  technology 
components  that  the  industry  and,  mc 
important,  the  consumer,  consider  to 
the  price  of  entry.  These  include  modei 
crashworthiness,  antilock  braking,  avl 
able  traction  control  and  an  excelle 
sound  system.  An  innovative  cross-e 
beam  "SPACE  Architecture™"  under  t 
front  seats  reinforces  the  struck 
between  the  B-pillars,  while  helping 
divert  crash  forces  underneath  the  sei 
and  away  from  passengers.  The  optio 
two-row  Safety  Canopy™  system  w 
rollover  sensor  and  air  curtain  bags  p 
vides  peace  of  mind. 

We  are  well  into  the  21st  centu 
and  Ford  Motor's  development 
useful  and  convenient  technology  a 
customer-pleasing  innovation  gives 
indication  of  slowing.  As  the  F 
Hundred  shows,  the  consumer  v 
continue  to  reap  ever-increasing  bei 
fits  in  performance,  reliability,  saf< 
and  efficiency. 
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What  Price  Advice? 

Here's  a  breakdown  of  some  of  the  disputed 

professional  fee 

s  in  the  Astor  family 

case. 

FEES 

mmsam 

Sadie  Astor  Estate 

$90,000 

1999-2001 

attorney  fees 

52,000 

1999-2001 

accounting  fees 

25,000 

July  7, 2000 

executor  fee 

Sadie  Astor  Trust 

$31,339 

1995-2001 

attorney  fees 

38,960 

1995-2001 

accounting  fees 

112,000 

Dec.  18, 2000 

deferred  trustee  fee 

72,399 

Oct.  31, 2002 

legal  defense  fees 

Sources:  Court  filings. 

0  their  son  in  trust  because  he  has  a  gambling  habit.  The  son  is 
ware  of  their  reasoning  and  says  he  is  okay  with  it.  "Not  all  trust 
>eneficiaries  resent  the  fact  that  they  are  trust  beneficiaries," 
Vhitman  says. 

VATCH  THOSE  LIVING  TRUSTS 

levocable  living  trusts — such  as  the  one  used  by  Sadie  Astor — 
re  widely  promoted  as  a  way  to  save  your  heirs  money,  time  and 
tassles  by  cutting  the  costs  of  "probate."  ( They  do  not  save  taxes.) 
bu  can  put  your  assets  in  a  living  trust  while  you're  alive,  and  at 
our  death  they  pass  to  your  heirs  through  the  trust  and  outside 
he  purview  of  a  probate  judge.  By  contrast,  if  you  don't  have  a  liv- 
ig  trust,  the  distribution  of  your  assets — either  directly  to  heirs  or 
ato  testamentary  trusts  created  by  your  will — is  supervised  by  a 
Tobate  judge,  who  must  approve  the  lawyers'  and  accountants' 
aes.  In  the  Astor  case  such  extra  oversight  might  have  led  to  the 
?es  being  challenged  earlier.  Now  that  Astor  has  filed  suit,  a  judge 
;  involved  anyway.  "Living  trusts  can  go  terribly  wrong,"  warns 
LStor.  "All  the  money  people  might  save  in  probate  can  go  to 

lawyers  instead." 

Before  you  decide  on  whether  to  use  a  living  trust,  check  out 

lite  probate  fees  in  your  state — some  are  reasonable,  some  not.  It 
jan  cost  as  little  as  $3,000  in  lawyers'  fees  and  $1 10  in  court  costs 

1  )  probate  a  $1  million  estate  in  Washington  State.  In  California  it 
l  asts  a  minimum  of  $46,000  for  the  attorney  and  executor;  they  get 
ijt  least  $23,000  each,  regardless  of  how  little  work  they  do.  Court 
psts  run  another  $1,171. 

ICK  YOUR  TRUSTEE  CAREFULLY 

he  reason  you're  setting  up  a  trust  should  influence  your  choice 
f  trustee.  If  you're  creating  a  trust  (as  opposed  to  leaving  assets  to 
eirs  directly)  simply  to  save  estate  taxes,  then  your  beneficiaries 
ifkn  often  serve  as  the  trustees  or  co-trustees  themselves  and  can 
I  lire  professional  help  as  needed.  If,  however,  you're  aiming  to  pro- 


tect  a  beneficiary  from  his  own  spending  habits  or  from  cred- 
itors, then  you're  likely  to  need  an  independent  trustee.  That 
can  be  a  trust  company  or  a  lawyer. 

What  about  a  lawyer  who  both  drafts  a  trust  and  is  named 
to  be  the  sole  trustee?  California  restricts  this  practice  be- 
cause of  potential  abuses,  but  it's  common  elsewhere.  If  you 
want  a  lawyer  to  play  a  dual  role,  protect  your  heirs  by  nam- 
ing a  co-trustee  or  a  "trust  protector."  (A  protector  doesn't 
share  routine  trustee  duties  but  has  the  right  to  petition  a 
court  for  the  trustee's  removal.) 


INCLUDE  A  REMOVAL  CLAUSE 

If  the  beneficiaries  aren't  trustees  themselves,  and  you  don't 
want  to  bother  with  a  co-trustee  or  trust  protector,  then  at 
least  give  your  heirs  a  way  to  change  trustees  with  a  removal 
clause.  Older  trusts,  such  as  Sadie  Astor's,  usually  don't  have 
such  provisions.  But  nine  states  and  the  District  of  Columbia 
have  adopted  the  new  Uniform  Trust  Code,  which  provides 
that,  even  if  the  trust  doesn't  have  a  removal  clause,  a  judge  can 
oust  a  trustee  for  indifference  to  some  or  all  of  the  beneficiaries, 
failure  to  provide  information  to  the  beneficiaries  or  even  "a  com- 
munications breakdown."  In  other  states  you  can  still  ask  a  judge 
to  remove  a  trustee  (Astor  has  asked  that  Cherwin  be  removed), 
but  you  must  show  misconduct.  Even  if  you  don't  want  your  heirs 
to  have  unfettered  access  to  their  inheritances,  you  probably  do 
want  to  give  them  a  way  to  fire  an  incompetent  bank  trust  de- 
partment and  shift  control  to  another  bank  you  specify. 

COMPARISON  SHOP 

If  you're  setting  up  a  trust — or  if  you're  an  heir  serving  as  a  trustee 
or  executor — comparison  shop.  An  heir/executor  doesn't  have  to 
hire  a  particular  lawyer  just  because  he  was  the  one  who  drafted 
the  will  and  kept  it  in  his  office  safe.  Jonathan  Lurie,  a  Los  Ange- 
les trusts  lawyer,  suggests  you  seek  a  lawyer  who  will  work  for  the 
lesser  of  a  percentage  of  the  estate  or  an  hourly  fee;  or  agree  on  a 
fixed  fee.  And  even  if  you,  as  an  heir,  are  stuck  with  the  pricey 
lawyer  your  parent  picked  (because  he's  been  named  the  trustee  or 
executor),  talk  about  fees  before  any  work  is  done.  Let  him  know 
you'll  be  watching,  and  ask  if  an  associate  or  paralegal  can  do  some 
work  at  a  lower  rate.  "I  wouldn't  have  half  of  my  work  if  people  sat 
down  and  talked  these  issues  out  ahead  of  time,"  says  Robert  Gold- 
man, a  Naples,  Fla.  litigator  who  splits  his  time  between  suing  and 
defending  trustees. 

REQUIRE  MEDIATION 

In  some  places,  including  Los  Angeles  and  southern  Florida,  pro- 
bate courts  have  started  requiring  the  parties  in  trust  suits  to  try 
mediation  before  going  to  trial.  In  most  states  you  can  write  a  re- 
quirement for  mediation  and  even  arbitration  into  your  trust. 
(New  York  allows  you  to  require  mediation  but  not  arbitration.) 
Says  Goldman:  "The  idea  is  to  get  the  money  to  the  beneficiaries 
as  quickly  as  possible,  and  my  definition  of  beneficiary  doesn't 
include  the  lawyers."  F 
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Hock  Your  House 

Some  advisers  say  to  pay  off  your  mortgage. 

We  say  leverage  up  and  invest,    by  ira  carnahan 


SUZE  ORMAN,  THE  UBIQUITOUS  PERSONAL  FINANCE 
guru,  advises  her  followers  to  pay  off  their  mortgages 
and  live  debt  free.  "Please — become  mortgage  free 
sooner  rather  than  later,"  she  implores  readers  in 
The  Laws  of  Money.  If  you  struggle  to  pay  your  bills, 
Suze's  advice  is  sound.  But  if  you  are  in  a  high  tax  bracket  and 
your  main  concern  is  investing  for  the  future,  ignore  her.  So  long 
as  you  have  the  self-discipline  to  invest  the  extra  money  you  bor- 
row rather  than  fritter  it  away,  you're  likely  to  come  out  ahead  by 
carrying  a  bigger  mortgage. 

The  reason  is  simple:  the  tax  code.  You  can  deduct  interest  on 
up  to  $1  million  of  mortgage  debt  (for  the  purchase  of  a  principal 
and  a  second  home)  on  your  federal  tax  return.  You  can  also  get  a 
deduction  in  3 1  of  the  4 1  states  with  income  taxes,  including  such 
high-tax  locales  as  New  York  and  California,  according  to  CCH 
Inc.  For  someone  in  the  upper  federal  brackets  living  in  a  high- tax 
state,  this  can  amount  to  a  40%  or  more  government  subsidy  of 
borrowing  costs.  There  are  some  restrictions  and  catches;  for 
example,  it's  best  to  start  out  with  a  big  mortgage  rather  than  add 
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on  debt  later.  But  more  on  the  tax  details  later. 

To  see  how  this  borrow- to- invest  strategy  works, 
consider  a  few  numbers  from  E-Loan,  the  online  mort- 
gage lender.  In  November  E-Loan  was  offering  New 
York  State  residents  a  $1  million,  five-year  adjustable- 
rate  mortgage  with  no  points  and  minimal  costs  at  an 
interest  rate  of  4.9%.  If  you  are  a  New  Yorker  who  pays 
combined  federal  and  state  income  taxes  at  a  40%  rate, 
your  aftertax  interest  cost  is  just  2.9%.  At  the  same 
time  Vanguard's  New  York  Long-Term  Tax-Exempt 
Fund,  with  an  average  duration  of  6.8  years,  offered  a 
yield  to  maturity  of  3.8%.  That's  a  90-basis-point 
spread  that  the  homeowner  can  scoop  up.  On  $1  mil- 
lion of  mortgage  borrowing,  you're  ahead  $9,000 
year,  unless  the  bond  issuers  default  (a  low  risk  bul 
not  a  negligible  one). 

You  could,  instead,  get  a  30-year  fixed  mortgage  foi 
5.9%  (reduced  after  tax  to  3.5%)  and  buy  a  portfolio  o 
30-year  munis  yielding  4.7%,  which  would  give  you  i 
spread  of  120  basis  points.  What  if  interest  rates  fall  anc 
the  bonds  get  called  in  early?  No  problem:  You  just  cash 
out  of  the  fund  and  call  in  the  mortgage  by  prepaying  it. 

Using  tax-subsidized  borrowing  to  invest  in  tax-exemp 
bonds  is  a  straight  tax  arbitrage.  You  may  do  better  still  if  you'n 
willing  to  invest  mortgage  borrowings  in  stocks;  with  thi 
approach  you  are  both  tax  arbitraging  and  shooting  craps. 

Since  1926  the  S&P  500  has  returned  an  average  10.4%  a  yeai 
As  a  harbinger  of  the  future  this  number  must  be  taken  with  a  cer 
tain  caution:  Much  of  the  post- 1926  return  was  from  high  divi 
dends  (averaging  4%),  while  today's  yield  is  only  1.7%,  and  som 
of  the  past  return  was  from  expansion  in  price/earnings  multiples 
an  expansion  that  cannot  be  counted  on  to  continue.  Still,  it  is  no 
unreasonable  to  expect  an  8%  annual  return  from  stocks  over  th 
next  30  years,  or  perhaps  7%  after  taxes.  You  must  be  prepared  t< 
accept  lots  of  uncertainty  in  your  annual  returns  and  some  uncer 
tainty  in  the  long-term  return.  It  is  quite  conceivable  that  stock: 
while  you  hold  them,  will  return  less  than  your  mortgage  costs. 

When  you  borrow  to  invest,  you  must  choose  between  a. 
adjustable  or  a  fixed-rate  mortgage.  You  pay  a  significant  pre 
mium  to  lock  in  a  set  rate  for  30  years  rather  than  the  shorter  loc 


WHERE  WE  COME  FROM, 

NICE  GUYS  FINISH  FIRST. 


Really.  You  see,  we  are  not  your  typical  $300  billion  financial  services 
group.  Not  by  a  long  shot.  With  our  long  nonprofit  heritage,  we  have  spent 
over  85  years  working  off  one  unique  premise -serve  those  who  serve  the 
rest  of  us.  Today,  we  continue  that  mission  by  helping  to  ensure  the 
long-term  financial  well-being  of  people  in  the  academic,  medical  and 
cultural  fields.  You  know,  the  nice  guys.  People  like  nurses,  teachers, 
researchers,  custodians,  musicians  and  millions  more  like  them  whose 
career  choices  inherently  add  value  to  the  greater  good  of  society. 
Because  they  put  the  needs  of  others  first  in  their  lives,  they  will  always 
come  first  in  ours. 

For  more  information  go  to  www.tiaa-cref.org. 


FOR  THE  GREATER  GOOD" 


P  RO  FIT  FROM  A  GLOBAL  PERSPECTIVE 


Attend  THE  World  Money  Event 
for  Investors— Absolutely  FREE! 

The  WORLD 

MONEY^SHOW® 

Uniting  the  Global  Investment  Community 
Orlando,  Florida,  USA 

February  2-5,  2005  •  Gaylord  Palms  Resort 

You  are  invited  to  be  our  guest  at  The  World  Money  Show— 

the  largest  gathering  of  investors,  traders,  experts,  and 
product-and-service  providers  that  the  world  has  ever  seen.  At 
The  World  Money  Show  you  will  join  12,000  like-minded 
investors  who  will  gather  to  gain  insights,  wisdom,  and  advice 
from  over  100  top  US  and  global  investment  experts  and 
to  comparison-shop  300  financial  product-and-service 
providers  from  around  the  world. 

As  world  markets  converge  and  borders  to  capital  and  investing 
become  more  "invisible,"  the  time  is  ripe  for  you  to  focus  on 
global  opportunities.  With  presentations  geared  to  investors  of 
all  experience  levels  and  risk  postures,  The  World  Money 
Show  is  your  best  opportunity  to  hone  your  financial  skills 
AND  broaden  your  investment  horizons. 

The  World  Money  Show  will  feature  over  20  dynamic  panel 
discussions  on  gold,  REITs,  charting,  trading,  forex,  stocks, 
futures,  and  much  more.  Go  to  www.WorldMoneyShow.com 

and  click  on  panels  for  in-depth  descriptions  and  panelists. 


International  Programming  Offers  a 
World  of  Investment  Opportunities 

The  investment  marketplace  has  become  more  globalized  in 
recent  years  and  offers  an  extraordinary  opportunity  to  learn 
how  to  diversify  your  portfolios  using  investment  tools  available 
in  international  markets.  As  an  attendee  of  The  World  Money 
Show  you  will  discover  where  experts  from  around  the  world  are 
placing  their  money  and  what  types  of  investments  they  think 
will  produce  quality  returns  and  provide  the  diversification 
necessary  for  a  balanced  and  protected  portfolio. 
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"HOW  CAN 
A  COUNTRY 
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PRODUCES 
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CHEESES  BE 
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STMicroelectronics 
discovers  that  the 
French  passion  for 
Research  & 
Development 
matches  his  passior 
for  the  food. 
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)u  get  with  an  adjustable.  If  you're  bor- 
>wing  to  invest  in  muni  bonds,  just 
latch  the  mortgage  to  the  maturity  of  the 
Dnds  you  are  buying.  If  you're  investing 
i  stocks,  it  probably  makes  sense  to  pay  a 
'emium  to  lock  in  a  long-term  rate  and 
rotect  yourself  against  getting  whip- 
'wed.  What  if  you  get  an  adjustable  and 
the  end  of  5  years  mortgage  rates  are  up 
12%  while  your  stock  portfolio  is  down 
)%?  It  could  happen. 

Now  for  the  tax  details.  That  $1  mil- 
>n  limit  on  deductible  borrowing  is  for 
hat's  known  as  "acquisition  indebted- 
iss."  (The  $1  million  applies  to  single 
id  joint  filers.  Married  couples  who  file 
Larately  are  limited  to  $500,000  each.)  If 


$200,000  from  the  fund  and  borrowing 
the  other  $800,000  instead  of  paying  all 
cash.  Was  your  purpose  in  taking  out  the 
mortgage  to  enable  you  to  maintain 
$800,000  in  the  fund?  Or  to  buy  a  house? 
It's  murky,  but  you  would  probably  win 
the  right  to  deduct  the  mortgage  interest 
even  if  you  were  audited. 

So  when  you  buy  a  new  house,  take 
out  the  biggest  mortgage  you  can  without 
incurring  higher  interest  costs,  even  if  you 
have  spare  cash.  Invest  the  cash  instead. 
And  if  you're  at  all  restless  in  your  current 
home  (and  don't  hate  moving),  consider 
flipping  your  house  to  capture  both  the 
mortgage/investing  arbitrage  and  another 
tax  goody — the  exemption  from  gains  tax 


The  tax  code  may  change,  but 
the  $1  million  mortgage 
deduction  isn't  an  easy  target. 


Ju're  refinancing,  your  "acquisition 
Ijdebtedness"  is  limited  to  the  loan  bai- 
lee from  the  mortgage  you  used  to  buy 
h  house  plus  any  amount  you  are  now 
|  rrowing,  or  have  borrowed,  to  improve 
ll  expand  your  house. 
,  I  The  interest  on  housing  debt  used  for 
i:y  other  purpose  is  "home  equity"  inter- 
ij .  And  here's  the  catch:  Single  and  joint 
airs  can  deduct  interest  on  just  $100,000 
i  such  borrowing;  separate  filers  are  lim- 
„f  jd  to  $50,000.  Worse,  home  equity  loan 
J  \  erest  is  not  allowed  in  the  alternative 
i  nimum  tax.  For  2004, 3  million  taxpay- 
m,  including  half  of  those  earning 
1)0,000  to  $500,000,  will  pay  AMT.  And 
less  Congress  changes  the  law,  19  mil- 

•  i  taxpayers  will  owe  it  in  2006. 

11  Now  here's  another  catch.  The  law  says 
tyfli  can't  deduct  interest  on  a  mortgage 
lose  proceeds  are  used  to  buy  or  hold 
ini  bonds.  The  first  half  of  this  rule  is 
.lightforward:  If  you  take  out  a  $100,000 
''■jne  equity  loan  and  the  next  day  plop 
sum  into  a  Vanguard  tax-exempt  fund, 

•  interest  you  pay  is  not  deductible. 
It  what  about  the  "hold"  part?  Say  you 

| le  $1  million  in  the  fund,  and  then  you 
a  $1  million  house,  withdrawing  only 


on  up  to  $500,000  of  profit  on  the  sale  of 
your  principal  residence. 

Say  you're  sitting  in  a  house  worth 
$1  million  that  you  bought  for  $500,000 
and  on  which  you  have  a  $300,000 
mortgage.  Sell  the  house  and  buy  a  new 
$1  million  home  with  an  $800,000 
mortgage.  You'll  have  $440,000  left  to 
invest  (after  paying  off  the  agent  and 
your  old  mortgage),  with  all  of  the  inter- 
est tax-deductible.  Meanwhile,  you've 
harvested  a  tax-free  gain  and  eliminated 
the  risk  that  Congress  will  take  away  the 
generous  $500,000  gains  exemption 
before  you  sell. 

That  raises  the  last  risk  in  our  bor- 
row-to-invest  strategy:  Might  Congress, 
in  the  name  of  tax  reform  or  deficit 
reduction,  further  limit  the  home  mort- 
gage interest  deduction?  It's  possible. 
While  President  Bush  has  suggested  any 
tax  reform  he  proposes  will  retain  the 
mortgage  interest  deduction,  he  hasn't 
said  how  big  a  deduction  he  aims  to  pro- 
tect. Still,  given  the  power  of  the  National 
Association  of  Realtors,  to  say  nothing  of 
the  builders'  and  bankers'  lobbies,  the 
$1  million  mortgage  deduction  is  hardly 
an  easy  target.  F 
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Saving  for  Your  Health 

If  you  are  healthy  but  sick  of  spending  thousands  of  dollars  on 
health  insurance,  a  Health  Savings  Account  is  the  answer. 

BY  CARRIE  COOLIDGE 


ACCORDING  TO  THE  U.S.  CENSUS  BUREAU  45  MIL- 
lion  people  in  the  U.S.  did  not  have  health  insurance 
last  year.  No  reason  to  expect  the  number  has 
shrunk.  Health  insurance  is  getting  ever  more  ex- 
pensive— up  59%  since  2000,  says  the  Kaiser  Fam- 
ily Foundation.  The  government  thinks  it  has  a  way  to  mitigate  the 
upward  pressure  on  medical  costs:  Make  patients  more  cost  con- 
scious by  goading  them  into  high-deductible  insurance  policies.  To 
this  end,  this  year  it  created  Health  Savings  Accounts. 

You  put  tax-deductible  money  into  an  HSA,  same  as  you 
would  into  an  IRA.  The  HSA  is  coupled  with  a  health  in 
surance  policy  with  a  high  deductible — and  the  amount 
you  can  put  into  die  account  is  exactly  equal  to  the  de- 
ductible on  the  insurance,  up  to  a  limit.  You  can  take 
money  out  of  the  HSA  to  cover  hospital,  doctor, 
dentist,  orthodontist,  pharmacy,  lab  and  opti- 
cian bills.  You  pay  these  costs  with  checks 
drawn  on  the  HSA.  Some  account  man- 
agers offer  debit  cards  for  HSA  payments. 

Not  just  any  high-deductible  health  in- 
surance policy  will  do.  It  must  make  the 
policyholder  entirely  responsible  for  all 
medical  bills  up  to  the  amount  of  the  de- 
ductible, with  certain  exceptions  (such  as 
for  preventive  services  like  cancer  screen- 
ing and  prenatal  ire). 

The  minimum  deductible  allowed  is 
$1,000  for  singles  and  $2,000  for  families. 
The  maximum  foi       ;]  -deductible  health 
plan  is  $5,000  for  ar     ii\  idual  and  $10,000 
for  a  family,  but  the       ;  money  you  can  put 
into  the  HSA  is  $2,6'         Angles  and  $5,150  for 
families;  the  HSA  ceili ;  d  S500  for  those  over 


55.  No  question,  having  a  high  deductible  will  save  you  a  bundle 
on  the  insurance.  Family  coverage  (for  a  40-year-old  male  with  £ 
wife  and  two  kids  living  in  Chicago)  with  a  deductible  of  $500  pei 
person  ($1,500  maximum  deductible  per  family),  a  20%  copaj 
and  typical  features,  runs  $14,050  a  year  from  Principal  Bank  ir 
a  group  plan.  For  the  same  family,  a  qualified  HSA  group  plar 

from  Principal  with 
$5,000  total  famil 
deductible 
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Pasquale  Pistorio, 
President  and  CEO  of 
STMicroelectronics,  says 
the  French  have  a  passion 
for  business. 

What  is  STMicroelectronics? 

We  are  one  of  the  world's  largest  semiconductor  companies 
with  some  50,000  people,  9  billion  volume  in  sales,  and  a 
worldwide  presence.  Our  market  is  the  world,  our  mission 
is  to  serve  the  world.  And  France  has  assumed  a  key  role 
in  achieving  this  goal. 

Why  have  you  so  heavily  invested  in  France? 

The  microelectronics  industry  is  driven  by  innovation  and 
creativity  and  depends  on  the  intellectual  value  added: 
the  human  capital.  The  quality  of  advanced  education  in 
engineering  and  mathematics  is  second  to  none.  We  don't 
work  in  isolation.  We  network  with  research  institutes 
and  universities,  and  the  culture  in  France  is  very  open  to 
cooperation. 

What  about  the  cost  of  doing  business? 
How  do  you  find  the  tax  structure? 

It's  a  lot  more  favorable  than  you  would  think.  France  has 
a  real  passion  for  R&D  and  has  passed  tax  laws  to  promote 
it.  We  are  spending  over  $500  million  a  year  on  R&D  in 
France.  Now,  we  can  deduct  some  $25  million  from  our 
tax  debt.  The  Government  is  also  creating  competitiveness 
clusters  where  the  cost  of  social  benefits  for  researchers 
is  being  cut  by  25  percent.  A  huge  saving! 

You  talk  about  innovation.  How  can  a  country 
which  values  its  traditions  (it  makes  over 
400  cheeses  for  example)  be  innovative? 

Innovation 
I  means  creating 
new  things.  But 
to  be  creative 
you  need  deep 
roots.  People  are 
not  computers. 
They  have  a 
brain,  a  heart 
and  a  soul.  And 
the  culture  is  the 
soul.  The  French 
are  rightfully 
proud  of  their 
culture.  It's  the 
rich  soil  from 
which  new  ideas 


STMicroelectronics 
in  France 

•  Established  in  France  since  1981 
with  roots  dating  back  to  1956 

•  9,500  employees  in  France 
including  3,500  engineers 

•  Partnership  with  Philips  an 
Freescale  (formerly  Motorola)  has 
produced  one  of  the  most  advanced 
nanotechnology  R&D  centers 

in  the  world,  at  Crolles  2  France 


can  grow. 

Can  you  really  attract  the  best  people  to 
work  in  France? 

This  is  the  first  time  in  our  industry  that  Americans  are 
coming  to  Europe  to  join  the  R&D  of  Europeans.  At  Crolles 
-  imagine  Silicon  Valley  with  skiing  -  we  have  created  the 
most  advanced  R&D  center  in  Europe,  and  one  of  the  best 
in  the  world.  A  colleague  of  mine  tells  the  story  about  one 


"This  is  the  first 
time  in  our  industry 
that  Americans  are 
coming  to  Europe 
to  join  the  R&D 
of  Europeans." 


of  his  people  who  was  transferred  to  France  who  said: 
"This  is  paradise.  We  should  pay  you  to  live  here.  You 
shouldn't  have  to  pay  us." 

What  is  your  greatest  achievement  in  France? 

There's  one  basic  acid  test  of  success.  In  the  last  15  years 
there  was  not  one  year,  when  we  didn't  keep  growing 
employment.  Even  this  year,  when  our  competition  is 
shrinking  its  resources  to  reduce  overheads,  we  have 
been  taking  on  more  people. 

Have  you  anything  negative  to  say  about 
France? 

Yes.  The  food.  It's  a  problem  for  me.  There  is  such  good 
eating.  Wonderful  cuisine  (and  not  just  French)  everywhere. 
And,  unfortunately,  I  really  must  watch  my  waistline... 

For  more  information  on  investing  in  France, 
visitwww.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes. 


SPECIAL  ADVERTISING  SECTION 


2005  CADILLAC  STS 

SUPERIOR  INNOVATION  IN  A  REFINED  AUTOMOBILE 


The  STS  appeared  in  the  1989 
model  year  as  part  of  the  front- 
wheel-drive  Seville  lineup  and 
became  an  instant  success  among 
drivers  who  enjoyed  a  sportier  approach 
to  luxury  sedans.  The  all-new  2005  STS 
moves  to  a  rear-wheel-drive  architecture, 
and  continues  to  offer  superb  handling 
and  vigorous  performance  in  a  refined 
and  understated  package.  It  differs  from 
most  luxury  sedans  in  that  it's  also 
available  with  all-wheel  drive. 

Under  the  STS's  shapely  hood,  you'll 
find  a  255-horsepower  3.6-liter  V-6. 
That's  in  its  rear-drive  configuration.  In 
the  rear-  or  all-wheel-drive  setups, 
Cadillac  installs-  the  320-horsepower 
4.6-liter  Northstar  V-8.  The  STS  uses 
two  five-speed  electronic  Hydra-Matic 
automatics,  one  for  the  V-8  and  another 
for  the  V-6  engine. 

If  you're  thinking  that  technology  is 
well  on  the  way  to  making  the  driver 
superfluous,  consider  the  STS's 
Adaptive  Cruise  Control  system  (ACC). 
The  system   uses  a   radar  sensor 


mounted  at  the  front  of  the  car  — 
hidden  behind  the  grille-mounted 
Cadillac  emblem  —  to  detect  objects  in 
its  path.  If  the  lane  ahead  is  clear,  the 
system  maintains  the  set  speed.  If  it 
detects  slower  traffic,  the  system  will 
automatically  adjust  to  a  safe  distance 
using  throttle  control  and  limited  braking. 
The  "safe  distance"  is  selected  in 
advance  by  the  driver. 

The  ACC  system  also  incorporates 
two  new  features:  grade  braking  and 
audible  alert.  With  grade  braking,  the 
transmission  automatically  downshifts 
to  maintain  selected  vehicle  speed 
and  distance,  which  prevents  brake 
overheating.  The  audible  alert  operates 
when  ACC  is  active,  and  notifies  the 
driver  when  he  or  she  is  too  close  to  a 
vehicle  in  the  lane  ahead. 

The  STS's  double-overhead-cam 
engines  both  have  variable  valve  timing. 
This  means  that  the  power  sources 
automatically  adjust  to  driving  conditions 
and  driver  demands,  fulfilling  both  tasks 
with  the  optimum  mix  of  fuel  efficiency 


and  power.  That  statement  is  deceptivt 
simple  —  and  as  late  as  the  early  198C 
it  could  not  have  been  made. 

There's  more  technology  underne 
the  STS.  An  electronic  stability  cont 
(ESC)  system  works  in  conjunction  w 
antilock-braking    and  traction-cont 
systems  to  enhance  driver  cont 
Antilock  braking  stops  the  car  eff icier 
and  in  a  straight  line,  while  tract 
control  limits  wheelspin  under  accele 
tion  With  ESC,  side-to-side  motion  a 
is  measured.  These  systems  all  work 
a  similar  fashion:  sensors  react  when 
becomes  apparent  that  a  wheel  is  abi 
to  lock  up  (braking)  or  lose  tract 
(acceleration  or  sliding).  Power  anc 
braking  to  that  wheel  is  then  adjus 
electronically  with  the  goal  of  keep 
the  car  on  the  straight  and  narrow.  H 
again,  improvements  to  these  syste 
result  in  nonintrusive  operation  bar 
noticed  by  the  driver  —  a  welco 
enhancement  to  the  STS  driver  and 
kind  of  innovation  that  Cadillac  achie 
time  and  again. 


FOUR  WHEELS.  FOUR  POWER  OUTLETS. 


PUTTING  HYBRID  TRUCKS  TO  WORK  WHEN  DISASTER  STRIKES. 

If  there  were  ever  any  doubts  that  hybrid  vehicles  could  deliver  the  same  power  as 
their  traditional  counterparts,  they  were  quickly  erased  this  summer. 

As  a  fleet  of  hybrid  trucks  rolled  into  Florida  in  the  wake  of  this  season's  hurricanes, 
everyone  knew  they'd  help  get  people  and  supplies  where  they  needed  to  go.  But  in 
times  like  these,  it  seems  the  real  benefit  of  a  hybrid  engine  is  mobile  electricity. 
And  with  accessory  power  outlets  standard  on  every  GM  hybrid,  these  trucks  — 
capable  of  running  power  tools  or  doubling  as  generators  —  actually  pack  more 
power  than  their  predecessors. 

When  power  lines  are  down,  it's  these  outlets  —  two  in  the  cab  and  two  in  the  cargo 
box  —  that  really  make  an  impact.  Whether  it's  running  the  power  tools  that  help  to 
restore  homes,  plugging  in  much-needed  medical  equipment  or  just  providing  some 
lamplight,  electricity  plays  a  critical  role  in  the  rebuilding  process. 

Real  world  problems.  Real  world  solutions.  We're  glad  our  hybrid  trucks  —  the 
Chevy  Silverado  and  GMC  Sierra* —  have  been  able  to  provide  assistance  in 
Florida.  But  that's  just  the  beginning.  In  2006,  we  plan  to  introduce  a  hybrid 
version  of  our  Saturn  VUE.  After  that,  we  plan  to  offer  these  engines  in  the 
GMC  Yukon,  Chevy  Tahoe  and  Chevy  Malibu. 

So  while  they're  saving  energy,  hybrids  are  also  producing  it  in  ways  we've  never 
seen  before.  Which  means  the  question  isn't,  are  they  powerful  enough?  It's  more  like, 
how  much  power  do  you  need? 


GM 


gm.com 

CHEVROLET      PONTIAC      BUICK      CADILLAC      GMC      OLDSMOBILE      SATURN      HUMMER  SAAB 

'Offered  only  in  CA,  OR,  WA,  AK,  NV  and  FL.  Quantities  are  limited.  Two-wheel  drive  2004  EPA  estimated  fuel  economy  18  city/20  highway. 
©2004  GM  Corp.  All  rights  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors  Corporation. 


Insurance 
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It's  Your  Money 

Consumers  should  be  just  as  smart,  informed  and  cost  conscious  when  shopping  for 
health  savings  accounts  as  HSAs  encourage  them  to  be  when  choosing  a  doctor, 
procedure  or  medicine. 


[  ACCOUNT  MANAGER 

DEBIT  CARD 

SECURITIES  INVESTMENTS 

i  AMERICAN  CHARTERED  BANK 

u.*t/o  c/o 

yes 

no 

EHEALTHINSURANCE 

1 if  halanro  ic  N^fin  nr  mnrp 

1/0  II  UdldllUC  lo  yJUU  Ul  IMUIL 

yes 

yes  ($1.25  brokerage 

aprniint  fpp/mnnthl 

riDCT  UCJI 

Final  HsA 

1.40%-4.15% 

yes 

yes 

FORTIS/ASSURANT 

3%  with  $750  minimum  balance 

no 

no 

GOLDEN  RULE 

4% 

no 

no 

HEALTH  SAVINGS  ADMINISTRATORS 

1% 

yes1 

yes  (Fidelity  no-load  mutual  funds)2 

HSA  BANK 

1%  if  balance  is  over  $500 

yes 

yes  ($1.25  brokerage 
account  fee/month) 

J.P.  MORGAN  CHASE 

1.75%-3.37% 

yes 

yes 

MELLON 

0.75% 

yes 

yes 

PRINCIPAL  BANK 

0.25%-1.51% 

yes 

yes  (beginning  1/1/05) 

STERLING  BANK 

0.75%-2% 

yes 

yes 

U.S.  BANCORP 

1.32%-1.62% 

yes 

no 

WELLS  FARGO 

none 

yes 

yes  (including  money  market  funds) 

Data  as  of  Nov.  1.  '1%  interest  rate  charged;  no  debit  card  offered  if  deposits  are  invested  in  Fidelity  Fund,  fidelity  Funds  offered  by  the 
Tredegar  Trust  Co.  Sources:  CHeallhinsurance:  Principal  Financial  Group. 

small  businesses  and  th 
self-employed,  an  HS/t 
can  be  funded  (and  de 
ducted  from  other  in 
come)  even  if  you  d 
not  show  a  profit  fron 
your  business.  You  car 
make  your  deposit 
monthly  over  the  coursi 
of  the  year  or  fund  it  i 
arrears  at  any  time  u 
to  Apr.  1 5  of  the  follow 
ing  year. 

Unlike  a  flexibl 
spending  account,  a 
HSA  is  an  account  yoi 
don't  have  to  tap  into 
In  fact,  smart,  prosper 
ous  customers  won 
even  make  withdrawal 
to  pay  their  doctor  bi 
They  will  pay  those  bill 
out  of  pocket,  allowin 
their  HSAs  to  com 
pound  tax-free  as  a 
facto  IRAs.  If  the  mone 


costs  $9,972.  The  insurance  premiums  are  tax  deductible  (or,  if 
picked  up  by  your  employer,  not  included  in  your  income),  but 
you  can't  pay  the  premiums  out  of  the  HSA. 

But  if  you  buy  an  HSA  plan,  as  in  our  example,  the  $4,500  in- 
crease in  your  deductible  is  offset  by  the  $4,078  drop  in  the  pol- 
icy costs,  and  it  requires  no  copay  once  the  deductible  is  fulfilled. 
If  you  are  healthy,  or  just  know  how  to  shop  around  for  cheap 
doctors,  the  HSA  could  leave  you  a  lot  better  off  in  both  group  and 
individual  plans.  Unspent  HSA  dollars  compound  tax-free.  The 
contributions,  and  the  earnings,  can  be  taken  out  tax-free  at  any 
time  to  pay  medical  bills. 

You  can  also  take  the  money  out  to  pay  for  things  other  than 
medical  bills.  If  you  do  this  before  age  65,  you  owe  ordinary  in- 
come tax  plus  a  1 0%  penalty;  after  age  65  you  owe  only  ordinary 
income  tax.  Included  in  eligible  medical  bills:  premiums  on  nurs- 
ing home  insurance;  Cobra  or  other  health  insurance  premiums 
if  you  are  unemployed;  and  part  B  of  Medicare. 

For  the  right  customer  an  HSA  can  save  thousands  of  dollars 
a  year.  "HSAs  change  the  mentality  of  consumers,"  says  Jeffrey  E. 
Daniher,  a  fee-only  financial  adviser  in  Cincinnati.  "They  will 
start  shopping  around  for  the  best  price  and  not  have  unneces- 
sary procedures  done."  Adds  Helen  L.  Modly,  a  fee-only  planner 
in  Middleburg,  Va.:  "Suddenly  generic  drugs  won't  look  so  bad 
to  many  of  us."' 

You  can  fund  an  HSA  account  even  if  you  contribute  to  a 
40Uk)  or  other  retirement  plan  and  even  if  your  income  is  too 
high  to  fund  a  deductible  IRA.  Unlike  some  retirement  plans  for 


is  ultimately  used  decades  later  to  pay  postretirement  medic; 
bills,  so  much  the  better:  The  account  is  better  than  an  IRA  be 
cause  the  funds  are  untaxed. 

A  40-year-old  person  putting  $5,150  a  year  into  an  HSA  ti 
turning  5%  and  making  no  use  of  the  account  would  end  up  at  a£ 
65  with  $268,000.  The  best  interest  currendy  being  offered  by  HS 
vendors  is  only  4.15%,  but  that  will  surely  improve  as  balances  g' 
bigger  and  competition  heats  up  (see  table). 

Still,  HSAs  do  have  drawbacks.  If  you  are  healthy  now  bi 
turn  critically  ill  later,  you  may  or  may  not  be  able  to  switch  inl 
a  traditional  health  policy  with  a  low  deductible.  That  will  d< 
pend  on  enrollment  rules  at  your  employer. 

Financial  planner  Modly  says  HSAs  make  sense  for  small  con 
panies  trying  to  contain  health  insurance  costs,  for  self-employe 
people  and  for  those  whose  employers  offer  no  health  insuranc 
They  especially  make  sense  if  you  aren't  too  picky  about  doctoi 
The  plans  often  make  available  "preferred  provider"  network 
meaning  doctors  willing  to  offer  discounted  rates  to  participan 

Among  the  handful  of  insurance  companies  offering  HSAs  ai 
associated  high-deductible  insurance  policies  are  Principal,  Aetr 
Golden  Rule  and  Humana.  This  crew  will  be  joined  Ian.  1, 2005 1 
Cigna,  UnitedHealthcare  and  others.  Some  insurers  will  let  yc 
use  a  separate  account  manager  to  manage  the  funds  in  the  HS 

Mercer  Human  Resource  Consulting  predicts  that  by  20' 
70%  of  midsize  and  large  U.S.  companies  will  offer  HSAs.  As  heal 
insurers,  brokerage  firms  and  the  like  join  the  fray,  there  will 
more  choices,  and  the  options  should  only  get  better. 
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prlando  -  March  14-15,  2005 
'ihicago  -  May  4-5,  2005 
San  Diego  -  May  24-25,  2005 
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FranklinCovey 

SYMP 


0  s 


U  M 


If  you're  a  business-unit  leader,  corporate  trainer, 
or  HR  professional  tasked  with  improving 
performance  in  your  organization,  FranklinCovey 
Symposium  will  offer  knowledge  and  skills  on  how 
to  grow  results  year  after  year  by  focusing  on  specific 
business  initiatives  and  building  workforce  capabilities. 

What's  on  the  Agenda 

Discover  the  Principles  of  Greatness:  Prepare  to  be  enlightened 
about  the  principles  that  distinguish  great  organizations  from  good 
ones  and  how  you  can  pursue  a  path  from  good  to  great.  Jim  Collins 
will  encourage  you  to  apply  specific  principles  within  your  own 
areas  of  responsibility  to  create  an  area  of  greatness. 

Build  Upon  and  Move  Beyond  EfFectiveness:  Dr.  Stephen  R. 
Covey  will  show  that  surviving,  thriving,  innovating,  excelling,  and 
leading  in  today's  reality  requires  a  new  mind-set,  a  new  skill-set, 
a  new  tool-set — it  requires  a  new  habit  that  will  take  you  beyond 
effectiveness  and  put  you  onto  the  pathway  leading  to  greatness. 

>  Achieve  Sustained  Superior  Performance:  While  everyone 
strives  to  achieve  sustained  superior  performance,  few  actually  do. 
Those  who  manage  to  maintain  this  heightened  level  of  success 
are  the  truly  great  organizations.  Consultants  will  share  with 
you  breakthrough  insights  and  best  practices  you  can  implement 
immediately. 

What  You  Will  Take  Back  With  You 

After  intensive,  hands-on  work  sessions  and  thought-provoking 
keynote  speakers,  you'll  understand  how  to: 


Rapidly  get  everyone  in  your 
organization  focused  on  and 
committed  to  the  same  goals. 

Quickly  implement  critical 
measures  to  track  results 
throughout  your  organization. 


>  Help  individuals  take 
ownership  of  their  personal 
performance  and  results. 

Build  a  culture  of  discipline. 

>  Develop  leaders  who  drive 
the  bottom  line. 


fe/>s  Forbes  S8~~ 


Register  Today! 

Call  1-800-360-8818  or  online  at 
www.franklincovey.com/forbes 


Eye  on 
The  Prize 

Deftly  exploiting 
celebs  like  Larry  King 
and  Mary  Tyler  Moore, 
the  Juvenile  Diabetes 
Research  Foundation 
is  able  to  throw  money 
at  one  goal — finding  a 
cure.  Too  bad  there 
aren't  more  charities 
with  that  kind  of  focus. 

BY  WILLIAM  P.  BARRETT 

LISTEN  TO  PETER  VAN  ETTEN,  THE  WIRY 
chief  executive  of  the  Juvenile  Diabetes 
Research  Foundation  International.  "This  is  a  retail 
operation,"  he  says  of  the  way  its  national  chapter  net- 
work is- run.  Overhead?  "Keep  it  low."  Van  Etten  on 
funding  research  projects:  "We  make  investments." 

Started  in  1970  by  distraught  parents  of  young  children 
diagnosed  with  diabetes,  the  JDRF,  headquartered  on  Wall  Street 
in  New  York,  is  now  one  of  the  younger  entries  on  the  FORBES 
list  of  200  large  nonprofits,  as  measured  by  donations.  With  the 
adroit  use  of  celebrities  and  business  leaders,  the  JDRF  raised 
$148  million  of  contributions  in  the  fiscal  year  ended  June  30, 
up  10%  from  last  year.  Its  fundraising  efficiency  is  91%.  Send 
money  to  these  people  and  you  can  be  sure  that  only  a  small 
portion  will  be  frittered  away  king  you  for  more,  and  the 
bulk  of  what's  left  will  be  invest*       .  single-minded  drive  to 


find  a  definitive  cure  for  juvenile  diabetes. 

Such  efficiency  and  such  focus  are  far  from  common  in  tl 
charity  world.  Plenty  of  charities  net  less  than  70  cents  of  tl 
contributed  dollar,  thanks  to  high  fundraising  expenses.  Amor 
large  ones,  Children's  National  Medical  Center  in  Washingto 
D.C.,  San  Francisco  public  TV  station  KQED  and  Paralyzed  Ve 
erans  of  America  all  have  efficiencies  this  low.  Moreover,  lots 
others  include  in  charitable  goals  vaguely  defined  "educations 
efforts  that,  at  least  in  part,  educate  the  public  about  their  wo 
thiness  and  thus  help  perpetuate  their  own  existence.  At  ID: 
the  genuine  objective  is  to  go  out  of  business  by  investing 
science  and  ending  the  disease. 

The  JDRF  put  $30  million  into  public  education  efforts  la 
year,  but  $93  million  into  hard  research,  helping  to  coax  perha 
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Karen  Scott 

Co-owner  of 
Chelsea  &  Scott  Ltd. 

Creator  of  One  Step  Ahead 
and  Leaps  and  Bounds 


Trust  Northern. 

To  help  you  manage  the  growth  spurts. 


Bringing  home  baby  can  mean  sorting  through  a  bounty  of 
baby  products.  And  just  as  Karen's  catalog  customers  trust  her 
to  pick  out  the  best  and  brightest  of  the  bunch  for  their  children, 
Karen  trusts  Northern  for  the  best  financial  solutions  for  her 
business.  From  lines  of  credit  to  treasury  management,  our 
clients  know  the  financial  professionals  at  Northern  Trust  will 
craft  a  quality  plan  for  their  specific  situation.  And  give  them 
the  personal  attention  they  need  to  raise  their  company  from 
infancy  to  adulthood. 

To  ensure  your  financial  life  is  handled  with  kid  gloves, 
call  William  Morrison,  President  —  Personal  Financial  Services, 
at  800-468-2352. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I   Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation        Member  FDIC 


INVESTMENT  GUIDE 


Charity 


trip 


^um 


from  government  agencies  and  drug  companies. 


Only  two  single- illness  nonprofits — the  American  Heart  Associ- 
ation and  the  American  Cancer  Society,  both  far  older— paid  for 
more  research.  Despite  greater  revenues,  the  rival  American  Dia- 
betes Association,  founded  30  years  before  the  JDRF,  put  only 
half  that  into  research.  All  three  are  considerably  less  efficient 
than  the  JDRF  in  fundraising  and  overhead. 

Upwards  of  1  million  persons  in  the  U.S.  have  type  1 
diabetes,  also  known  as  insulin-dependent  or  juvenile-onset 
diabetes.  Their  diabetes  is  caused  by  a  failure  of  the  pancreas  to 
produce  sufficient  insulin,  a  hormone  needed  to  process  sugar. 
Diabetics  ameliorate  their  disease  with  daily  insulin  injections, 
but  complications  abound. 

From  the  beginning  the  JDRF  has  been  driven  by  passionate 
volunteers  who  lobby  federal  lawmakers  and  agencies — diabetic 
offspring  often  in  tow — to  seek  research  funding  and  raise 
awareness.  "We  were  called  the  crazies,"  recalls  JDRF  founding 
member  Carol  Lurie,  jolted  into  action  after  the  diagnosis  of  her 
10-year-old  son.  (He's  now  a  parent 
of  a  diabetic  daughter.)  The  non- 
profit stages  a  Children's  Congress 
every  other  year,  bringing  150 
afflicted  kids  from  around  the 
country  to  Washington  to  generate 
not-so-subtle  pressure.  The  JDRF 
also  plays  the  celebrity  card  well, 
recruiting  people  with  diabetes  in 
their  families.  Among  them: 
actresses  Dina  Merrill  and  Mary 
Tyler  Moore;  Leo  Mullin,  the  retired 
chief  of  Delta  Air  Lines;  and  New 
York  Jets  owner  Robert  Wood 
(Woody)  Johnson  IV. 

"If  someone  prominent  has 
juvenile  diabetes  in  the  family,  we'll  find  out  somehow,"  says  Roy 
Smith,  a  New  York  University  business  professor  and  JDRF  board 
member.  Through  its  network  of  heavies,  he  says,  "we  can  get  to 
anybody."  JDRF's  39-member  board  includes  TV  interviewer 
Larry  King  and  ex-House  Speaker  Newt  Gingrich. 

By  1999  the  organization  had  grown  perhaps  too  successful. 
It  was  sitting  on  $82  million  in  net  assets,  buoyed  by  stock  mar- 
ket gains,  and  the  administration  was  starting  to  develop  fat. 
Board  members  decided  to  go  for  broke  in  finding  a  cure  by 
unleashing  those  assets  in  a  heroic  research  push.  And  it  acted  to 
soup  up  fundraising  and  efficiency  by  hiring,  in  early  2000, 
Van  Etten,  a  longtime  nonprofit  health-care-system  executive 
with  a  Harvard  M.B.A.  and  a  reputation  as  a  cost-cutter.  He 
lived  up  to  his  rep.  Van  Etten  fired  executives,  imposed  tight  con- 
trols and  cut  the  number  of  chapters  from  110  to  79  by,  for 
example,  merging  six  units  in  his  native  New  England  into  one. 

On  the  fundraising  side,  he  set  goals  for  each  chapter  based 
on  a  community's  wealth.  And  rather  than  experiment  with 
expensive  fundraising  tactics,  such  as  direct  mail,  he  stuck  to 
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JDRF's  tried-and-true  methods  of  seeking  big  gifts  and  staging 
walkathons  and  galas.  These  events  have  an  average  profit  mar- 
gin of  83%  and  account  for  nearly  three-quarters  of  contribu- 
tions. Some  seemingly  less  flush  chapters  post  some  pretty  big 
numbers:  $1  million  out  of  Columbia,  S.C.,  $2.5  million  from 
San  Antonio.  On  Van  Etten's  watch  contributions  have  risen 
62%.  By  dipping  into  assets  as  well,  Van  Etten  was  able  to  pump 
up  research  funding  by  59%.  Net  assets  now  stand  at  $23  mil- 
lion, down  72%,  which  suits  Van  Etten  just  fine. 

Here's  the  topper:  An  effective  cure  may  be  in  sight.  In  a 
breakthrough  development  in  2000,  scientists  in  Edmonton. 
Alberta  devised  a  way  to  transfer  cell  clusters  called  islets  from 
the  pancreas  of  a  dead  person  to  that  of  a  diabetic  such  thai 
the  islets  still  produce  insulin.  Some  300  people  have  under- 
gone the  experimental  procedure;  more  than  half  need  nc 
insulin  injections  after  one  year.  Says  Van  Etten,  "It  works." 

This  advance  has  pushed  the  foundation  smack  into  th< 
political  issue  of  stem-cell  research.  If  the  science  can  be  per 


Our  survev  starts  on  page  250  with  an  expanded  version  at 

www.forbes.com/charities.  The  list  shows  key  efficiency  ratios  and,  if  available,  the 
trend  from  the  previous  year.  Higher  is  better.  Charitable  commitment  shows  how 
much  of  total  expenses  went  for  the  charitable  purpose,  excluding  management, 
overhead  and  fundraising.  Average:  84%,  down  1%.  Fundraising  efficiency  indicates 
the  share  of  gifts  less  fundraising  expenses.  Average:  89%,  unchanged.  Donor 
dependency  calculates  how  much  of  gifts  was  needed  to  make  ends  meet.  A  number 
above  100%  means  the  nonprofit  needed  it  all;  a  negative  number,  often  due  to  sale 
of  goods  and  investment  gains,  not  a  dime.  This  ratio  dropped  to  89%  from  107%. 
This  year  we  also  note  nonprofits  that  failed  one  or  more  standards  set  by  the  Better 
Business  Bureau  Wise  Giving  Alliance  or  didn't  supply  requested  information. 


fected,  there  would  be  a  need  for  a  huge  supply  of  pancreat 
cells.  The  JDRF  was  among  the  first  prominent  health  advocati 
to  call  for  greatly  increased  research  on  stem  cells  harveste 
from  discarded  human  embryos,  which  could  grow  into  insulii 
producing  cells.  President  Bush,  citing  ethical  issues,  has  allowe 
only  limited  federal  funding  for  stem-cell  research.  The  JDRF 
now  spending  $8  million  a  year  on  this.  It  threw  $  1  million  in 
the  successful  campaign  to  pass  California  Proposition 
which  authorizes  $3  billion  of  state  funding  for  stem-ce 
research.  Hedging  its  bets,  the  JDRF  is  planning,  if  necessary, 
move  more  research  abroad. 

The  JDRF  awarded  500  research  grants  last  year,  although 
thinks  it  can  achieve  more  by  moving  toward  fewer  but  bigg 
fixed-term  collaborations  with  brand-name  research  institutio 
like  Columbia  and  Harvard.  In  a  nod  to  its  concerned-parer 
origins,  the  JDRF  is  said  to  be  the  only  large  single-illness  no 
profit  to  use  a  100%  lay  board  to  help  review  grant  proposals. 

Van  Etten,  58,  received  $544,853  in  yearly  compensation.  J 
says  he  would  welcome  losing  his  job  if  a  cure  is  perfected. 
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YOUR  INDISPENSIBLE 
GUIDE  TO  BUILDING 
WEALTH  IN  THE 
STOCK  MARKET! 


unen  ^  -™ 

i  Sophisticated  investor  or  serious  beginner  ... 
speculator  or  buy-and-hold  investor ...  you  will 
jj  benefit  from  this  new  edition  of  the  famous 


j  7i;'s  easy-to-read  common  sense  guide  and 
reference  would  be  a  valued  holiday  gift 

HOLIDAY  INVITATION  FOR  FORBES  READERS  ONLY! 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
new  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow  ... 
know  how  to  interpret  a  balance  sheet ..  understand  the  complexities 
of  financial  statements ...  the  meaning  of  the  footnotes. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  13  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  of  everything  from: 
Building  Capital  to  Tax-Favored  Investment  Strategies 
Fundamental  and  Technical  Analysis  to  Financial  Statements 
Derivatives  to  the  Futures  Market  and  Hedging 
Treasuries  to  Mutual  Funds 

Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  holiday  gift ...  an  endless  source  of  wisdom 
and  information  for  professionals  and  small  investors  alike. 

For  FORBES  readers  only ...  a  special  Holiday  Gift  Offer! 

As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  holiday  gift  price  of  just  $99.95  ... 

save  $50  off  the  regular  $1 49.95  price.  (Order  now  and  we  will 
waive  the  shipping  and  handling  charge!)  Please  note  this  is  a 
limited  time  offer  so  mail  your  risk-free  order  today. 


□  My  payment  of  $_ 


is  enclosed 


YES!  Send  me  copies  of  the  new  edition  of  the  Forbes  Stock  Market 

ourse  at  the  special  holiday  gift  price  of  $99.95  each  (no  additional  shipping  & 
andling  charge)  saving  me  $50  off  the  regular  $149.95  price. 

:or  Fastest  Service  Call  Toll-Tree  at  1-800-429-0106 


(Make  check  payable  to  Forbes  Stock  Market  Course. 
NY  orders  add  8  625%  sales  tax  CA.  DC,  GA.  IL  and  TX,  add  sales  tax  as  required  by  law.) 

To  charge  your  credit  card  call:  1-800-429-0106 


Ship  to 


(please  print) 


Company 


Your  Guarantee  from  Forbes 

Should  you  decide,  after  examining  the  Forbes  Stock  Market  Course,  that  it 

does  not  meet  your  needs,  you  may  return  it  within  10  days  for  a  full  refund. 


Address 


City/State/Zip 


E-mail  Address 

lail  to:  Forbes  Stock  Market  Course  •  P.O.  Box  1668  •  Lakeland,  FL  33802-9834 
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Rating  the  Nonprofits 


BY  WILLIAM  P.  BARRETT 


■PVIMDJp. 

mm 

n 

Fundraising 

Organization/headquarters 

mum 

vaammbi 

efficiency2 

ALZHEIMER  S  ASSOCIATION/Chicago,  IL 

136 

118 

75% 

T 

81%  ▼ 

98% 

A 

AMERICAN  CANCER  SOCIETY/Atlanta,  GA 

816 

794 

71 

T 

77 

• 

105 

WW 

▼ 

aaarAiAaai  niinrTPC  ipcaaiitiAuIii  1  _'  •,/» 

AMERICAN  DIARETES  ASSOCIATION/Alexandria,  VA 

192 

145 

76 

T 

75 

T 

100 

A 

<  llt-ntftltl  IIPIIIT  l<>f  AAllTIAUln.il  TV 

AMERICAN  HEART  ASSOCIATION/Dallas,  IX 

513 

417 

75 

▲ 

80 

▲ 

fin 

99 

w 

▼ 

aaarniAAtf    IPIIHI^II    IAIUT  AlATniRIITIAU  AAUUITTrPlkl          W             1 1\/ 

AMERICAN  JEWISH  JOINT  DISTRIBUTION  COMMITTEE/New  York,  NY 

166 

192 

92 

• 

99 

• 

111 

A 

-  t«rni/\lll  ■  iiiia    ■r4>AAIITIAIIIli          1/      1  11\/ 

AMERICAN  LUNG  ASSOCIATION/New  York,  NY 

158 

119 

80 

• 

83 

• 

115 

A 

AMERICAN  NATIONAL  RED  CROSS/Washington,  DC 

2,946 

614 

91 

• 

80 

▼ 

166 

A 

a  aar  ah  A  a  ai  A  t*AA  viir  •  nTA  fill  r  •   no 

AMERICANS  FOR  THE  ARTS/Washington.  DC 

177 

176 

73 

T 

100 

▲ 

3 

▼ 

AMERICARES/Stamford.  CT 

698 

696 

99 

• 

99 

• 

94 

▼ 

a  iipaia  nr  i^PAAim  1  ■  t  nnpf>r  1  r>  1         —  11 

AMERICA  S  SECOND  HARVEST/Chicago,  IL 

489 

482 

98 

• 

99 

A 

99 

T 

aim  aaaviifaa  aba  i^iPTpnp  at*  a npniA a  /  n  l  1   j   1  rift 

BIG  BROTHERS  BIG  SISTERS  OF  AMERICA/Philadelphia,  PA 

209 

157 

79 

T 

87 

T 

99 

T 

ma  aw  a  n  a  ■  ■  a       rna  uapi  iatia  a  a  a  a  a  i  itiau  /  f>  l_      1  _  kin 

BILLY  GRAHAM  EVANGELISTIC  ASSOCIATION/Charlotte,  NC 

153 

88 

80 

▼ 

94 

• 

64 

▼ 

HAU  MAIHM  A  F  a  IIPAIA1  UlTIAtlll    AAIIIIAII   It            —  TU 

BOY  SCOUTS  OF  AMERICA  NATIONAL  COUNCIL/lrving,  TX 

772 

283 

87 

• 

85 

• 

73 

▼ 

AMWA    r>    AIAIAAI  II A  A  AT*   a  llmiM  1  A  .  1        &-     O  A 

BOYS  &  GIRLS  CLUBS  OF  AMERICA/Atlanta,  GA 

1,151 

501 

83 

▲ 

90 

• 

85 

A 

AAAVIirA'A  ADATlim  PAIIUHITIAtlln'n    1-       —  l_  n» 

BROTHER  S  BROTHER  FOUNDATION/Pittsburgh,  PA 

129 

128 

100 

• 

100 

• 

101 

T 

x  AaaaAiiA  AAiiAaAr  r*  a  a  aiiaiav  iiivpnuiiTiAtiii  lf\  1       1  ri 

T  CAMPUS  CRUSADE  FOR  CHRIST  INTERNATIONAL/Orlando,  FL 

405 

365 

83 

T 

90 

▼ 

97 

▼ 

CARE  USA/Atlanta,  GA 

587 

172 

92 

▲ 

89 

• 

85 

A 

CARTER  CENTER/Atlanta  GA 

119 

113 

86 

• 

94 

A 

66 

▼ 

A  ATIIAI  |  A  All  A  AITIPP  HAS  III              J    !  If* 

CATHOLIC  CHARITIES  USA/Alexandria.  VA 

2.918 

532 

89 

• 

94 

A 

89 

A 

X  A  ITII  Al  IA  limiAll    IIIAAIAil  A  A  A  A  A  /  k  1          \/            1 1 W 

t  CATHOLIC  MEDICAL  MISSION  BOARO/New  York.  NY 

135 

134 

96 

A 

97 

• 

98 

A 

CATHOLIC  RELIEF  SERVICES/Baltimore,  MD 

500 

121 

94 

▲ 

83 

A 

117 

▼ 

Aim  nnrii  iiitphuitiauii  In              r\  .  tan 

CHILDREN  INTERNATIONAL/Kansas  City,  MO 

88 

85 

81 

T 

90 

• 

97 

▼ 

Aiiii  nnpmp  iiaphitii  ;n  aaa 

CHILDREN  S  HOSPITAL/Boston,  MA 

705 

81 

88 

▲ 

90 

T 

46 

A 

Aim  nnpifip  iiapaitii   ■  aa  iiiapi  pa  Ii        a  oa 

CHILDREN  S  HOSPITAL  LOS  ANGELES/Los  Angeles,  CA 

4  JO 

flq 

OO 

/  u 

T 

90 

A 

-30 

▼ 

CHILDREN'S  MIRACLE  NETWORK/Sah  Lake  City,  LIT 

9CR 
L  J  J 

RO, 

• 

93 

• 

97 

• 

CHRISTIAN  AID  MINISTRIES/Berlin,  OH 

1  RO, 
1  U  J 

1  fift 
100 

• 

100 

• 

86 

T 

x  (iiiniATl  1  11  n  a  A  a  a  A  a  pt  111  a  *■  ptiii  a  am  l  \  r              n             1 1  a 

T  CHRISTIAN  BROADCASTING  NETWORK/Virgima  Beach,  VA 

1  PR 

1 19 

7fi 

/  0 

▲ 

84 

A 

92 

T 

aiiaioti aai  aiiii  aiinjiA  hium Ia>  i           ■   ■ , . 

CHRISTIAN  CHILDREN  S  FUND/Richmond,  VA 

1  41 

1  1i 

7q 

T 

87 

T 

101 

T 

CHRISTIAN  &  MISSIONARY  ALLIANCE/Colorado  Springs,  CO 

LOL 

7R 

R1 

▲ 

92 

A 

75 

▼ 

X  aitu  AT*  ■  ■  A  A  r  1  r\  oa 

t  CITY  OF  HOPE/Duarte,  CA 

i?^ 

0  j 

OH 

▼ 

80 

T 

19 

T 

CLEVELAND  CLINIC  FOUNDATION/Cleveland,  OH 

1  RR1 

1,00  J 

IK 

q9 

OL 

• 

93 

▼ 

261 

A 

COMPASSION  INTERNATIONAL/Colorado  Springs,  CO 

1  7R 

1  7  A 
1  /  *t 

R9 

OL 

▲ 

90 

▼ 

95 

▼ 

CONSERVATION  FUND/Arlington,  VA 

1UD 

OU 

Qi 

T 

99 

A 

33 

T 

COVENANT  HOUSE/New  York,  NY 

1  99 
ICC 

oD 

▼ 

75 

T 

102 

▼ 

CYSTIC  FIBROSIS  FOUNDATION/Bethesda,  MD 

152 

99 

89 

T 

89 

• 

87 

▼ 

t  DANA  FARBER  CANCER  INSTITUTE/Boston,  MA 

457 

114 

32 

• 

90 

▼ 

57 

▼ 

DIRECT  RELIEF  INTERNATIONAL/Santa  Barbara,  CA 

102 

101 

99 

T 

100 

• 

94 

▼ 

DISABLED  AMERICAN  VETERANS/Cold  Spring,  KY 

142 

103 

69 

▲ 

74 

A 

66 

T 

t  DUCKS  UNLIMlTtli  Memphis.  TN 

188 

130 

86 

▲ 

84 

A 

96 

T 

EASTER  SEALS/Chicago,  IL 

699 

133 

85 

• 

78 

A 

91 

T 

EDUCATIONAL  BROADCASTING  CORP.  (WNET)/New  York,  NY 

166 

111 

74 

T 

78 

T 

93 

▼ 

FEED  THE  CHILDREN  /Oklahoma  City,  OK 

570 

565 

89 

▼ 

91 

A 

99 

; 

t  FOCUS  ON  THE  FAMILY /Colorado  Springs,  CO 

128 

118 

84 

▼ 

92 

• 

95 

FOOD  FOR  THE  POOR/Deerfield  Beach,  FL 

465 

405 

95 

• 

96 

• 

99 

T 

t  GIFTS  IN  KIND  INTERNATIGNAL/Alexandria  .VA 

791 

787 

100 

• 

100 

• 

100 

A 

GIRL  SCOUTS  OF  THE  USA/New  York,  NY 

678 

144 

84 

• 

74 

T 

117 

GOODWILL  INDUSTRIES  INTERNATIONAL/Rockville,  MD 

2,215 

360 

88  • 

97 

• 

75 

▼ 

Figures  are  for  the  latest  available  fiscal  year.  Results  may  be  skewed  due  to  unconsolidated  data  of  national  and  affiliate  groups,  rounding  or  incomplete  information.  Charitable  services 
percent  of  total  expenses.  Percent  of  private  support  remaining  after  fundraising  expenses.  3Percent  of  private  support  remaining  after  surplus.  ARatio  increase  from  previous  period. 
▼Ratio  decrease  from  previous  period.  »No  change  or  no  comparable  data.  tDid  not  meet  one  or  more  of  the  BBB  Wise  Giving  Alliance's  comprehensive  charity  standards  or  didn't 
provide  requested  information.  For  details  on  all  charities,  see  www.give  org.  Additional  sources:  IRS  Form  990,  annual  report  or  statement  of  individual  charities:  www.guidestar.org: 
www.ministrywatch.org:  Minnesota  Attorney  General's  Office:  Chronicle  of  Philanthropy. 
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SPECIAL.    ADVERTISING  SECTION 


Reinsurance 

What  stands  behind  an  A-rated  insurance  carrier? 
The  best  reinsurance  available. 


-il  jKk  flf nen  an  insurance  pol- 
icy  is  written,  whether 
\mw  mm  for  an  individual  or  a 
'  ooration,  most  purchasers  focus  on 
insurer  providing  the  coverage  — 
"i  little  regard  to  how  that  company 
ht  be  able  to  pay  for  an  extraordi- 
ly  large  number  of  claims, 
n  reality,  behind  every  top  insur- 
e  carrier  stands  a  reinsurance 
ipany,  which  is  there  to  absorb  the 
nciai  impact  of  unusually  large 
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claims.  Often  called  "insurance  for 
insurance  companies,"  reinsurance 
guarantees  that  insurance  companies 
will  be  able  to  pay  their  claims,  no 
matter  how  sizable.  Today's  world 
involves  terrorism  (the  9/1 1  attacks 
resulted  in  an  estimated  $40  billion  in 
payouts)  as  well  as  increasingly  turbu- 
lent weather  in  developed  areas  (the 
recent  Florida  hurricanes  resulted  in 
$20  billion  in  payouts).  No  insurance 
company  alone  can  manage  without 


additional  support.  Reinsurance  is  a 
way  for  a  primary  insurer  to  protect 
against  unforeseen  or  extraordinary 
losses.  Reinsurance  helps  insurance 
companies  limit  liability  on  specific 
risks,  increase  their  insurance  capac- 
ity, and  share  liability  when  losses 
threaten  to  overwhelm  their  resources. 
The  result  is  that  the  insurance  busi- 
ness becomes  stabilized  in  the  face  of 
the  typically  wide  swings  in  profit  and 
loss  margins. 


SPECIAL    ADVERTISING  SECT 


Beyond  guaranteeing  that  losses 
will  be  paid,  quality  reinsurance  compa- 
nies offer  expertise  that  helps  insurers 
provide  the  best  protection  and  risk 
management  for  their  clients.  Some 
large  reinsurers  also  help  small  insur- 
ance companies  expand  into  new 
areas,  and  provide  them  with  the  tech- 
nical information  and  training  they  need 
to  do  so  successfully. 

A  Look  at  the  Details 

■■  n  a  reinsurance  contract,  one 
|  insurance  company  (the  reinsur- 
I  er,  or  assuming  insurer)  charges 
a  premium  to  indemnify  another  insur- 
ance company  (the  ceding  insurer) 
against  all  or  part  of  the  loss  it  may 
sustain  under  its  policies.  Reinsurance 
contracts  may  cover  a  specific  risk  or 
a  broad  class  of  business  that  extends 
beyond  national  borders.  As  such, 
reinsurance  is  a  global  business.  Its 
international  nature  reflects  a  further 
spreading  of  risk  and  access  to  broad- 
er capital  markets  to  help  cover 
losses.  Today,  foreign  reinsurance 
companies  write  about  40%  of  all 
U.S.  reinsurance  premiums,  and 
two-thirds  of  all  property  catastrophe 
reinsurance  premiums. 

When  the  reinsurance  market  is 
"soft"  —  that  is,  when  insurance  is 
low-cost  and  capital  is  plentiful  —  the 
rates  reinsurers  charge  are  low,  as  in 
the  case  of  property  and  casualty  poli- 
cies in  the  1990s.  With  the  number  of 
giant  claims  against  these  companies  in 
recent  years,  however,  reinsurers  have 
less  capital,  and  therefore  have 
become  more  averse  to  risk.  As  a  con- 
sequence, rates  have  risen  and  the 
market  has  become  "hard."  In  addition, 
the  terms  of  contracts  have  changed, 
with  reinsurers  often  cutting  the  pro- 
portion of  the  risk  they  are  prepared  to 
cover  and  raising  their  deductibles, 
which  represent  the  threshold  at  which 
reinsurance  begins  in  certain  types  of 
policies.  Since  reinsurance  contracts 
are  renewed  every  year,  adjustments 
can  be  made  rapidly  in  response  to 
shifting  market  conditions. 


Reinsurance 
helps  insurance 
companies  limi 
liability  on  speci 
risks,  increas 
their  insuran 
capacity, 
share  liability 
when  losses 
threaten  to 
overwhelm  th 
resources. 


Types  of  Reinsurance 

y  definition,  all  reinsurance 
contracts  transfer  risk  from 
one  company  to  another.  The 
exact  mechanisms  of  how  that  risk  is 
transferred  will  vary,  depending  on  the 
type  of  reinsurance  involved.  Regard- 
less, there  are  two  fundamentally  dif- 
ferent types  of  reinsurance,  known  as 
treaty  reinsurance  and  facultative  rein- 
surance, that  are  common  today. 

In  treaty  reinsurance,  a  reinsurer 
assumes  an  entire  block  or  category  of 
risk  from  the  original  insurer.  For  exam- 
ple, a  reinsurer  may  agree  to  assume  a 
certain  part  of  every  automobile  insur- 
ance policy  that  an  insurance  company 
writes  during  a  given  period  of  time.  In 
treaty  reinsurance,  the  original  insur- 
ance cedes  certain  risks,  and  the  rein- 
surer is  obliged  to  accept  them.  The 
two  companies  do  not  negotiate  each 
risk  to  be  reinsured;  instead,  treaty 
reinsurance  focuses  on  the  entire 
spectrum  of  business  in  a  given  range 
of  policies.  These  policies  are  then  cov- 
ered by  the  reinsurers  in  a  number  of 
ways.  In  some  cases,  the  reinsurer  will 
agree  to  pay  a  specified  portion  of  each 
claim  —  for  example,  30%  of  every 
automobile  claim.  This  is  known  as  pro- 
portional reinsurance.  In  other  cases, 
known  as  "stop  loss"  policies,  the  rein- 
surer will  agree  to  pay  for  any  losses 
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that  reach  a  certain  threshold  duru 
a  given  time  period  —  for  examp 
all  losses  above  $100,000  in  a  spe 
fied  quarter. 

The  second  major  category  is  call* 
facultative  reinsurance.  Rather  than 
reinsurer  assuming  a  broad  range 
category  of  risk,  the  reinsurer  in  tl* 
case  agrees  to  assume  the  risk  from 
individual  policy  or  specific  type  of  ris 
This  is  especially  common  for  use  wj 
large  risks,  such  as  general  liability  pi 
cies  for  office  buildings,  that  defy  bei 
grouped  into  broad  categories.  As  w, 
treaty  insurance,  coverage  throu 
facultative  reinsurance  can  range  fd 
proportional  to  stop  loss,  as  agreed 
in  advance  by  the  individuals. 

To  further  ensure  that  the  relatii 
ship  between  an  insurance  compc 
and  a  reinsurer  is  strong,  the  industry 
guided  by  two  fundamental  principle 
The  first  is  the  "duty  of  utmost  gc 
faith,"  which  holds  that  both  the  ins 
ance  company  and  the  reinsurer  c 
each  other  a  high  level  of  fairness  a 
honesty  in  their  dealings.  By  custc 
the  insurance  company  needs  to  cc 
municate  fully  with  the  reinsurer,  anc 
required  to  act  in  a  manner  as  if  it  w* 
wholly  responsible  for  any  losses 
rather  than  cutting  corners,  in 
hopes  that  the  reinsurer  will  sim 
make  up  for  poor  business  practices 

In  addition,  a  "follow  the  fortune 
clause  is  often  added  to  contracts, 
is  designed  to  prevent  costly 
needless  litigation  over  coverage  i 
tlements  made  by  insurance  com 
nies.  As  a  practice,  reinsurers  can 
second-guess  the  settlements  m; 
by  insurance  companies,  so  long 
they  are  made  in  good  faith  and  w 
out  any  fraud  or  irregularity.  T 
allows  a  smooth  flow  of  settlem 
money,  and  limits  the  potential 
delays  and  litigation  that  would  he 
the  original  insurance  customers. 

By  assuming  risk  and  giving  in: 
ance  companies  the  ability  to 
unexpectedly  large  claims,  reinsui 
help  protect  livelihoods,  guard  aga 
losses  and  secure  gains.  ■ 


vJatural  catastrophes  can  cause  losses  of  incomparabie  magnitude.  "Such  risks  can  be  transferred  to  the  capital  markets 
hrough  insurance-linked  securities."  Judith  Klugman  points  out  their  benefits  for  both  sponsors  -  attractively  priced  catas- 
rophe  protection  over  a  multi-year  term  without  exposure  to  counterparty  credit  risks  -  and  investors,  who  welcome  their 
isk-return  profile  and  the  fact  that  they  diversify  portfolio  risk.  Offering  a  combination  of  expertise  and  financial  strength, 
|>wiss  Re  is  ideally  positioned  to  provide  your  company  with  tailored  solutions  to  mitigate  your  catastrophe  exposure  and 
jrotect  your  balance  sheet  -  so  when  the  elements  start  raging,  you  can  keep  your  calm,  www.swissre.com 


Expertise  you  can  build  on. 
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mm 


GREATER  TWIN  CITIES  UNITED  WAV/Minneapolis,  MN 

89 

80 

89 

A 

93 

A 

95 

T 

HABITAT  FOR  HUMANITY  INTERNATIONAL/Americus,  GA 

773 

421 

82 

▲ 

84 

▼ 

77 

A 

HAQASSSH  Tii£  WOMEN'S  ZIONIST  ORG.  OF  AMERICA/New  York,  NY 

135 

119 

82 

T 

94 

A 

84 

▼ 

JEWISH  FEDERATION  OF  METROPOLITAN  CHICAGO/Chicago.  IL 

165 

145 

88 

▲ 

92 

• 

97 

▼ 

JUNIOR  ACHIEVEMENT/Colorado  Springs,  CO 

137 

92 

71 

• 

79 

T 

92 

A 

JUV£NSI.E  DIAtfETES  RESEARCH  FOUNDATION  INTERNATIONAL/Ncw  York,  NY 

159 

148 

83 

T 

91 

A 

92 

▼ 

KING  BENEVOLENT  ASSOCIATION/Bristol,  VA 

435 

433 

100 

• 

100 

• 

75 

• 

LEUKEMIA  &  LYMPHOMA  SOCIETY/While  Plains  NY 

164 

160 

75 

• 

83 

A 

96 

▼ 

MAKE  A  WISH  FOUNDATION  OF  AMERICA/Phoenix,  AZ 

137 

131 

77 

• 

85 

▼ 

98 

T 

MAP  INTERNATIONAL/Brunswick.  GA 

161 

158 

99 

• 

99 

• 

118 

A 

MARCH  OF  DIMES  BIRTH  DEFECTS  FOUNDATION/White  Plains,  NY 

219 

190 

73 

T 

80 

T 

93 

▼ 

MAYO  FOUHDATION/Rochester,  MN 

4,860 

189 

95 

▲ 

89 

A 

-84 

▼ 

t  MEMORIAL  SLOAN  KETTERING  CANCER  CENTER/New  York,  NY 

1,781 

176 

93 

T 

82 

▼ 

-148 

▼ 

METROPOLITAN  MUSEUM  OF  ART/New  York,  NY 

262 

80 

86 

▲ 

90 

T 

99 

▼ 

MOUNT  SINAI/New  York.  NY 

1,715 

145 

81 

• 

98 

• 

169 

• 

MUSCULAR  DYSTROPHY  ASSOCIATION/Tucson,  AZ 

156 

167 

77 

▲ 

83 

• 

108 

A 

NAT  L  ASSN.  FOR  THE  EXCHANGE  OF  INDUSTRIAL  RESOURCES/Galesburg,  IL 

149 

137 

99 

• 

100 

A 

99 

A 

NATIONAL  CHRISTIAN  CHARITABLE  FOUNDATION/Atlanta,  GA 

92 

101 

95 

▲ 

99 

▼ 

124 

A 

NATIONAL  MENTAL  HEALTH  ASSOCIATION/Alexandria,  VA 

149 

74 

89 

▲ 

93 

A 

101 

A 

NATIONAL  MULTIPLE  SCLEROSIS  SOCIETY/New  York,  NY 

78 

74 

78 

• 

90 

A 

101 

T 

t  NATURE  CONSERVANCY/Arlington,  VA 

814 

481 

80 

T 

89 

▼ 

49 

T 

THE  NAVIGATORS/Colorado  Springs,  CO 

109 

78 

84 

▲ 

92 

A 

95 

▼ 

NEW  YORK-PRESBYTERIAN  HOSPITAL/New  York,  NY 

2,387 

141 

88 

• 

94 

A 

-55 

▼ 

OPERATION  BLESSING  INTERNATIONAL  RELIEF/Virginia  Beach,  VA 

193 

192 

99 

▲ 

100 

A 

99 

T 

PARALYZED  VETERANS  OF  AMERICA/Washington,  DC 

87 

79 

59 

▲ 

66 

A 

88 

T 

PLANNED  PARENTHOOD  FEDERATION  OF  AMERICA/New  York,  NY 

812 

497 

83 

• 

92 

A 

92 

A 

PROJECT  HOPE/Millwood,  VA 

126 

108 

94 

A 

96 

• 

94 

▼ 

PUBLIC  BROADCASTING  SERVICE/Alexandria,  VA 

502 

222 

96 

T 

100 

• 

106 

A 

ROTARY  FOUNDATION  OF  ROTARY  INTERNATIONAL/Evanston,  IL 

138 

133 

83 

• 

91 

A 

80 

T 

SALVATION  ARMY/Alexandria,  VA 

3,040 

1,422 

83 

• 

91 

A 

65 

T 

SAMARITAN'S  PURSE/Boone,  NC 

202 

192 

89 

T 

95 

T 

94 

▼ 

SAVE  THE  CHILDREN  FEDERATION/Westport,  CT 

246 

105 

91 

A 

87 

A 

92 

▼ 

SCHOLARSHIP  AMERICA/St.  Peter,  MN 

166 

156 

97 

A 

99 

• 

74 

A 

SHRINERS  HOSPITALS  FOR  CHILDREN/Tampa.  FL 

1,389 

286 

92 

T 

94 

T 

-198 

▼ 

SMITHSONIAN  INSTITUTION/Washington,  DC 

362 

129 

83 

A 

85 

T 

118 

T 

ST.  JUDE  CHILDREN'S  RESEARCH  HOSPITAL/Memphis,  TN 

516 

376 

75 

▼ 

84 

T 

61 

▼ 

SUSAN  G.  KOMEN  BREAST  CANCER  FOUNDATION/Dallas,  TX 

112 

109 

79 

A 

89 

A 

97 

T 

t  TRINITY  BROADCASTING  NETWORK/Santa  Ana,  CA 

216 

150 

74 

T 

90 

T 

50 

▼ 

TRUST  FOR  PUBLIC  LAND/San  Francisco,  CA 

149 

126 

88 

A 

98 

A 

69 

▼ 

If JA  FEDERATION  OF  NEW  YORK/Ncw  York,  NY 

196 

168 

79 

A 

83 

T 

99 

A 

UNITED  NEGRO  COLLEGE  FUND/Fairfax,  VA 

182 

152 

82 

▼ 

90 

A 

81 

T 

UNITED  STATES  FUND  FOR  UNICEF/New  York.  NY 

247 

239 

89 

A 

91 

A 

103 

▼ 

UNITED  WAY  OF  KING  COUNTY/Seattle,  WA 

102 

99 

90 

A 

93 

A 

103 

A 

UNITED  WAY  OF  NEW  YORK  CITY/New  York,  NY 

96 

100 

91 

T 

87 

T 

208 

A 

UNITED  WAY  OF  TRI-STATE/New  York,  NY 

93 

93 

91 

• 

95 

• 

101 

T 

VOLUNTEERS  OF  AMERICA/Alexandria,  VA 

711 

87 

88 

• 

76 

A 

82 

▼ 

WGBH  EDUCATIONAL  FOUNDATION/Boston,  MA 

205 

159 

87 

A 

91 

A 

83 

A 

WORLD  VISION/Federal  Way,  WA 

685 

482 

81 

▼ 

87 

• 

92 

T 

WORLD  WILDLIFE  FUND/Washington,  DC 

106 

86 

80 

T 

86 

A 

86 

T 

WYCLIFFE  BIBLE  TRANSLATORS/Orlando,  FL 

116 

110 

82 

• 

95 

T 

95 

A 

YMCAS  IN  THE  UHITED  STATES/Chlcago.  IL 

4,657 

757 

82 

A 

90 

• 

56 

▼ 

YOUNG  LIFE/Colorado  Springs,  CO 

161 

120 

82 

A 

92 

• 

98 

T 

YWCA  OF  THE  USA/Washington,  DC 

596 

121 

75 

T 

84 

▼ 

158 

A 

AVERAGE  FOR  ALL  200  (including  remainder  of  the  list;  more  data  on  all  at  www.forbes.com/charities) 

84 

T 

89 

• 

89 

T 

Figures  are  for  The  latest  available  fiscal  year.  Results  may  be  skewed  due  to  unconsolidated  data  of  national  and  affiliate  groups,  rounding  or  incomplete 
percent  of  total  expenses.  2Percent  of  pnvats  support  remaining  after  fundraising  expenses.  'Percent  of  private  support  remaining  after  surplus  ARatio 
▼Ratio  decrease  from  previous  period.  «No  change  or  no  comparable  data  tDid  not  meet  one  or  more  of  the  BBB  Wise  Giving  Alliance's  comprehensive 
provide  requested  information.  For  details  on  ail  charities,  visit  www.give.org.  Additional  sources:  IRS  Form  990.  annual  report  or  statement  of  individual 

www.ministrywatch.org;  Minnesota  Attorney  General's  Office;  Chronicle  of  Philanthropy. 


information.  Charitable  services  a: 
increase  from  previous  period, 
chanty  standards  or  didn't 
charities;  www.guidestar.org; 
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Boat  Bargain 

For  sale  by  auction:  yacht  formerly  worth  $1  million.  Has  a 
few  holes  here  and  there,   by  richard  c.  morais 

Secondhand  but  undamaged  Carvers  similar  to  the  Guy-Ma 
sell  for  $500,000  to  $600,000,  according  to  Yachtworld.com.  Th 
Guy-Mar  might  go  for  $150,000  at  auction.  A  buyer  who  know 
what  he  is  doing,  the  experts  say,  could  have  it  shipshape  wit 
$200,000  of  repairs.  The  new  owner  could  wind  up  owning  a  class 
yacht  for  60  cents  on  the  dollar. 

Tens  of  thousands  of  boats  in  the  20-  to  60-foot  range  wer 
like  the  Guy-Mar,  damaged  by  Charley,  Frances,  Ivan  or  Jeanne,  tr 
four  hurricanes  that  landed  in  Florida  between  August  and  Sep 
tember.  Their  owners,  says  Cromwell  Littlejohn,  a  yacht  broker 
Merle  Wood  &  Associates,  "had  to  decide  between  putting  ston 
windows  on  their  houses  or  saving  their  boats."  In  this  wreckaj 
lay  some  choice  opportunities.  While  most  of  the  damaged  boa 
that  insurance  companies  are  off-loading  are  total  wrrecks,  mar 
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a        SCRAP  YARD  OFF  A  CANAL  IN  STUART,  FLA.  IS 
littered  with  million-dollar  yachts  smashed  by  hur- 
R  ricanes.  Cranes  hoist  broken  carcasses  onto  rusty 

JP"^A  barges.  Torn  hulls  are  patched  with  boards  and  glue. 
KB  mkA  Little  Blue  heron  in  the  reeds  watches  grease- 
smeared  salvagers  refloat  the  Guy-Mar.  "I'm  up  to  my  armpits  in 
alligators,"  says  Ronald  Bethel,  a  sleep-deprived  62-year-old  sal- 
vager scampering  across  a  bargeful  of  wrecks,  "but  the  jewels  are 
piling  up." 

The  Guy-Mar  doesn't  look  like  a  gem.  It's  a  50-foot  Carver 
506  built  in  2001  with  Cummins  twin  diesel  engines.  The  top  half 
and  the  control  panels  are  clean,  but  the  engine  room  and  cabin 
were  submerged  after  a  hurricane  punched  a  hole  through  the 
fiberglass  hull.  Some  of  the  Guy-Mat?s  electronics  have  been  stolen. 


ry  great  performer  appreciates  it  when 
u  give  them  a  hand.  With  a  Grand  Lido 
pntive  vacation,  you  can  give  them  a 

more  than  that.  Whether  it's  the 
pical  elegance  of  Grand  Lido  Negri! ,  or 

old-world  charm  of  Grand  Lido  Braco. 
y'll  enjoy  luxurious  accommodations. 


award-winning  cuisine,  an  endless  variety 
of  land  and  water  sports  and  2  of  the 
best  beaches  in  Jamaica.  Best  of  all, 
everything's  included  and  tipping  is  never 
permitted.  So  they'll  never  have  to  lay  a 
finger  on  their  wallets,  and  you'll  know 
exactly  what  you're  paying,  right  up  front. 


Grand  Lidq, 

Resorts    and  Spas 


masters  in  the  art  of  vacations 
Jamaica's    Premier   Super  -  Inclusive  Resorts 


To  find  out  more  about  a  custom  tailored  Grand  Lido  Incentive  Program, 
call  the  Grand  Lido  Incentive  Department  at  1 -800-Go-Super  (467-8737)/Ext.  6632 

or  E-mail  us  at  supergroups@800gosuper.com  665 -ham 
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Boat  Bids 


If  you  go  the  auction  route,  hire  a  marine 
surveyor  to  inspect  any  vessel  before  you 
put  in  a  bid.  Surveyors  accredited  in  the  U.S. 
can  be  found  on  association  Web  sites 
Marinesurvey.org  and  Nams-cms.com. 

If  you're  bidding  on  an  expensive  boat, 
it  may  be  necessary  to  fly  in  a  surveyor 
from  another  part  of  the  country;  Florida's 
best  surveyors  are  tied  up  by  the  insurers. 

To  get  your  bid  right  use  Yacht- 
world. com  to  get  the  asking  prices  of 
comparable  boats  that  haven't  been 
damaged.  Both  the  Carver  Guy-Mar  and 
the  Kadey-Krogen  Manatee  mentioned 
in  our  article  are  getting  auctioned  by 
Rhode  Island's  Yachtsalvage.com  (a  divi- 
sion of  Certified  Sales).  There  are  cur- 
rently ten  bids  on  Manatee,  the  highest 
just  over  $60,000,  and  the  first  round  of  bidding  closes  Dec.  15.  Other  reputable 
Web  salvage  auctioneers:  USauctions.com  and  Yachtauctions.com.  —R.C.M. 


Manatee 


good  only  for  parts,  there  are  quite  a  few  worth  reconstructing. 
Perhaps  10%  of  these  boats  were  lightly  damaged,  but  insurers 
paid  off  the  owners  in  full,  and  salvagers  will  auction  the  boats. 

Choice  opportunities,  that  is,  if  you  know  what  you  are  doing. 
Patrick  Guckian,  a  marine  surveyor,  recalls  a  buyer  who  got  a  bar- 
gain on  a  Hatteras  yacht  damaged  by  Hurricane  Andrew,  but  then 
sank  over  $500,000  into  it,  far  more  than  it  was  worth  when  re- 
paired. Says  Guckian:  "It's  not  like  a  house  where  if  you  update  the 
bathroom,  you're  adding  value  to  the  house." 

A  boatyard  will  charge  $80  an  hour  for  labor,  crimping  the 
bargain  element  in  a  salvage  buy.  But  if  you  can  handle  some 
woodworking  and  fiberglass  mending  yourself,  you  could  wind 
up  with  a  real  steal.  Consider  the  1987  Kadey-Krogen  trawler 
Manatee  in  a  marina  on  Florida's  east  coast.  The  36-footer  with 
spacious  interior,  teak  floors  and  Art  Deco  lamps  would  be  the 
ideal  craft  in  which  to  putter  around  the  Caribbean.  There's  a 
hole  portside,  where  it  hit  a  dock.  You  would  need  to  work  on  the 
gunwales  and  bow  rail.  A  similar  but  undamaged  Kadey-Krogen 
would  be  worth  $  1 50,000.  The  repairs  could  cost  as  little  as 
$20,000,  if  you  do  the  fiberglass  and  painting  yourself,  triple 
that  if  a  yard  does  all  the  work.  Bidding  is  still  open  at  Yachtsal- 
vage.com.  If  you  can  land  the  craft  for  $70,000  or  less  you  prob- 
ably have  a  bargain. 

It  helps  if  you  know  what  you're  in  for.  The  chemicals  for 
fiberglass  repair  are  extremely  unpleasant.  Maritime  law,  which 
governs  boat  salvage,  doesn't  require  the  sort  of  disclosures  that 
come  with  a  house.  And  these  are  shark- infested  waters.  "The  big 


issue  is  clear  title,"  says  G.  Roberl 
Toney,  president  of  National  Liq^ 
uidators.  "A  lot  of  the  larger  vessel! 
have  bank  mortgages  on  them.  I| 
the  insurance  company  didn't  givi 
the  owner  enough  to  pay  off  th» 
mortgage,  then  the  new  buye 
might  buy  a  boat  with  bank  lien, 
against  it.  Mortgages  follow  boat 
from  owner  to  owner." 

That's  why,  even  though  it  is  post 
sible  to  buy  a  hurricane-damaged 
boat  for  1 0  cents  on  the  dollar  fron 
a  Captain  Bob  hanging  out  at  a  ma 
rina,  we  advise  against  it.  Wiser  ti 
buy  from  reputable  salvage  compa 
nies  commissioned  by  the  insuranc 
companies  to  dispose  of  writeoff 
through  online  auctions  (see  box, 
You'll  need  a  cool  head  if  the  biddin 
gets  overheated,  but  the  boats  hav 
clear  tide. 

The  boats  are  starting  to  show  u 
on  Web  sites  now  and  will  be  ther 
I  for  another  six  months.  A  secon 
wave  of  boats  will  hit  after  Ne' 
Year's,  when  the  snowbirds  come  down  from  places  like  Mir 
nesota,  check  out  their  damaged  boats  and  force  the  insuranc 
companies  to  revisit  earlier  assessments.  At  the  moment,  the  ac 
justers  are  in  over  their  heads  in  paperwork.  Marine  surveyc 
Guckian  spent  20  minutes  assessing  and  photographing  a  195 
Twin  Vee  with  a  70hp  Suzuki  engine  before  moving  on  to  his  ne: 
file;  he'd  take  four  hours  under  normal  conditions.  "It's  lit 
MJlS.H."  says  Guckian.  "This  is  meatball  damage-claim  surgery 
To  get  into  the  salvage  game  without  too  much  risk,  start 
the  low  end  of  the  market,  where  many  of  the  best  deals  lur 
We  found  a  2003,  22-foot  Pathfinder,  a  flat-bottomed  bo; 
favored  by  fishermen,  on  a  lot  behind  Port  St.  Lucie's  airpor 
The  150hp  Yamaha  engine  looked  like  it  got  away  withoi 
much  damage,  and  the  hull  had  only  minor  fiberglass  rupture 
A  similar  Pathfinder,  unharmed,  sells  for  around  $30,000  se> 
ondhand.  Gregory  Forrester,  a  catastrophe-team  leader  worl 
ing  for  USAA,  a  San  Antonio,  Tex.  insurer  servicing  military  pe 
sonnel,  told  us  he'd  probably  part  with  this  lightly  damage 
version  for  around  $6,000. 

Forrester  suggests  a  strategy.  Find  a  good  boat  with  little  hi 
damage  but  a  wrecked  engine  and  a  hull-smashed  wreck  with 
sound  engine.  Then  put  the  two  together  to  create  a  valuab 
whole.  They  don't  need  to  be  identical  models.  He  had  dozens 
such  smaller  damaged  boats  piling  up  for  pairing  on  his  lot.  B 
shortly  after  our  visit  a  boatyard  swooped  in  and  bought  the  e 
tire  lot — the  junk  and  the  jewels — before  the  retail  public  ev< 
had  a  chance  to  bid. 
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Home 

Improvement 

You  could  have  your  home 
redecorated  by  top  designers 
and  pay  nothing — if  it's  chosen 
as  a  charity  show  house. 

BY  CARRIE  COOLIDGE 

GRAHAME  P.  HORSELL'S  CENTURY-OLD  HOME  IN 
Louisville,  Ky.  needed  a  makeover.  So  he  volun- 
teered the  place  to  a  charity  as  a  show  house  for  de- 
signers. After  the  remodeling  the  public  paid  $12  a 
head  over  a  two-week  period  to  view  the  decorators' 
handiwork  The  decorators  paid  for  the  labor  and  materials.  Pro- 
ceeds from  the  ticket  sales  went  to  the  Bellermine  University  fi- 
nancial aid  program.  Horsell,  39,  got  a  spiffy  residence  he  could 
then  sell  for  more  than  it  would  have  been  worth  unadorned.  If 
you  want  to  put  up  with  a  gaggle  of  designers  redoing  your  home 
and  think  you  can  live  with  the  result,  consider  nominating  it  to 
raise  money  for  a  worthy  cause.  Chances  are  a  charity  near  you  is 
planning  a  designer  showcase  and  wants  a  willing  specimen.  Your 
home's  resale  value  may  even  go  up  by  as  much  as  10%. 

Decades  before  reality  television  shows  like  Extreme  Makeover 
hit  die  airwaves,  decorators'  show  houses  were  big  moneymakers 
for  charities.  No  one  is  sure  how  many  there  are  now,  but  their 
numbers  are  definitely  multiplying.  Home  improvement  mania 
lets  organizations  ranging  from  the  National  Symphony  Orches- 
tra in  Washington,  D.C.  to  New  York's  Kips  Bay  Boys  &  Girls  Club 
to  the  Oklahoma  City  Symphony  Orchestra  raise  gobs  of  money. 

Participating  in  the  making  of  a  dream  house  does  come  with 
a  few  strings.  The  homeowners  must  put  all  of  their  possessions  in 
storage  and  find  somewhere  else  to  live,  often  for  a  number  of 
months.  Also,  only  a  few  designers  allow  homeowners  final  ap- 
proval over  remodeling  schemes.  You  don't  like  the  1920s  Fritz 
Lang  Metropolis  look  of  your  redone  bathroom?  The  good  thing 
is  that,  if  homeowners  make  a  stink,  the  bathroom  usually  is  re- 
stored to  its  original  condition  at  the  decorator's  expense. 


The  best  deal  is  when  you  had  planned  to  move  anyway.  Th; 
was  the  case  with  Horsell:  Before  the  designers  turned  his  old  fivi 
bedroom  into  a  Shangri-la,  he  was  gone.  He  got  married  an 
trucked  everything  to  a  new  home  with  his  bride. 

Of  course,  nominating  your  house  for  a  charity  makeovi 
doesn't  mean  it  will  happen.  The  Bellarmine  Women's  Counc 
visits  as  many  as  six  homes  each  year  in  the  Louisville  area  befo 
making  their  selection.  Obviously,  the  abode  must  be  sizab 
enough  to  accommodate  the  many  designers.  Candidates  mu 
have  at  least  16  or  more  different  "design  spaces" — meaning  bd 
rooms  and  hallways.  A  historic  home  may  trump  mere  size. 

Don't  expect  the  neighbors  always  to  be  happy  about  hundre< 
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f  gawkers  roaming  around.  The  Women's  Committee  for  the  Na- 
onal  Symphony  Orchestra,  which  raises  upwards  of  $300,000 
om  its  annual  show  house,  had  this  year  originally  lined  up  a 
9,000-square-foot  candidate  in  Washington,  D.C.  Neighbors,  in- 
luding  NBC  news  correspondent  Andrea  Mitchell,  informed  the  or- 
hestra's  board  that  there  was  a  contested  issue  about  whether  the 
uilder  had  violated  zoning  restrictions  with  the  construction  of 
jch  a  large  home  in  a  protected  woodlands  area.  As  a  result  the 
:arch  committee  pulled  out  and  found  another  location. 

The  designers'  time  and  effort  usually  comes  gratis  to  the 
omeowner.  Everything  that  they  permanently  attached  to  the 
'alls,  floors  or  grounds  of  Horsell's  property  was  his  for  free,  im- 


Curb  appeal:  Graham  Horsell's  home  was  professionally  landscaped 
because  it  was  used  as  a  decorators'  show  house.  The  timing  was 
right— he  immediately  put  it  on  the  market  for  $1.4  million. 

provements  that  would  have  cost  him  at  least  $53,000  had  he  or- 
dered them  himself.  He  was  asked  to  pay  (at  a  discounted  price) 
only  for  removable  furnishings,  such  as  window  treatments. 

Why  are  designers  willing  to  turn  down  paying  jobs  to  spend 
time  and  tens  of  thousands  of  dollars  of  their  own  cash  on  a  char- 
ity show  house?  "It  generates  a  lot  of  buzz  and  brings  a  lot  of  at- 
tention," says  James  Theobald,  vice  president  of  sales  and  mar- 
keting at  Theo  Kalomirakis  Theaters,  which  installs  luxurious 
home  movie  theaters.  "It  is  a  prestigious  thing  to  be  invited  to  be 
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Daniel  and  Joan  Strishock's  indoor  swimming  pool  room  in  their 
Potomac,  Md.  home  was  dull  and  drab  before  it  got  a  glitzy 
makeover  by  decorator  Barbara  Hawthorn. 


a  part  of  a  show  home."  The  Kips  Bay  Decorator  Show  House  on 
Park  Avenue  was  toured  by  1 7,000  people  during  28  days  from  late 
April  to  mid-May.  The  owners  did  pretty  well,  too.  They  put  it  on 
the  market  for  $30  million,  making  it  one  of  the  most  expensive  res- 
idential town  houses  listed  in  New  York  In  Louisville,  Horsell  listed 
his  house,  which  he  bought  eight  years  ago  for  $450,000,  at  $  1 .4  mil- 
lion as  soon  as  the  tours  ended.  "Being  involved  with  the  designers' 
show  house  really  gave  it  curb  appeal,"  he  says. 

If  you  do  sell  your  Eliza  Doolitded  home,  the  charity  might 
take  a  cut  of  your  proceeds.  The  Oklahoma  City  Orchestra 
League's  contract  with  homeowners  provides  that  it  gets  0.5%  of 
the  net  sale  price  if  the  house  is  sold  within  16  months  of  when  the 
League  takes  possession  for  the  makeover.  A  house  it  featured  last 
year  sold  for  $1.4  million,  yielding  $6,750  for  the  orchestra. 

These  goodies  come  with  a  tax  price.  You  are  supposed  to  de- 
clare as  income  the  fair  market  value  of  the  services  rendered  to 
you.  (If  you  later  share  sales  proceeds  with  the  charity,  that  would 
be  a  deductible  contrib,!  here  are  at  least  two  different 

ways  to  account  for  the  impi  as  ements,  one  dicey,  the  other  less  so. 


O  R  B  E  S  ■  Decembe- 


The  tax-avoidance  method  involves  structuring  the  arrange- 
ment as  a  two- week  lease  to  the  charity  and  treating  the  improve- 
ments as  the  payment.  Tax  law  lets  you  rent  your  own  home  for  14 
days  or  less,  tax-free,  provided  you  don't  claim  any  expenses  related 
to  the  rental.  As  for  the  time  needed  by  the  designers  for  decorat- 
ing before  the  show  house  opens  to  the  public,  it  could  be  con- 
sidered giving  access  to  prepare  the  home  for  the  rental  period. 

An  alternative  approach  perhaps  less  subject  to  challenge  by  the 
Internal  Revenue  Service:  Treat  the  makeover  as  a  barter  transac- 
tion subject  to  tax,  says  J.  Mark  Nickell,  a  CPA  and  fee-only  finan- 
cial adviser  in  Brentwood,  Tenn.  With  barter,  you  include  in  youi 
income  the  fair  market  value  of  property  or  services  you  received 

No  doubt  the  decor  changes  are  worth  the  accounting  efforts 
Take  the  20-plus-room  neo-Federal  brick  mansion  on  Park  Av 
enue  that  Kips  Bay  featured  this  year,  owned  by  real  estate  devel- 
oper Sherman  Cohen  and  his  wife,  Gloria.  For  six  weeks,  2 1  de- 
signers including  Jamie  Drake,  Scott  Snyder  and  Noel  Jeffrey,  some 
of  the  top  names  in  the  business,  worked  on  their  assigned  rooms 
while  seven  artists  painted  murals.  "The  entire  house  was  freshenec 
up,"  says  Marie  Stewart,  director  of  marketing  and  special  event 
for  Kips  Bay  Boys  &  Girls  Club.  "It  would  have  taken  a  very  lonj 
time  for  the  owners  to  have  all  of  this  done  on  their  own/ 

Perhaps  the  most  dramatic  transformation  was  the  basemen! 
raw  and  unfinished  before  the  makeover.  On  one  side  designe 
Theo  Kalomirakis  created  a  $400,000  home  theater,  with  a  fron 
projection  screen,  leather  seats,  state-of-the-art  acoustics,  nev 
lighting,  and  murals  of  Katherine  Hepburn  and  Marlon  Brando  ii 
the  foyer  and  powder  room.  On  the  other  side  of  the  basemen 
Bilotta  Kitchens  of  New  York  designed  a  wine  cellar  with  a  Tuscai 
theme,  custom  pine  cabinetry,  hand-chiseled  Jerusalem  gold  lime 
stone  on  the  walls  and  floor  and  glass-and-mahogany  wine  rack' 

The  face-lift  was  equally  dramatic  at  the  seven-bedroom  ii 
Potomac,  Md.  owned  by  Daniel  and  Joan  Strishock,  who  helpe< 
out  the  National  Symphony  Orchestra  this  year,  after  the  firs 
prospective  show  house  fell  through.  Their  13,000-square-foc 
home,  complete  with  indoor  and  outdoor  pools,  had  not  bee 
decorated  since  its  early- 1980s  construction. 

Paint  manufacturer  Coatings  Alliance  donated  $15,00 
worth  of  its  C2-brand  paint.  Famed  Washington,  D.C.  decorate 
Barbara  Hawthorn  transformed  mauve-colored  tiles  around  th 
indoor  pool  with  glazed  drywall  stenciled  to  resemble  sandston 
and  put  twinkle  lights  and  fish  netting  on  the  ceiling.  Upstair 
designer  David  Mitchell  created  a  serene  guest-bedroom  cole 
scheme  of  olive  green,  rust,  chocolate  brown  and  khaki.  In  th 
downstairs  powder  room  artist  Tracey  Price  painted  a  celesti; 
scene  on  the  ceiling  and  a  French  countryside  wall  mural. 

The  kitchen  got  a  $50,000  makeover.  Designers  ripped  dow 
dated  blue-striped  wallpaper,  then  added  crown  molding  and 
hand-painted  border  to  the  walls.  Maytag  Corp.'s  Jenn-A 
replaced  all  the  appliances  with  new  models  worth  $20,00 
(retail).  The  company  chooses  17  to  20  show  homes  each  year  t 
market  its  appliances  to  kitchen  designers  and  wealthy  home 
owners.  For  Jenn-Air,  like  the  decorators,  this  is  no  charity.  I 
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introducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innov 
Health  plans  is  designed  to  bring  Employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  u 
'-plan  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-s; 
care-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The 
ibelect  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  c 
fcver  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  carefu 


Health  •  Life  •  Dental 

be  Power  CareAdvocate  PPO  and  HSA-compatible  Health  Plans  are  issued  by  our  affiliate,  BC  Life  &  Health  Insurance  Company  (BCL&H).  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  ( BCC )  or  BCL&H, 
lepending  upon  the  plan.  The  Power.S.elect  HMO  is  issued  by  BCC.  Health  and  Dental  from  BCC  and/or  BCL&H.  Life  insurance  from  BCL&H.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association    2004  BCC. 
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Makers&Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makers. 

Wide  Screen 

We  recommended  mux  (7,  mux)  a  year  ago  (Dec.  22,  2003)  at  $8,  but  now 
have  misgivings.  Stock  in  Imax,  whose  movie-projection  systems  put  you 
in  the  front-row  seats  at  a  Rolling  Stones  concert  or  amid  swimming 
sharks,  should  at  least  have  risen  a  few  dollars. 

A  move  to  mainstream  films  (new  offering:  Hie  Polar  Express  dud)  has 
not  produced  a  Hollywood  ending  here,  pardy  due  to  Imax's  woeful  job  at 
advertising  its  big-screen  offerings.  For  the  year's  first  three  quarters  rev- 
enue was  flat  at  $88  million.  While  earnings  tripled  to  $2.4  million,  their 
quality  raised  eyebrows  at  Camelback  Research  Alliance.  For  the  nine 
months  ending  in  September  Imax  eked  out  operating  cash  flow  of 
$4.7  million  only  by  reaching,  says  Camelback  cofounder  Donn  W.  Vick- 
rey.  Imax  counted  $5  million  from  the  release  of  collateral,  guaranteeing 
some  theater  construction,  and  also  counted  a  $5  million  advance  on  pro- 
duction costs  that  has  the  flavor  of  a  loan.  Vickrey  doesn't  like  the  lavish 
stock  option  grants  to  insiders  of  prior  years. 

Imax  says  the  release  of  collateral  and  the  production  prepayment  were 
quite  properly  handled  in  the  cash  flow  statement  and  that  most  of  the 
options  wound  up  so  far  underwater  they  don't  matter. 

Still,  debt-dependent  Imax  has  done  little  to  clean  up  its  balance  sheet. 
It  has  a  Ix  ^v  value  of  negative  $50  million.  We  now  say  you  should  short 
the  shares  and  cov<.„  '  ""i.  — Elizabeth  MacDonald 


Booze  News 


The  Non-Google  Troubleshooter 


Stock  price 


People  are  back  on  the  hard  stuff  again, 
giving  Britain's  allied  domecq  (38,  AED)  a 

buzz.  As  more  and  more  tipplers  swilled 
its  Stolichnaya  vodka,  Malibu  rum  and 
Kahlua  liqueur,  Allied  posted  a  6%  rise  in 
net  income  to  $644  million  on  $5.8 
billion  in  revenue  under  British  account- 
ing rules  for  the  fis- 
cal year  ended  in 
August. 

The  world's  sec- 
ond-largest liquor 
distributor  recent- 
ly introduced  new 
print  campaigns  for 
Kahlua  and  Stoli, 
and  launched  Caribbean-themed  TV 
spots  for  Malibu.  Helping  out  is  Allied's 
Dunkin'  Donuts  unit,  now  pushing  into 
stumbling  rival  Krispy  Kreme's  southern 
turf.  Allied  trades  at  a  low-proof  16  times 
trailing  earnings,  versus  competitors 
Diageo  (17),  the  industry  leader,  and 
Brown-Forman  (21). 

— Matthew  Miller 


Stock  price 


The  largest  initial  public  offering  of  2004 
was  not  a  sexy  search  engine  company 
whose  name  is  based  on  a  1  followed  by 
100  zeros.  GENWORTH 
FINANCIAL  (25,  GNW) 
went  public  in  May, 
raising  $2.8  billion, 
and  has  since  climbed 
30%  in  share  price. 
Google,  which  sold 
$1.6  billion  of  shares 
in  August,  has  quickly 
doubled.  Yet  insurer  Genworth  has  four 
times  Google's  earnings. 

A  mortgage  insurer  and  steady  issuer 
of  life  and  health  policies,  Genworth 
boosted  earnings  for  the  nine  months 
through  September  by  7%  to  $799  mil- 
lion, on  $8.4  billion  in  revenue.  But  the 
subsidiary  of  General  Electric  (which  still 
owns  70%)  is  cheap.  It  sells  at  1  times 
book,  versus  Prudential  at  1.2  times  and 
MetLife  at  1.3,  notes  David  Dietze  of 
Point  View  Financial  Services.  Google's 
price/book  is  1 7.  — Robert  Lenzner 


Thrifty  companies  are  leery  about  buying 
lots  of  new  technology  lately,  wishing  to 
squeeze  more  out  of  the  stuff  they  already 
own.  That  situation  is  made  to  order  for 
QUEST  SOFTWARE  (16,  QSFT),  which  writes 
code  that  helps  corporate  networks  func- 
tion more  smoothly  and  fixes  glitches. 
Earnings  tripled  for  2004's  first  three 
quarters  to  $34  million  on  $271  million 
in  sales.  Even  excluding  the  September 
sale  of  its  Vista  Plus  unit,  Quest  profits 
have  surged. 

The  stock,  up  30% 
from  six  months  ago 
and  trading  at  33 
times  earnings,  is  not 
cheap.  But  the  com- 
pany's performance 
and  outiook  warrant 
the  price.  In  particu- 
lar, Microsoft's  Windows  NT  upgrade 
cycle  continues  to  drive  demand  foi 
Quest's  software,  especially  in  its  rejuve- 
nated European  market. 

— Lisa  DiCarlt 
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RULE  #9 

IT  PAYS  TO  USE  THE 
RIGHT  TOOLS  FOR  THE  JOB 


nvestment  Management,  you  don't  want  to  be  limited  by  the  information  tools  you  use.  With  our 
luisition  of  Multex,  you  can  now  combine  research,  real-time  estimates  and  fundamental  data  with 
fast,  accurate  news  and  prices  that  you  expect  from  Reuters.  All  of  which  gives  you  greater  control 
he  vital  information  you  rely  on.  For  a  smoother  operation,  visit  www.reuters.com/assetmanagement 


REUTERS 

KNOW.  NOW. 


The  Contrarian  David  Dreman 


Dodging  the 
Potholes 


THE  ROAD  AHEAD  FOR  STOCKS  SEEMS  BENIGN  BUT  IS 
chock-full  of  potholes.  On  the  positive  side  is  the  low 
15%  tax  on  both  dividends  and  capital  gains  intro- 
duced during  George  Bush's  first  term.  Due  to  expire 
in  2009,  the  new  rate  stands  a  reasonable  chance  of 
being  made  permanent.  Value  stocks,  which  have  outdistanced 
the  S&P  500  in  each  of  the  past  five  years,  should  therefore  con- 
tinue their  superiority,  since  they  tend  to  pay  high  dividends. 

Next  year  the  S&P  500  Index  will  see  a  10%  gain  in  earnings, 
say  the  analysts.  This  is  a  "bottom-up"  estimate — meaning  it 
was  constructed  from  forecasts  for  each  of  the  component  com- 
panies. Chances  are  these  estimates  will  prove  high.  If  the  gain 
comes  in  at  only  5%,  you're  going  to  see  stocks  climb  only  5% 
next  year,  absent  an  expansion  in  price/earnings  multiples. 
Don't  count  on  any  P/E  expansion.  Multiples  are  already  high  by 
historical  standards. 

No  matter  how  pro-business  the  Bush  Administration  is, 
persistent  and  worsening  problems  with  tech  overcapacity  and 
inflation  will  offset  his  efforts  in  2005. 

The  Nasdaq  100,  heavily  weighted  with  tech  stocks  like 
Intel  and  Nextel  Communications,  is  so-so.  High-tech  stocks 
seldom  pay  dividends,  so  they  lack  that  basic  attraction.  The 
Nasdaq  100  returned  -12%  annually  over  the  past  five  years, 
9  percentage  points  below  the  S&P  500  and  14  below  the  Barra 
500  Value  Index.  One  thing  holding  tech  stocks  back  is  the 
overcapacity  in  telecom,  personal  computers  and  semiconduc- 
tors, an  overcapacity  that  will  take  years  to  absorb.  An  indica- 
tor: Tyco  International  recently  sold  its  global  fiber-optic  net- 
work for  $130  million — 96%  less  than  what  Tyco  paid  to  build 
the  thing. 

The  most  onerous  challenge  is  rising  inflation,  heralded  by 
the  50%  increase  in  the  price  of  oil  so  far  this  year.  This  has  led 
to  an  upward  spiral  in  the  cost  of  many  industrial  commodities, 
including  copper,  aluminum  and  steel.  Costlier  commodities 
will  either  pressure  corporate  profit  margins  or  force  companies 
to  hike  prices.  This  phenomenon  affects  everyone  from  autos  to 
airlines,  from  dynamos 
to  duct  tape. 

Luckily,  inflation 


hurts  stocks  only  in  the  beginning.  Then  stocks  adapt  to  it  and 
recover.  Not  so  with  bonds. 

Investors  are  enormously  exposed  today  to  the  inflation  risk 
in  long-term  bonds.  The  yield  on  the  ten-year  Treasury,  4.2%  as 
I  write,  is  not  much  off  the  40-year  low  it  set  in  the  summer  of 
2003.  This  makes  no  sense,  given  that  oil  and  industrial  material 
prices  are  soaring.  Bond  investors  seem  to  feel  that  the  economy 
will  slow  and  inflation  will  cool.  Eventually  this  happy  illusion 
will  vanish.  Most  recent  data  point  to  a  continuation  of  eco- 
nomic growth  at  a  steady  pace;  employment  was  up  by  337,000 
in  the  latest  Department  of  Labor  report.  Such  gains  may  or] 
may  not  be  enough  for  a  boom,  but  they  are  definitely  enough 
for  inflation. 

If  you  must  have  fixed-income  securities  in  your  portfolio.1 
stay  very  short.  That  means  keeping  durations  to  18  months  orl 
less.  The  Treasury  maturing  in  May  2006  yields  2.2%,  under  the 

recent  rate  of  inflation.  So  be  it. 
Your  alternative  is  to  reach  out! 
for  yield  at  the  long  end  of  thei 
maturity  spectrum  and  risk) 
suffering  a  catastrophic  loss 
when  rates  climb. 

Given  that  Treasury  bondl 
interest  is  taxed  at  up  to  35%i 
while  stock  dividends  are  taxed! 
(depending  on  your  state)  atj 
not  much  more  than  half  that* 
you're  better  off  getting  youfl 
income  from  high-yielding 
stocks  than  from  bonds.  Here 
are  three  dividend  stocks  ta 
consider. 

DaimlerChrysler  (45,  DCX)  has 
been  making  progress  this  year  improving  profits  in  both  its 
Mercedes  and  Chrysler  divisions.  After  a  loss  last  year  earnings 
should  hit  $4  a  share  in  2004.  The  stock  trades  at  a  trailing 
price/earnings  multiple  of  15.  And  it  yields  a  tidy  4.3%. 

Bristol-Myers  Squibb  (24,  BMY)  has  endured  lackluster  earning! 
as  it  tries  to  develop  new  blockbuster  drugs  to  replace  those 
whose  patents  have  expired.  Although  the  near-term  earning: 
outlook  is  flat,  rising  drug  prices  and  eventual  new  products  ir 
the  pipeline  for  an  aging  population  should  result  in  earning: 
growth  resuming  by  late  2006.  The  company  has  a  strong  bal 
ance  sheet,  trades  at  17  times  earnings  and  yields  4.7% 

Merck  (25,  MRK)  has  the  same  problems,  worsened  by  thi 
Vioxx  mess,  with  the  tainted  drug's  removal  from  the  marke 
and  attendant  class  actions  and  federal  investigations.  Still 
Merck  has  a  great  record  in  developing  new  blockbusters,  plu 
extremely  strong  finances.  Hence  it  has  a  good  chance  of  weath 
ering  the  legal  assault  without  lowering  the  dividend.  Dowi 
70%  from  its  alltime  high  in  2000,  the  stock  has  a  P/E  of  10  ant 
yield  of  5.6%. 


Overcapacity  in 
tech  and  rising 
inflation  will 
keep  stock 
gains  moderate 
in  2005.  The 
antidote:  Buy 
shares  with  nice 
dividends. 


Forbes 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contraria 
Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Stock  Trends  Laszlo  Birinyi  Jr. 


The  Experts 
Are  Wrong 

The  seemingly  endless  presidential  campaign  is  over, 
and  there's  a  strong  temptation  to  forget  about  it.  On 
hold  before  Nov.  2,  the  market  has  gotten  back  to  busi- 
ness. But  the  hard-fought  election  teaches  lessons  that 
are  as  applicable  to  Wall  Street  as  to  Washington. 
First  lesson:  Don't  trust  experts.  To  paraphrase  the  econo- 
mist John  Kenneth  Galbraith:  Experts  usually  turn  out  to  be 
those  who  are  asked,  not  those  who  know.  On  Election  Day,  exit 
polls  showed  John  Kerry  doing  well.  The  wise  folks  making  that 
call  were  proved  dead  wrong  hours  later. 

Yet  when  the  Kerry  news  broke,  it  sent  the  Dow  down  50 
points  in  a  matter  of  minutes.  Overall,  the  Wall  Street  equiva- 
lents of  the  exit-poll  geniuses  opined  that  stocks  would  continue 
to  stay  flat,  as  they  had  been  doing  for  months.  Both  Bush  and 
Kerry  victories  had  already  been  priced  in,  said  these  market 
pundits.  But  on  Nov.  3  stocks  saw  their  best  day  of  the  year — 
and  then  kept  climbing. 

Second  lesson:  People  don't  always  do  what  they  say  they 
will  do.  Opinion  surveys  this  fall  said  the  election  was  going  to 
be  a  cliff-hanger.  So  everyone  braced  for  recounts,  legal  chal- 
lenges and  weeks  of  uncertainty  following  Nov.  2  over  who  won. 
It  wasn't  a  cliff-hanger.  Some  of  the  people  favoring  Kerry  in  the 
surveys  ended  up  not  favoring  Kerry. 

Like  preelection  voters  interviewed  by  pollsters,  money 
managers  also  have  a  disconnect  between  saying  and  doing. 
Managers  will  tell  you  they  are  cautious  and  defensive,  yet  their 
portfolios  are  overweighted  with  the  likes  of  Ebay  and  Google. 

Third  lesson:  Rules  of  behavior  are  baloney.  People  change 
all  the  time.  In  politics  the  rule  is  that  large  turnouts  favor  the 
Democrats.  This  year  we  had  a  record  number  of  voters,  mean- 
ing Kerry  should  have  won.  Let's  consign  the  turnout  rule  to  the 
same  back  shelf  where  you  find  the  football  rule.  That's  where  if 
the  Washington  Redskins  are  defeated  at  home  before  the  elec- 
tion, the  incumbent  will  lose,  too.  The  Skins  lost  to  the  Green 
Bay  Packers  28-14  on  Oct.  31. 

By  the  same  token,  the  investing  public's  mood  is  no  more 
easily  divined.  The  rule  is 
that  the  beginning  of  the 
vear  is  when  new  monev 


comes  into  stocks.  In  reality,  new  money  comes  in  whenever 
prospects  for  gain  appear  good.  That's  what  happened  in 
November,  postelection.  Another  rule  is  to  own  oil  stocks  late  in 
the  economic  cycle.  This  assumes  you  know  where  we  are  in  the 
economic  cycle.  Owning  oil  shares  is  smart  if  you  think  (as  I  do) 
that  oil's  price  will  stay  high.  Still  another  rule  holds  that  you 
should  sell  bonds  when  the  Federal  Reserve  is  tightening. 
Despite  the  Fed's  jacking  up  short-term  rates  a  full  point  in 
2004,  the  yields  of  ten-year  Treasurys  are  not  much  higher  than 
a  year  ago.  Thus  far  hardly  a  bond  market  rout. 

Despite  the  link  between  the  election  and  the  market,  I  don't 
believe  there  are  "Bush  stocks"  to  pick.  Pennsylvania  Avenue  is 
even  farther  from  Wall  Street  than  it  is  from  Main  Street.  And 
although  Washington  may  come  to  Wall  Street  looking  for 
money,  Wall  Street  doesn't  go  to  Washington  looking  for  advice. 
While  I  continue  to  be  bullish  long  term,  my  outlook  is 

tempered  by  several  factors. 
And  these  lie  outside  the  realm 
of  dumb  experts,  two-faced 
opinions  and  absurd  "rules." 
My  foremost  concern  is  high 
current  stock  valuations,  an( 
issue  I  discussed  in  my  last 
column  (Nov.  1). 

Another  difficulty  is  that 
the  market  still  lacks  leader- 
ship. I  think  it  is  too  early  for 
financial  stocks  to  compose,  by 
market  value,  one-fifth  of  the 
S&P  500.  In  the  face  of  higher 
rates  the  sector  is  vulnerable 
Basic  industries  could  keep| 
going  higher  with  names  likt 
Caterpillar,  U.S.  Steel  and  United  Technologies.  Various  seers  sa> 
these  are  worth  twice  their  going  price.  Nevertheless,  these 
stocks'  already  large  moves — U.S.  Steel  is  up  360%  from  it* 
March  2003  low — seem  hard  to  build  on  unless  they  are  sitting 
atop  an  oil  patch. 

Also,  much  of  the  postelection  rally  was  fueled  by  large-cap 
stocks  (with  drugs  the  exception).  I  suspect  that  is  owing  tc 
cash-rich  institutions  wanting  to  be  more  heavily  invested  arte) 
using  the  pending  election  as  an  excuse  to  do  nothing.  Following 
Nov.  2  they  have  gravitated  to  the  blue  chips  that  make  up  th< 
S&P  500,  the  path  of  least  resistance  and  easy  to  justify  to  thei 
boards.  Too  bad  internal  politics  drove  this  asset-allocation  deci 
sion,  not  solid  research.  An  increase  in  stock  buybacks  ($180  bil 
lion  through  October,  up  78%  from  the  comparable  200.' 
period)  has  spurred  the  market,  as  well. 

I  expect  returns  will  be  muted  over  the  coming  months 
What  to  buy  in  light  of  that?  Good  dividend  payers  with  upsid< 
potential:  utility  consolidated  EDISON  (46.  ED)  at  a  5%  yield  an< 
chewing  tobacco  company  UST  (44,  UST)  at  4.8%. ' 


The  election 
proved  the 
pundits  erred. 
So  now  the 
stock  market  is 
confounding 
experts  and 
their  investor 
behavior  rules. 
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When  we  fight  for  the  environment,  we  fight  for  you.  And  we  win.  Like  the  case 
that  forced  the  EPA  to  clean  up  smog  in  communities  across  the  country.  Join  us. 
Call  1-800-584-6460  or  visit  earthjustice.org  and  learn  why  Worth  Magazine  named 
us  one  of  the  1 00  most  effective  nonprofits. 


^EARTHIUSTICE 

■  •  M  Because  the  earth  needs  a  good  lawyer 


Watch  Richard  Lehmann 


if 


How  to 
Diversify 

NOW  IS  THE  HOUR  OF  THE  CRYSTAL  BALL,  AS  YOU  SET 
about  positioning  your  portfolio  for  the  coming  year 
and  plan  any  year-end  tax  selling.  Last  year  at.  this 
time  I  cautioned  against  following  the  sentiment  that 
ruinous  interest  rates  lie  ahead.  I  advised  you  to  stay 
the  course. 

Well,  thus  far  this  year  using  the  ten-year  Treasury  as  a  bench- 
mark you  haven't  done  badly.  It  started  out  the  year  at  a  4%  yield, 
hit  4.5%  by  summer  and  has  eased  back  to  4%.  I  often  recom- 
mend junkier  bonds;  this  category  (as  measured  by  a  Merrill 
Lynch  high  yield  index)  had  a  7.8%  total  return. 

For  2005  I  again  expect  good  news  for  the  bond  market. 
Rates  will  stay  moderate,  or  even  decline  some.  Inflationary 
pressures  are  minimized  in  a  world  where  all  nations  compete. 
The  low-cost  producer  brings  everyone  down  to  his  level,  mak- 
ing deflation  as  much  a  concern  as  inflation. 

There  are  risks,  of  course,  that  this  rosy  scenario  won't  play 
out.  An  international  crisis — Iran  and  Korea  come  quickly  to 
mind — could  trigger  a  flight  to  quality,  meaning  Treasurys  and 
other  high-grade  bonds.  A  flight  from  junk  could  also  result 
from  a  financial  panic,  occasioned,  perhaps,  by  failures  among 
the  speculators  who  borrow  at  short-term  rates  and  lend  at 
long-term  ones,  an  activity  known  as  the  carry  trade.  A  retreat 
here  could  touch  off  a  selling  avalanche  that  even  the  Federal 
Reserve  couldn't  stop.  The  current  Fed  policy  of  ratcheting  up 
short-term  rates  while  letting  disinflation  drive  down  long  rates 
is  designed  to  flatten  the  yield  curve  and  cause  an  orderly 
unwinding  of  the  carry  trade.  Let's  hope  that  the  Fed  succeeds 
with  this  soft  landing. 

The  wisest  plans  for  all  seasons,  even  if  the  outlook  appears 
certain,  is  to  diversify  your  holdings.  I'm  not  going  to  tell  you 
what  percentage  of  stocks  versus  bonds  you  should  have,  or 
exactly  how  your  fixed-income  holdings  should  be  allocated. 
That  varies  by  personal  circumstances  like  age,  financial  situ- 
ation and  investment  goals.  But  I  can  tell  you  the  different 
kinds  of  fixed-income  securities  to  include  in  your  diversifi- 
cation efforts. 

My  commonsense  take  is  that  investment-  [ 
grade  securities  should  form  the  core.  Beyond  I 


those,  though,  look  for  good  returns: 

•  Convertible  preferreds  and  bonds.  These  offer  you  the  chance 
to  participate  in  any  rise  in  equities.  The  category  did  fairly  well 
in  2004  despite  a  weak  stock  market.  In  2005  convertibles  should 
do  even  better.  The  converts  that  particularly  catch  my  eye  are 
preferreds  in  commercial  property  real  estate  investment  trusts. 
These  REITs  are  less  sensitive  to  interest  rate  gyrations  in  a  grow- 
ing economy. 

Simon  Property  Group  (S4.SPG.I)  is  a  $13  billion  regional  mall 
and  shopping-center  owner  and  operator.  Its  6%  convertible 
preferred  yields  5.6%  and  can  be  converted  at  any  time  into 
0.78  shares  of  Simon  common,  which  would  work  out  to  $47. 
The  common  dividend  yield  is  half  a  percentage  point  less  than 
this  preferred,  but  the  common's  payout  is  rising.  A  similar, 
smaller  REIT  is  from  Ramco-Gershenson  (3I.RPT.C),  a  7.95%  secu- 
rity that  yields  7.2%  and  converts  at  any  time  to  one  share 

of  Ramco  common,  worth 
$29.50. 

•  Canadian  Royalty  Trusts. 
I  am  a  big  fan  of  these  natural 
resources  entities,  which  differ 
from  the  U.S.  versions  in  that 
they  can  continually  acquire 
production  properties.  The 
American  trusts  are  passive 
investments.  In  my  last  column 
(Sept.  6)  I  explored  the  Cana- 
dian trusts  in  some  detail. 

Projections  for  the  oil 
industry  are  historically  iffy,  yet 
odds  are  crude  prices  will  stay 
high  for  some  time,  a  boon  to 
the  royalty  trusts.  The  Cana 
dian  trusts'  payouts  and  duration  still  look  undervalued. 

One  good  royalty  trust,  not  mentioned  by  me  before,  is 
Enerplus  Resources  Fund  (32,  ERF),  paying  10.3%.  Under  U.S.  tax 
law  a  portion  of  the  fat  dividend  is  return  of  capital  and  thus  nol 
taxed.  You  also  get  a  U.S.  tax  credit  on  your  15%  Canadian  with- 
holding tax.  The  result  is  almost  double-digit  aftertax  income 

•  Junk  bonds.  For  decent  yields  and  short  maturities  look  tc 
high-yield  bonds  maturing  in  four  to  six  years  trading  near  par 
Sequa  9s  of  2009  are  trading  at  104  cents  on  the  dollar  and  yield 
7.6%  to  maturity.  Sequa,  rated  BB-,  is  a  diversified  manufacturei 
for  the  aerospace,  auto  and  apparel  industries. 

Another  good  choice  is  Tembec  Industries  8.5s  of  2011.  These 
bonds,  also  BB-,  are  from  an  integrated  Canadian  forest  prod 
ucts  company  with  55  plants  worldwide.  Priced  at  102,  the) 
yield  8%  to  maturity. 

The  advent  of  discount  brokerage  commissions,  along  with  i 
variety  of  debt  securities  sold  in  $25  preferred  instruments,  ha: 
given  fixed-income  investors  tremendous  flexibility  in  diversify- 
ing their  portfolios  and  risks.  Take  advantage.  F 


Beyond  a  core 
of  solid  bonds, 
you  should 
reach  for  yield. 
Buy  short-term 
junk  bonds,  oil 
trusts  from 
Canada  and  also 
convertibles. 


FOrbCS      "icnard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Securities  Investoi 
•c"'      >  Visit  his  home  page  at  www.forbes.com/  lehmann. 
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Victory  in  Europe  Tour:  The  60th 
knniversary  of  The  End  of  World  War  H 


hurchill's  War  Cabinet  Rooms,  Pegasus  Bridge,  Omaha  Beach,  St.  Mere-Eglise,  Paris,  Bastogne,  The  Rhine 


In  The  National  D-Day 

!  useum,  America's  National 
orld  War  II  Museum,  for  the 

|p  of  a  lifetime  featuring 

;traordinary  veterans  such 
George  H.  Leidenheimer 
dCapt.  William  D. 
well  who  fought  through- 
t  Europe  with  the  82nd 

irborne  Division's  507th 
rachute  Infantry  Regiment, 
irold  Baumgarten  who 
ided  on  the  beaches  of 
irmandy  on  D-Day  with 

\i 1 16th  Infantry  Regiment 
the  29th  Infantry  Division, 

|d  with  Walter  D.Ehlers, 
10  won  the  Medal  of  Honor 
hting  the  Germans  in  the 


hedgerows  of  Normandy  with 
the  1st  Infantry  Division's 
18th  Infantry  Regiment. 
Each  of  the  three  12  day  tours 
will  be  led  by  distinguished 
historians  such  as  Carlo 
D'Este,  Donald  L.  Miller, 
and  Martin  K.A.  Morgan, 
and  will  feature  renowned 
speakers  such  as  Viscount 
David  Montgomery 
of  Alamein. 


Your  tour  will  begin  in 
London  in  Churchill's  War 
Rooms,  from  there  you  will 
spend  three  days  exploring 
the  beaches  and  battles  sites 
in  Normandy,  and  then 


experience  a  taste  of  VE 
celebrations  in  Paris  before 
you  feel  the  weight  of  the 
Battle  of  the  Bulge  over  two 
days  in  Luxembourg.  You 
will  end  your  journey  in 
Frankfurt  after  a  cruise  on 
the  Rhine. 


A  special  post-tour  option 
will  include  a  visit  to  Hitler's 
Bavarian  headquarters 
complex  where  guests  will 
have  access  to  secret 
underground  tunnels  not 
open  to  the  public  and  the 
infamous  "Eagles  Nest". 


TOUR  DATES: 

►  May  1-12. 2005 

►  May  31  -June  U  2005 

►  June  2 -13, 2005 

Each  group  will  be  limited 
to  38  guests.  You  will  receive 
superior  accommodations 
and  dining,  and  each  tour 
includes  all  excursions.  The 
post-tour  option  is  available 
for  an  additional  charge. 
Please  call  1-877-813-3329 
ext.  400  or  email 
travel@ddaymuseum.org 
for  more  information. 


Americas  National  World  War  II  Museum® 

www.ddaymuseum.org 


THE  NATIONAL 
D-DAY  MUSEUM 

NEW  ORLEANS 


International  Classified  Courses 


Forbes 


Today's  business 
environment  is  more 
competitive  than  ever 
and  corporations  that  are 
capable  of  acting  on 
today's  business  demands 
and  realizing  tomorrow's 
opportunities  have  the 
advantage  over  their 
competitors. 

Join  world  class  faculty 
and  senior  managers  in  a 
program  that  drives  value 
far  beyond  the  classroom. 


Three  residential 
modules  in  Barcelona: 


May  8-  14,2005 
June  8- 11,2005 
July  3 -8,2005 


The  University  of  Chicago 
Graduate  School  of  Business 
North  America  I  Europe  I  Asia 


For  more  information  about 
the  Global  SMP 
or  our  informative  sessions 
in  a  city  near  you: 


Instituto  de  Empresa 

Executive  Education 
Castellon  de  la  Plana,  8 
28006  Madrid 

Tel.:+3491  782  17  16 

Angela.Brennan@ie.edu 

www.globalsmp.com 


Instituto 
de  Empresa 

Business  School 


SS 
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MBA 

Inspirational 

How  much  would  an  MBA  enhance 
your  professional  prospects? 
Conveniently  located  just  35  minutes 
from  central  London  the  School  of 
Management  at  the  University  of 
Surrey  offers  world-class  management 
education  to  an  international  audience. 

Along  with  a  well  regarded  MBA  the 
School  of  Management  also  offers 
a  number  of  MSc  programmes  In 
verious  specialisms  including: 

•  International  Business  Management 

•  International  Marketing  Management 

•  Financial  Services  Management 

See  website  for  full  details 

With  many  other  Business  and 
Service  sector  programmes  available, 
whatever  you're  looking  for,  you'll 
find  it  at  UniS 


FREE  LAPTOP  COMPUTER  included  with  these  programmes 


w 


School  of  Management, 
University  of  Surrey, 
Guildford,  Surrey  GU2  7XH,  UK 
Call  +44  (0)  1483  689347 
Fax  +44  (0)1483  689511 
www.som.surrey.ac.uk 
I:  so 


UniS 


University  of  Surrey 

Guildford 
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Castle  4  Sale 

Laundry  Chute,  Dual  Portcullis,  Heated  Battlements,  Torturei 
Chamber  That  Can  Be  Used  as  Extra  Bedroom  |  By  Amanda  Schupak 


CASTLE  KATARYNA  ,  ALL  3,600  SQUARE  FEET  AND 
18,000  stones  of  it,  is  for  sale  right  now  outside 
Sand  Point,  Idaho.  Built  in  1999,  the  imposing 
edifice  boasts  three  bedrooms,  an  indoor  pool, 
a  wine  cellar  and  a  heated  driveway — not  to 
mention  two  crenelated  towers,  drawbridge  and  central  vac. 
Price:  $1.5  million.  (Ermine  robes  extra.) 

In  Woodland  Park,  Colo,  the  Lion  and  the  Rose  Castle  is  for 
sale  at  $4.5  million.  A  15-foot  waterfall  rushes  below  its  entry- 
way.  A  7-foot  Strauss  Crystal  chandelier  lights  its  great  hall. 
Twenty  acres  of  land  come  with  it,  but  windows  in  the  south- 
west turret  open  onto  2  million  acres  of  national  forest.  A  two- 
hour  drive  north  will  get  you  to  a  Broncos  game. 

The  owner  of  the  Colorado  property,  Eric  Glanzer,  60,  is  an 
emergency  room  physician — no  royal  lineage  here.  But  he  lives 
like  a  king  in  his  9,000-square-foot  keep  on  the  edge  of  the 
Rocky  Mountains — one  of  hundreds  of  Americans  who  have 
bought  or  built  a  castle. 

Virginia  resident  James  B.  Dupont,  59,  a  retired  computer 
repairman,  decided  six  years  ago  it  was  time  to  make  his  dream 
of  medieval  domesticity  come  true.  Before  he  broke  ground 
he  started  a  Web  site  for  other  fortress  aficionados,  dupont- 
castle.com,  which  catalogs  castles  in  47  states  and  Washington, 
D.C.  The  560  entries  include  Renaissance-themed  bed-and- 
breakfasts  as  well  as  historic  landmarks  such  as  Belvedere  Cas- 
tle in  New  York  City's  Central  Park.  But  wade  through  the 


museums  and  medieval-style  restaurants  and  you  discover  200 
castles  that  are  private  residences. 

Of  course,  for  perfect  authenticity  Europe  is  the  place  to  go. 
In  Messina,  Sicily  a  12th-century  castle  once  belonging  to  the 
princess  of  Lancia  is  up  for  grabs.  The  50-room  compound 
overlooking  the  Strait  of  Messina  is  on  the  market  for  $  1 .6  mil- 
lion. But  renovation  costs  for  historic  European  properties  are 
often  steep,  what  with  centuries  of  wear  and  tear.  It's  also  not 
uncommon  to  find  30  rooms  of  which  only  two  are  baths.  There 
are  never  enough  closets. 

Would-be  chatelains  who  demand  comfort  are  best  advised 
to  build  from  scratch.  For  them  Roger  DeClements,  America's 
castle-building  authority,  stands  ready.  Since  1980  his  company. 
CastleMagic,  of  Sand  Point,  Idaho,  has  provided  consulting,  sales 
and  contracting  services. 

The  company  offers  15  customizable  floor  plans  with  con- 
struction costs  starting  at  $199,000.  These  include  midsize 
Kataryna,  described  above.  Sizes  range  from  a  starter  castle  of 
1,600  square  feet  with  three  bedrooms  to  a  four-tower,  17,850- 
square-foot  monster  with  servants'  quarters,  12  bedrooms, : 
great  hall,  multiple  staircases  and  an  elevator — and  a  bast 
price  of  $4.1  million. 

CastleMagic  has  built  four  castles  so  far,  with  two  mort 
under  way.  Business  is  picking  up.  Though  potential  clients  havt 
contacted  him  from  as  far  away  as  Singapore  and  the  Philip 
pines,  most  inquiries  come  from  the  Society  for  Creativ« 
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Just  pull  up  the  portcullis  and  come  home:  Of  200  residential  castles  in  the  U.S., 
some,  including  Kataryna  (above)  and  the  Lion  and  the  Rose  (left),  are  for  sale. 


vnachronism,  a  medieval  reenactment  group  with  120,000  par- 
icipants  worldwide.  Speaking  for  that  group,  Tamara  Griggs 
ays  older  members,  some  of  whom  have  been  attending  Renais- 
ance  Faires  since  the  phenomenon  began  in  1966,  have  finally 
ccumulated  the  means  to  make  their  dreams  come  true. 

Any  first-time  castle  builder  faces  tough  decisions,  start- 
ng  with  location,  which  can  be  tricky.  Zoning  may  limit 
|esidence  height  to  35  or  45  feet.  That's  a  problem  if  you're 


planning  on  a  watchtower. 

Happily,  land  unsuitable  for  ordinary  houses  often  makes  the 
perfect  setting  for  a  fairy-tale  abode.  For  $500,000,  CastleMagic 
client  Kris  C.  Frandsen  bought  ten  isolated  acres  on  the  edge  of 
a  60-foot  cliff,  high  in  the  mountains  of  northern  Idaho.  Local  ex- 
perts regarded  the  site  as  too  inaccessible  ever  to  be  developed. 
But  as  DeClements  and  Frandsen,  a  39-year-old  home  care 
entrepreneur,  gazed  out  from  here  onto  beautiful  Lake  Pend 
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and  your  life. 


Rich  Karlgaard 


Visit  www.forbes.com/digitalrules  today 


Sponsored  By: 


intel 


JOIN  THE 

F0RBES.COM 

CEO  NETWORK 


Join  the  over  5,000  senior  executives 
from  around  the  globe  who  have 
restricted  access  to  unique  content, 
discussion  boards,  chats  and  polls. 

Membership  in  the  CEO  Network 
is  free  to  qualified  applicants. 

Email  ceoinvite@forbes.net  to 
request  your  membership  invitation. 


Sponsored  by 


m 


n  v  e  n  t 


Forbes 

■■imiihih  mi  law  ■  c  o m 

Home  Page  for  the 
World's  Business  Leaders 


Jarett  Medicine  Elk,  Northern  Cheyenne/ 
Assiniboine.  Business  major,  peer  tutor, 
illustrator,  public  and  motivational  speaker. 
To  learn  more  about  tribal  colleges, 
call  800.776.3863  or  go  to  collegefund.org. 


COLLEGE  FUND* 


i*iniH.uii];iKm'i*;!ii!i 


Oreille,  an  eagle  flew  by  them  overhead. 
They  knew  this  was  the  spot. 

DeClements  says  it  takes  twice  as  long 
to  build  a  castle  as  to  build  a  conventional 
structure  of  equal  size.  Frandsen  is  now  six 
months  and  $200,000  into  his  castle,  with 
at  least  two  years  and  several  hundred 
thousand  dollars  more  to  go.  The  first  ol 
his  eight  towers  is  already  rising.  Having 
two  young  kids,  he  has  erected  300  feet  ol 
safety  battlements  along  the  cliff.  The  cas- 
tle's walls  will  consist  of  inner  and  outei 
layers  of  stone,  sandwiching  a  reinforcec 
concrete  core.  In  the  old  days  this  space 
would  have  been  filled  with  rubble 
DeClements  uses  vertical  rebar  with  hori- 
zontal steel  ties,  plus  a  layer  of  waterproo 
insulation,  electrical  wiring  and  plumbing 

Dr.  Glanzer  used  a  different  technique 
in  the  Rockies:  A  wood  frame  supports 
1.5-inch-thick  facade  of  fake  stone  colorec 
and  chemically  distressed  to  give  the  illu 
sion  of  age.  Putting  up  the  cast  stone  is 
snap.  Staple  a  wire  lath  to  plywood,  as  yoi 
would  for  a  stucco  wall,  apply  thin-se 
mortar  and  stick  the  artificial  stones  into 
the  mortar.  Press-on  Medieval. 

With  DeClements'  methods  a  basii 
castle  costs  $120  to  $230  per  square  foot  tc 
build,  compared  with  $50  to  $150  for  ; 
normal  house.  These  prices  include  air 
conditioning,  radiant  in-floor  heating, ; 
drawbridge  and  a  heavy  metal  gate  at  th< 
entrance,  called  a  portcullis.  (For  a  littl' 
extra  a  garage  can  be  added  around  back 
behind  a  second  portcullis.)  A  moat 
plumbed  like  a  swimming  pool  with  a  se 
cret  passage  to  a  standard  pool  inside  th 
castle,  costs  an  extra  $20,000.  Many  peopl 
ask  for  cannons  and  catapults. 

Upkeep  of  your  keep?  Costs  for  mod 
ern  castles  can  be  surprisingly  reasonable 
DeClements,  who's  currently  living  ii 
Kataryna,  says  he  spends  $2,800  a  year  oi 
heating  and  next  to  nothing  on  mainte 
nance.  Once  you've  picked  a  site  and  set 
tied  on  a  floor  plan,  find  a  classy  name 
Kataryna,  for  example,  is  the  name  o 
DeClements'  youngest  daughter;  Frand 
sen's  house  is  called  Castle  Chalon,  afte 
his  wife.  When  you  choose,  remembe 
you  are  choosing  for  the  ages.  "This  castl 
will  be  a  landmark,  which  will  last  hun 
dreds  of  years,"  Frandsen  says.  "Whe 
I'm  gone,  this  will  be  my  legacy." 
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On  the  Busine 


Bill  Cosby  is  one  of  Americas  greatest  treasuress  and  put-downs  are  killing — without 
invective,  without  nastiness.  It's  no  wonder  ne\  Radio  City  Music  Hall  at  $30  to  $35  a 
seat  to  listen  to  the  most  brilliant  rumblings  akt  commonplace  things  in  all  our  lives. 
With  a  wave  of  the  hand,  a  shrug  of  the  shoulder,  or  the  n?  of  expression,  accompanied  by  a  few 
incredibly  well-chosen  words,  he  devastatingly  depicts  thtjSurdities  of  so  much  in  our  lives.  Bill 
Cosby  is  a  humanely  humorous  genius.  So  long  as  he's  on,  j  shape.  — MALCOLM  S.  FORBES  (1987) 


One  of  the  satisfactions  of  a  genius  is  his 
willpower  and  obstinacy. 

—MAN  RAY 


The  eye  of  genius  has  always  a  plaintive 
expression,  and  its  natural  language  is 
pathos. 

— LYDIA  CHILD 


Genius,  like  truth,  has  a  shabby 
and  neglected  mien. 

—EDWARD  DAHLBERG 


Everybody  denies  I  am  a  genius — 
but  nobody  ever  called  me  one' 

—ORSON  WELLES 


Nothing  spoils  a  party  like  a  genius. 

— ELSA  MAXWELL 


Every  man  of  genius  is  considerably  helped 
by  being  dead. 

—ROBERT  LYND 


Everyone  is  a  genius  at  least  once  a  year; 
a  real  genius  has  his  original  ideas  closer 

together. 

— G.C.  LICHTENBERG 


I  fear  I  cannot  make  an  c%. 
I  have  just  been  reading  cays 
that  "all  geniuses  are  dev' 

— STDer 


Genius  is  an  African  whcow. 

— VLAEOV 


A  genius  is  a  man  who  hi 
great  ideas. 

— JACSKI 


Talent  is  what  you  possess 
possesses  you. 

— MAlEY 


Everybody  is  born  with  genius,  but  most 
people  only  keep  it  a  few  minutes. 

— EDGARD  VAReI 


Industry  is  a  better  horse  to  ride 
than  genius. 

—WALTER  LI  PPM  AM 


The  mark  of  a  genius  is  an  incessant 
activity  of  mind.  Genius  is  a  spiritual  greet, 
— V.S.  PRITCHE1 


Genius  ain't  anything  more  than  elegant 
common  sense. 

—JOSH  BILLING 


Genius  might  be  the  ability  to  say  a 
profound  thing  in  a  simple  way. 

—CHARLES  BUKOWSI 


A  Text... 

I  sought  the  Lord,  and  he 
heard  me,  and  delivered  me 
from  all  my  fears. 

—PSALMS  34:4 

Sent  in  by  Mary  Stauffer,  Downey,  Calif. 
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When  the  NBA  wanted  to  increase  capacity  and  decrease  cost,  they  got  it  done  with  Dell. 


»-  Dell  replaced  a  proprietary  system  with  a  Linux70racle'f"  solution  running  on  PowerEdge"  Servers 
with  Intel®  Xeon™  Processors  and  comprehensive  management  tools. 

Now  traffic  is  up  45%  and  costs  have  gone  down  50%,  and  NBA.com  is  more  flexible  than  ever  with  Dell 
servers  that  provide  NBA  fans  with  more  features,  faster  than  ever.  No  wonder  Dell  is  the  Official  Desktop, 
Notebook  and  Server  of  the  NBA. 

>-  Who  wouldn't  want  to  trade  for  excellent  performance  at  less  cost"? 


GET  MORE  OUT  OF  NOW. 


Contact  a  Dell  Professional  to  consolidate  your  servers  today.  1.800.876.1420  •  www.dell.com/server47 
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FRIDAY: 


9-llam: 

Meet  Director  to  schedule 
next  week's  business  trip 

12-2pm: 

Lunch  with  clients  to  discuss 
direction  for  upcoming  campaign 

3-5pm: 

Presentation  in  convention  center 
or 

4:30pm: 

Last  minute  dash  to  pick  up 
free  tickets  to  the  speedway 


(6:00pm:  Sit  next  to  the  pit  and  feel  the  engines) 


Good 


LG  plasma  TV  puts  you  right 

in  the  action  in  stunning  detail.  And,  with 

a  71"  plasma  screen,  it's  life-size,  too. 


It's  just  one  way  LG  makes  life  good. 
To  see  more  ways,  visit  www.lge.com 
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AS  USUAL,  HE'LL  TAKE  THE  LEAD 

ON  THE  FIRST  HOLE 

Year  after  year,  Jim  Nantz  is  in  one, of  the  most  spectacular  positions  at  Augusta  National: 
leading  CBS's  commentary  for  The  Masters  Tournament.  His  presence  is  now  legendary 
and  so  is  the  story  of  how  he  got  into  broadcasting.  While  watching  the  1979  Houston 
Open  with  some  friends,  one  of  whom  was  Fred  Couples,  1992  s  Masters  Champion,  he 
walked  over  to  one  of  the  broadcast  trucks  on  a  dare.  With  a  career  in  mind  and  confidence 
in  hand,  he  knocked  and  asked  for  the  executive  producer.  "Who's  calling?"  "Jim  Nantz!" 
Today,  it  seems  quite  fitting  that  CBS's  lead  commentator  for  golf  took  such  a  risky  shot. 
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The  Guilt-Free  Consumer  Your  daughter 

scolds  you  to  recycle  plastic  bottles.  To  get  them  to  the  dump 
you  lake  a  trip  in  your  I  I 50.  It  guzzles  gas.  Is  this  trip  good  for 
the  environment? 

Or,  imagine  that  it's  2010,  you're  about  to  trade  in  the  truck, 
and  Ford  is  offering  a  hydrogen -fueled  one  that  sends  no  green- 
house CO2  out  its  tailpipe.  (See  story  by  Jonathan  Fahey  and 
Jo  arm  Muller,  page  46.)  The  hydro-fired  vehicle  costs,  let  us  say, 
$10,000  more.  Do  you  spend  the  bucks? 

Saving  the  planet  is  a  tough  job,  even  for  the  rare  Sierra 
Clubber  for  whom  money  is  no  object.  If  plastics  recycling  isn't 
taking  off,  that's  in  part  because  scrap  plastic  isn't  worth 
much — and  it  isn't  worth  much  because  handling  it  consumes 
gobs  of  labor,  energy  and  other  precious  resources.  Are  you 
cowed  into  paying  extra  for  a  high-efficiency  air  conditioner?  It 
saves  electricity,  but  it's  expensive  for  a  reason.  It  has  more  cop- 
per in  it  than  the  cheapo  appliance.  Buy  it  and  you  make  some 
open-pit  mine  in  Arizona  a  little  deeper. 

If  you  are  thinking  of  getting  a  hydro  car,  warns  Donald 
Anthrop  of  San  Jose  State  University  in  a  Cato  Institute  white 
paper,  find  out  where  the  hydrogen  is  going  to  come  from.  If  it's 
from  a  coal-fired  plant,  your  driving  will  dump  an  awful  lot  of 
carbon  dioxide  into  the  atmos- 
phere. Gasoline  would  be  far 
less  pernicious. 


Professor  Anthrop,  moreover,  looks  only  at  fuel.  Consider  now 
the  capital  costs.  To  compress  the  hydrogen  to  a  manageable  vol- 
ume, Ford  must  make  a  fuel  system  good  for  5,000  pounds  per 
square  inch  of  pressure,  using  exotic  techniques  and  materials. 
And,  despite  the  best  efforts  of  safety  engineers,  there  will  be  ex- 
plosions. Some  of  your  sticker  price  is  going  to  end  up  in  the  pocket 
of  a  tort  lawyer.  He's  going  to  spend  it  on  diesel  fuel  for  his  yacht. 

You  could  drive  yourself  crazy  calculating  all  the  direct  and 
indirect  inputs  behind  a  consumer  choice,  so  here's  a  handy 
rule,  courtesy  of  Jerry  C.  Taylor,  head  of  natural  resource  studies 
at  Cato:  If  you  care  about  the  environment,  go  for  the  cheaper 
item.  "Prices  are  a  signal  for  all  of  the  resources  that  go  into  pro- 
ducing something,"  he  says. 

I'm  skeptical  any  hydro  car  is  going  to  be  cheaper  than  the 
kind  I  have  now,  but  if  it  is,  I'll  buy  it. 
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Readers  Say 


Switch  Pitch 


Urging  readers  to  avoid  variable 
annuities  in  "No  Surrender"  (Nov.  29, 
p.  92)  is  bad  advice.  While  not  for 
everyone,  they  make  perfect  sense  for 
many  people,  especially  those  with 
long-term  planning  goals  and  a  desire 
to  secure  a  lifetime  income  stream. 

Where  else  can  you  find  a  product 
that  helps  people  build  savings  on  a 
tax-deferred  basis,  offers  death  benefit 
protection  in  a  down  market  and  can 
ensure  a  paycheck  for  life  to  a  policy- 
holder? Life  insurers  constantly  offer  new  features  to  maximize  policyhold- 
ers' income  potential  and  retirement  security.  The  innovations  come  for  a 
reason:  Millions  of  Americans  with  varying  stages  of  financial  security  are 
preparing  to  retire.  Also,  data  from  the  National  Association  of  Securities 
Dealers  show  few  regulatory  actions  related  to  variable  annuity  transactions. 
In  the  past  five  years  such  actions  averaged  less  than  half  of  one  percent.  For 
many  of  tomorrow's  retirees  the  variable  annuity  is  a  smart  way  to  manage 
a  portion  of  their  nest  egg. 

FRANK  KEATING 
Chief  Executive,  American  Council  of  Life  Insurers 

Washington,  D.C. 


Soka  Gakkai  Responds 

In  spite  of  multiple  interviews,  "Sensei's 
World"  (Sept.  6,  p.  126)  does  not  include 
a  single  quote  from  Soka  Gakkai  repre- 
sentatives other  than  a  third-party  report 
from  the  1960s.  Hardly  fair,  balanced  or 
accurate.  A  far  more  representative  quote 
from  Daisaku  Ikeda,  rather  than  the 
1960s-era  quote  you  used  and  one  that  is 
well-known  by  SGI  members  around  the 
world,  is:  "The  purpose  of  Buddhism  is 
not  to  produce  dupes  who  blindly  follow 
their  leader.  It  is  to  produce  people  of 
wisdom  who  can  judge  right  or  wrong 
on  their  own  in  the  clear  mirror  of 
Buddhism." 

The  box  about  the  Asaki  case  quotes 
the  daughter  of  the  deceased  but  doesn't 
share  the  ruling,  affirmed  by  the 
Supreme  Court  of  Japan,  that  required 
her  and  her  publishers  to  publish  an 
apology  and  retraction  of  all  her  accu- 
sations about  her  mother's  death.  None 
of  the  courts  that  dealt  with  the  issue  of 
Asaki's  death  found  any  Soka  Gakkai 
involvement  in  the  incident. 


From  characterizing  our  seven-ston, 
national  headquarters  building  as  a  "high 
rise"  in  "gilded  Santa  Monica"  to  the  de- 
scription of  Lisa  Jones  as  "a  former  aide 
and  follower  who  ghostwrote  an  Iked; 
book,"  your  hyperbole  betrays  its  inten- 
tions and  negates  any  sense  of  journalis- 
tic integrity. 

GUY  MCCLOSKEV 
Senior  Vice  Presiden 
Soka  Gakkai  International-US/ 
Chicago,  III 

Our  description  of  the  cross-defamatior 
lawsuits  between  the  family  of  Japanest 
politician  Akiyo  Asaki  and  the  Japanese 
Buddhist  sect  Soka  Gakkai  concerning 
Asaki's  1995  death  should  have  noted  tha 
Soka  Gakkai  has  prevailed  in  all  of  thi 
defamation  cases  to  which  it  was  a  party 
not  just  "several"  of  them.  The  article  re 
ferred  to  the  constitutionally  mandated  sep 
aration  between  church  and  state  in  Japan 
it  should  also  have  said  that  Japanese  to: 
law  does  not  prevent  a  religious  entity  fron 
engaging  in  political  activity. — ED. 


e  s 


December  27,  2004 


Fact  and  Comment 


[By  Steve  Forbes,  Editor-in-Chief 
rWzf/z  all  thy  getting  get  understanding" 


Don't  Junk  Property  Rights 


N  THE  COMING  MONTHS  THE  U.S.  SUPREME  COURT  WILL  ISSUE 
two  critical  rulings  on  property  rights,  which  are  the  bedrock  of  a 
vibrant,  free-enterprise  economy.  They  are  rooted  in  the  principle 
f  equality  before  the  law,  whereby  the  least  of  us  can  be  protected 
cTom  the  most  powerful.  This  is  what  enables  an  entrepreneur  to 
start  a  business — not  to  mention  create  a  whole  new  industry — 
that  may  challenge  existing  powerful  business  entities  and  not  have 
t  effectively  seized  or  gobbled  up  by  those  already-existing  big 
:orporations.  Under  our  Constitution  the  government  can't  seize 
what  you  own  (even  while  providing  "fair  market"  compensation) 
jnJess  it  is  for  a  public  project,  such  as  constructing  a  highway. 

In  recent  years,  however,  local  and  state  governments  around 
the  country  have  been  misusing  this  right  of  eminent  domain.  In 
essence,  they're  seizing  individuals'  homes  and  small  businesses 
to  aid  developers  or  big  companies.  Gov- 
ernments say  all  this  is  done  for  the  "pub- 
ic good"  because  the  moves  increase 
property  values  and,  thus,  government 
revenues.  They  also  supposedly  aid  "job 
reation."  In  a  Michigan  case,  for  instance, 
Detroit  and  the  state  of  Michigan  seized 
private  property  to  help  General  Motors 
uild  a  new  manufacturing  facility.  In 
Kansas  the  State  Supreme  Court  approved 
of  a  locality's  taking  individuals'  private 
Droperty  for  the  construction  of  a  Target 
distribution  center.  Developers  love  this 
ibuse  of  condemnation  powers  because  they  avoid  having  to 
legotiate  with  possibly  recalcitrant  business-  and  homeowners. 

But  the  trashing  of  property  rights  ultimately  means  less 
economic  progress  and  is  a  threat  to  our  basic  freedoms  because 
t  gives  governments  untrammeled  powers  that  inevitably  will 
oe  perverted  for  political  favorites.  Whoever  has  the  power  has 
:he  "rights."  This  is  manifestly  not  what  constitutes  government 
oased  on  the  principles  of  liberty  and  equality  before  the  law. 
Why  should  a  small  homeowner  have  his  house  seized  for  the 
oenefit  of  a  large  corporation?  More  to  the  point,  why  should 
politicians  take  what  you  own — if  you  don't  wish  to  sell — to 
lelp  another  private  party  get  richer? 

Too  often  in  these  cases  the  victims  lack  the  political  clout 
to  protect  themselves  in  the  face  of  a  raw  exercise  of  political 
oower.  The  Institute  for  Justice,  a  nonprofit,  public  interest  law 
firm,  has  found  that  in  recent  years  local  governments  have 
aken  or  threatened  to  take  by  force  more  than  10,000  homes  or 
small  businesses  to  further  private  economic  development.  And 
that  apparently  is  the  tip  of  the  iceberg.  (The  best  way  to  pro- 
mote development,  by  the  way,  is  to  cut  taxes  and  antigrowth 


Susette  Kelo,  represented  by  lawyers  from  the 
Institute  for  Justice,  is  suing  to  block  the 
unconstitutional  condemnation  of  her  property. 


regulations,  as  well  as  to  improve  local  schools.) 

Another  abuse  of  even  longer  standing,  of  course,  is  local  rent 
control.  Capping  what  a  property  owner  can  receive  in  rent  for 
an  apartment  or  house  decreases  the  market  value  of  that  build- 
ing. Cities  and  towns  proclaim  that  controls  are  a  public  good, 
yet  they  don't  compensate  the  owners  for  their  economic  losses. 

As  with  the  misuse  of  condemnation  powers,  rent  control  per- 
versely hurts  the  very  people  it  is  supposed  to  help.  New  York  City, 
for  example,  is  chronically  short  of  housing,  and  rents  are  outra- 
geously high.  Many  New  York  apartments  are  "rent  stabilized."  It's 
no  surprise  that  developers  prefer  to  build  condominiums  or  coop- 
eratives, which  they  can  sell  outright.  Such  sales  give  them  real  prof- 
its— or  at  least  the  prospect  of  gains — and  none  of  the  risks  of  poli- 
ticians forcing  them  to  charge  rents  that  are  not  economical. 

Chicago,  in  contrast  to  New  York  City,  has 
no  rent  control,  and  it  has  abundant  hous- 
ing for  all  levels  of  income  earners.  Free  mar- 
kets work  when  politicians  allow  them  to. 

The  condemnation  case  the  Supreme 
Court  will  be  hearing  is  Kelo  v.  the  City  of 
New  London  (Conn.).  There  the  govern- 
ment is  aiding  a  private  corporation  to 
seize  the  homes  of  Susette  Kelo  and  oth- 
ers to  build  a  hotel,  high-priced  condos, 
an  office  building  and  other  projects  to 
complement  a  major  pharmaceutical 
company.  New  London  is  strapped  for 
cash  and  figures  the  project  will  help  it  out  of  its  fiscal  straits. 

Fifteen  state  supreme  courts  have  ruled  on  the  issue  of  this  per- 
verse exercise  of  the  power  of  eminent  domain.  Nine  have  decreed 
that  government  powers  cannot  be  used  to  help  private  develop- 
ers in  this  way;  six  have  deemed  it  to  be  within  the  law's  purview. 

In  the  second  property  rights  case,  the  state  of  Hawaii  put  a 
cap  on  the  amount  of  rent  that  oil  companies  can  charge  their 
service  stations.  A  federal  court  has  recendy  ruled  that  form  of 
rent  control  as  being  unconstitutional,  saying  that  such  a  cap  dis- 
courages investment  and  therefore  leads  to  fewer  independent 
dealers.  If  the  Supreme  Court  upholds  this  finding,  then  rent 
control  in  New  York  City  and  elsewhere  could  very  well  fall  by 
the  wayside.  Many  politicians  are  up  in  arms,  believing  that  the 
"public  interest"  should  be  whatever  they  want  it  to  be.  Voters 
may  have  a  better  understanding.  Oregon,  one  of  the  bluest  of 
the  blue  states,  saw  voters  overwhelmingly  pass  an  initiative  that 
permits  property  owners  to  force  government  to  compensate 
them  for  losses  resulting  from  environmental  or  zoning  rules. 

The  Supreme  Court  can  strike  a  blow  for  liberty — and  for 
our  future  well-being  and  progress — with  these  two  cases. 
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V 

//  Wall  Street  had  done  as  well  this  year  as  the  Big  Apple  s  culinary  kingdoms,  the  Dow  Jones  industrial  average 
would  he  breaking  20,000.  Tom  Jones  and  Forbes  colleagues  Patrick  Cooke  and  Monie  Begley, 
as  well  as  brothers  Bob,  Kip  and  Tim,  produced  these  appetite-stimulating  critiques. 


Aquavit 
Bouley 
Chanterelle 
Daniel 


Danube 
davidburke  &  donatella 
The  Four  Seasons 


★  ★★★ 

Jean  Georges 
La  Grenouille 
Le  Bernardin 


Le  Cirque  2000 
March 
Nobu 


Sugiyama 
Town 

"21"  Club 
Veritas 


A  breathtaking  wine  list  and  equally  breathtaking  food  have 
rocketed  Veritas  from  the  Three  Star  kingdom  to  the  Four. 
Another  new  Four  Star  is  Town.  From  the  subtle  delicacy  of 
the  octopus  fricassee  with  potato  and  lemongrass  broth  to  the 
robust  simplicity  of  the  Town  burger,  this  place  delightfully 
gets  it.  Equally  sublimely  delicious  is  davidburke  &  donatelia's 
fare,  which  is  often  jaw-droppingly  presented.  Daniel's  food 
remains  incomparable.  Chanterelle  was  hailed  for  its  innova- 


tive French  cuisine  when  it  opened  25  years  ago — it  has 
evolved  to  become  the  epitome  of  classic  elegance.  Aquavit's 
Scandinavian  fare  continues  to  top  just  about  anything  from 
those  legendary  lands.  Sugiyama  serves  the  best  Japanese  food 
in  New  York,  a  sharp  contrast  with  its  nondescript  decor. 
Le  Cirque  2000  will  temporarily  close  its  doors  at  year's  end  to 
change  locations;  when  it  reopens  in  a  few  months,  we  are 
certain  it  will  remain  in  this  celestial  firmament. 
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Babbo 

The  Harrison 

Nippon 

rm 

Blue  Hill 

Honmura  An 

Orso 

71  Clinton  Fresh  Food 

Cafe  Boulud 

11  Mulino 

Payard  Patisserie  &  Bistro 

66 

Cafe  Pierre 

Jewel  Bako 

Per  Se 

Spice  Market 

Donguri 

JoJo 

Periyali 

Strip  House 

Eleven  Madison  Park 

Kai 

Peter  Luger  Steak  House 

Swifry's 

Etats-Unis 

Mas 

Pinocchio 

Tabla 

Extra  Virgin 

Matsuri 

Pure  Food  and  Wine 

The  Tasting  Room 

Fives 

Montrachet 

The  Red  Cat 

Union  Square  Cafe 

Gotham  Bar  &  Grill 

Morrells 

The  River  Cafe 

Wallse 

Gramercy  Tavern 

WD-50 

Plenty  of  turnover  in  this  intensely  competitive  universe.  For 
the  health  conscious,  Pure  Food  and  Wine  may  be  the  find  of 

the  year;  nor.  health-conscious  types  can  do  themselves  some 

good — and  still  fee!  indulgent — with  the  lasagna.  Take  our 
word  that  Per  Se  shines  brightly.  This  hotter-than-the-sun 
eatery  is  impossible  to  get  into,  and  wannabe  diners  are  begin- 
ning to  leave  their  far-into-the-future  reservations  in  their 
wills.  The  Harrison  is  where  to  go  for  that  most  elusive  combi- 
nation of  good  food,  friendly  service  and  hip  Downtown  chic. 
The  flavorful  seafood  dishes  at  rm  are  superbly  prepared, 
and  the  side  of  pasta  with  truffle  butter  and  Parmesan  may  be 
the  best  pasta  you'll  eve  Th  e  Tasting  Room's  tiny  space  in 

its  improbable  location  ;  las  an  engaging  evening  for  those 
with  a  sense  of  adventm  .1  will  be  found  well  past 

idling  hour  still  tryi;  ..         jj i  to  Matsuri  s  curvaceous, 


be-lanterned,  oriental-modern  dining  room.  At  Cafe  Boulud 
there's  nothing  lacking  in  quality — or  price.  WD-50  will  give 
you  some  of  the  best  food  and  service  found  in  the  city.  The 
River  Cafe  remains  the  perfect  place  for  showing  off  New  York 
and  having  a  wonderful  meal  at  the  same  time.  JoJo  nestled 
on  the  first  two  floors  of.a  recently  renovated  town  house  in 
one  of  the  most  romantic  spots  in  the  city,  oozes  delicious 
gastronomic  decadence.  Mas  is  romance  itself  with  warm 
tones  and  candlelight  and  food  to  match.  After  nearly  20 
years  in  business,  Periyali  still  serves  up  the  best  Greek  fare  in 
town.  The  finest  rack  of  lamb  in  New  York,  and  more  than 
likely  anywhere  else,  is  offered  at  Payard  Patisserie  &  Bistro. 
Spice  Market  is  glorious  to  behold,  and  the  creative  Asian  taste 
treats  are  sublime.  Extra  Virgin's  somewhat  cramped  space 
detracts  not  at  all  from  its  first-rate  fare  served  with  a  smile. 
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Special 


Arfisanal — No  hotter  place  for  those  who  cherish  an  infinite  variety  of  cheeses  and  washing  them  down 
with  some  of  the  scores  of  wine-by-the-glass  choices. 
BLT Steak — More  than  a  match  for  the  Big  Apple's  intensely  competitive  red  meatcries.  Offerings  are  abundant, 
from  Kobe  to  porterhouse  for  two,  and  there  are  some  half-dozen  steak  sauces  to  choose  from. 
Bolo — Spicy  Spanish  at  its  best;  friendly  service  in  a  colorful,  modernist  decor. 
Cafe  des  Artistes — Seductive  paintings  provide  perfect  setting  for  some  of  the  best  culinary  artists  painting  with  flavors. 
CaffeGrazie — Food  equivalent  of  the  Italian  masterpieces  at  the  nearby  Metropolitan  Museum  of  Art. 
Chez  Josephine — With  its  Jazz  Age  decor,  this  classic  theater-district  bistro 
lives  up  to  its  reputation  as  a  fun,  throwback-to-the-pasl  dining  experience. 
Cupcake  Cafe  /  Jon  Vic  /  Magnolia  Bakery  /  Serendipity  3 — Cupcakes,  cookies  and  pies 
induce  (all  too  temporarily)  amnesia  about  carbs  and  calories, 
fresh. — Freshest  fish  in  town. 
The  Grand  Tier  Restaurant — Amazing  food  for  Met  ropolitan  Opera  mavens. 

Grimaldi's — Perfect  pizzas. 
Hell's  Kitchen — Superb  and  innovative  Mexican  food  in  the  theater  district. 
Le  Bocuf  .i  la  Mode — A  true  find,  an  unpretentious  French  restaurant. 
Lupa — Gastronomically  gorgeous  Italian  fare. 
Mary's  Fish  Camp — This  West  Village  hole-in-the-wall  still  provides  the  most  luscious  lobster  roll  in  the  galaxy. 

Maurizio  Trattoria — Shows  how  fabulous  simple  but  superbly  cooked  Italian  cuisine  can  be. 
Maya — This  elegant,  noisy,  cheerful  East  Side  spot  serves  up  outstanding,  beautifully  presented  Mexican  fare 
for  those  seeking  something  more  than  simply  tacos,  burritos  and  refried  beans. 
Megu — Romantic  contemporary  Japanese  setting  with  food  to  match.  Successfully  fuses  Las  Vegas  with  cherry  blossoms. 
The  Mermaid  Inn — Fun  dining  at  this  Fast  Village  seafood  shack,  where  the  only  thing  taken  seriously 
is  preparation  of  some  of  the  freshest,  best  seafood  in  the  city. 
Mexicana Mama—  Delicious  Mexican  meals. 
Michael  Jordan's  The  Steak  House  N.Y.C. — 'fenders  terrific  steak  under  the  celestial  ceiling  of  Grand  ( lentraTs  main  hall. 
Mr. K's — Superb  service  adds  to  already  heavenly  traditional  ( )hinese  food. 
0  Mai  and  Nam — No  eateries  in  Vietnam  can  match  the  fare  offered  at  these  two  spots. 
Ostcria del  Circo — Very  appetizing  Tuscan  food  served  in  a  bright  scene  suffused  with  high  spirits. 
Pampano — Mexican-style  seafood  that  parts  the  oceans  with  miraculous  taste  s. 
The  Park — Huge  garage  doors,  high  ceiling  and  enormous  skylit  tree  arc  as  romantic  as  ever.  So  is  the  food. 
Pastis — Even  Paris  would  be  hard  put  to  find  a  bistro  that  bests  this  one. 
Pearson's  Texas  BBQ — The  real  deal  for  BBQ  aficionados  with  its  falling  oi  l  the  bone,  wood  smoked  ribs  and  brisket. 
Petrossian — The  world  may  be  on  the  brink  of  caviar  deprivation,  but  Pelrossian  remains  the  citadel  for  these  fish  eggs. 

PopoverCafe — Pleasingly  puffy  popovers. 
Prune — Amazing  that  such  delicious  food  is  served  in  a  space  smaller  than  some  Park  Avenue  closets. 
Sakagura — Delightful  surprise  in  the  basement  of  a  Midtown  office  building.  Exquisite  food,  gracious 
service  and  a  rustic  Japanese  ambience  thai  is  both  comfortable  and  inviting. 
Second  Avenue  Deli — Nobody  does  deli  better. 
The  Spotted  Pig — One  happening  place  on  Friday  evenings,  with  a  crowd  that's  all  over  the  map.  Fabulous,  affordable  food. 
Thalassa — This  Greek  scafoodery  scores  high  marks  in  food,  service  and  atmosphere. 
Tribeca Grill — Still  thrills  with  traditional  American  fare. 
Turkish  Kitchen — Each  year  finds  these  meaty  meals  more  mouthwatering;  enhanced  by  luminously  red  walls. 
The  Water  Club — Quintessential  New  York  waterside  restaurant  of  fering  fu  st  rate  American  cooking  with  no  frills. 
Vela — Just  imagine  you  are  a  Japanese  chel  having  to  make  do  with  ingredients  from  the  Southwest, 
the  ( Caribbean,  Brazil  and  perhaps  Spain.  Whatever  they  i  all  this  melding,,  it  works. 
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There  it  is.  Over  there.  That  great  opportunity.  You  try  to  get  everyone 
in  your  place  to  go  after  it.  That's  when  you  realize  what  three  years 
of  belt-tightening  have  done.  The  "lean  times"  business  model  doesn't 
quite  match  the  new  "time  to  grow  again"  agenda.  How  do  you  get 
more  responsive?  More  flexible?  "THROUGH  YOGA?" 
We're  talking  about  the  kind  of  flexible  that  makes  you  an  on  demand 
business.  The  kind  that  IBM  Business  Consulting  Services  can  help  you 
with.  We  have  years  of  experience  in  virtually  every  industry,  helping 
companies  align  business  goals  with  on-the-ground  practices.  So 
we're  in  a  unique  position  to  offer  insights  into  business  model  issues. 
Is  your  problem  a  clogged  business  process?  Is  it  your  corporate 
culture?  Is  it  workflow  related?  We'll  help  you  zero  in  on  what's 

working  and  what's  creating  drag  "SOUNDS  PRETTY  MAJOR." 

Not  as  major  as  you  might  think.  Why?  Once  we've  identified  what  your 
problem  areas  are,  we  prioritize  change.  So  you  can  tackle  one  bite-sized 
issue  at  a  time,  one  ROI  at  a  time.  We  don't  just  come  up  with  a  plan  and 
hand  you  off  to  someone  else,  either.  What  we  strategize,  we  can  deploy. 

SO  YOU  GUYS  KNOW  HOW  TO  TURN  IT  AROUND 

Thousands  of  companies  have  relied  on  IBM's  business  expertise  to 
improve  their  turning  radius.  Check  out  some  of  their  stories.  Visit  us 
at  ibm.com/ondemand/growth 

BUSINESS  CONSULTING  AND  IT.  SOLUTIONS  FOR  AN  ON  DEMAND  WORLD. 
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I   Other  Comments 


Part  of  the  secret  of  success  in  life  is  to  eat  what 
you  like  and  let  the  food  fight  it  out  inside. 

■  —MARK  TWAIN 


Be  Careful  What  You  Wish  For  The  prospect 

of  an  apohr  world  should  frighten  us  today  a  great  deal  more  than 
it  frightened  the  heirs  of  Charlemagne.  If  the  United  States  retreats 
from  global  hegemony — its  fragile  self-image  dented  by  minor 
setbacks  on  the  imperial  frontier — its  critics  at  home  and  abroad 
must  not  pretend  that  they  are  ushering  in  a  new  era  of  multipo- 
lar harmony,  or  even  a  return  to  the  good  old  balance  of  power.  Be 
careful  what  you  wish  for.  The  alternative  to  unipolarity  would 
not  be  multipolarity  at  all.  It  would  be  apolarity — a  global  vac- 
uum of  power.  And  far  more  dangerous  forces  than  rival  great 
powers  would  benefit  from  such  a  not-so-new  world  disorder. 

— NIALL  FERGUSON,  Hoover  Institution,  professor, 
Stern  Business  School,  New  York  University,  Foreign  Policy 

Let  There  Be  Blight  And,  lo,  the  city  fathers  looked 
upon  a  choice  piece  of  property  and  declared,  "Let  there  be 
blight."  And  there  was  blight. 

Whereas  years  ago  the  "public  use"  provision  of  the  Fifth 
Amendment  meant  invoking  eminent  domain  for,  say,  a  highway 
or  school,  expansive  court  rulings  now  allow  local  politicians  to 
seize  private  property  from  Citizen  A  and  hand  it  over  to  a  Citizen 
B  they  believe  will  prove  a  better  class  of  taxpayer.  The  slippery  slope 
here  is  obvious.  Because  businesses  will  always  pay  governments 
more  than  homeowners  (and  large  businesses  will  yield  more  than 
small),  it's  no  coincidence  that  governments  tend  to  invoke  emi- 
nent domain  powers  on  behalf  of  the  rich  and  politically  well- 
connected  at  the  expense  of  the  mom-and-pop  shop  or  the  family 
that  simply  wants  to  keep  the  home  it's  lived  in  for  generations. 

The  thing  about  Constitutional  property  rights — the  reason 


'Yours  is  what's  taking  so  long." 


we  have  a  Fifth  Amendment — is  that  they're  not  supposed  to  b< 
hostage  to  what  the  majority  wants.  To  the  contrary,  th< 
Founders  wrote  the  right  to  property  into  the  Constitution  no 
only  to  secure  a  citizen's  right  to  his  home  and  livelihood  but  t< 
serve  as  a  check  on  government  power. 

— Wall  Street  journu 

Return  on  Investment  Buy  old  masters.  They  brinj 
better  prices  than  young  mistresses. 

—LORD  BEAVERBROOF 

France's  Air  of  Contempt  It  is  easy  to  make  fun  o 

the  French  and  their  pompous  pretense  to  the  grandeur  the; 
shed  a  half-century  ago  when  their  loss  of  honor  under  Vichy 
and  then  their  loss  of  empire,  relegated  them  to  the  rank  o 
second-class  power.  But  the  fun  is  over.  Before  Sept.  1 1 ,  France' 
Gaullist  anti- Americanism  as  a  form  of  ostentatious  self-aggran 
dizement  was  an  irritant.  With  a  war  on — three,  in  fact 
Afghanistan,  Iraq  and  the  larger  war  on  terrorism — France' 
willful  obstructionism  becomes  dangerous  and  deadly. 

Why  is  Chirac  making  things  as  difficult  as  he  can  for  the  U.S. 
It  is  not  just  pique.  It  is  not  just  antipathy  to  George  Bush.  And  it  i 
not  just  France's  traditional  and  reflexive  policy  of  trying  to  rein  in 
cut  down  and  domesticate  the  world's  greatest  superpower  so  tha 
ultimately  secondary  powers  like  France  could  emerge  as  leaders  o 
a  multipolar  world.  There  is  something  far  deeper  going  on  here 
Beyond  the  anti-Americanism  is  an  attempt  to  court  the  Muslin 
and  Arab  world.  For  its  own  safety  and  strategic  gain,  France  is  seek 
ing  a  "third  way"  between  America  and  its  enemies.  Chirac's  ulti 
mate  vision  is  a  France  that  is  mediator  and  bridge  between  Amer 
ica  and  Islam.  During  the  cold  war,  Charles  de  Gaulle  invented  thi 
idea  of  a  third  force,  withdrawing  France  from  the  NATO  militar 
structure  and  courting  Moscow  as  a  counterweight  to  Washington 
Chirac,  declaring  in  Istanbul  that  "we  are  not  servants"  of  Ameria 
has  transposed  this  Gaullist  policy  to  the  struggle  with  radical  Islarr 

— CHARLES  KRAUTHAMMER,  Tim 

Soul  Food  Were  I  a  philosopher,  I  should  write  a  philoso| 
phy  of  toys,  showing  that  nothing  else  in  life  need  to  be  takei 
seriously,  and  that  Christmas  Day  in  the  company  of  children  i 
one  of  the  few  occasions  on  which  men  become  entirely  alive. 

—ROBERT  LYNl 

Fundamental  Beliefs  i  believe  in  God,  in  science,  i] 
Sunday  supper. 

— WILLIAM  PETERSEN,  as  Gil  Grissom 
in  CSI:  Crime  Scene  Investigation  I 
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[Current  Events 


By  Lee  Kuan  Yew,  minister  mentor  of  Singapore 


East  Asia  and  the  Bush  Victory 


sIEVER  BEFORE  HAS  A  U.S.  PRESIDENTIAL  ELECTION  SO  ABSORBED 
he  leaders  of  Asia  as  did  this  one.  A  new  President  would  have 
ffected  the  prospects  for  the  security  and  the  economies  of  Asia. 

Asia's  main  concern  is  security.  So  strong  was  the  conviction  that 
eorge  W.  Bush  was  the  leader  to  counter  the  threats  from  Islamist 
errorists,  North  Korea's  nuclear  weapons  and  a  possible  war  with 
"hina  if  Taiwan  moves  toward  independence  that  Japan's  and  Aus- 
ralia's  prime  ministers,  Junichiro  Koizumi  and  John  Howard, 
ored  diplomatic  niceties  and  publicly  declared,  before  the  elec- 
on,  their  strong  support  for  the  President.  Many  other  Asian  lead- 
rs  privately  shared  these  views  but  observed  diplomatic  reticence. 
Vhatever  reservations  Muslim  leaders  in  Indonesia  and  Malaysia 
ad,  they  knew  clearly  where  President  Bush  stood  on  key  issues. 

During  the  next  four  years  President  Bush  is  likely  to  pursue 
lis  objectives  with  greater  vigor  and  resolve  than  he  did  in  his 
irst  term.  Those  who  opposed  him — Iraq's  Sunni  insurgents, 
he  Iranians,  Syrians  and  some  Europeans — will  have  to  recon- 
der  whether  their  antagonistic  policies  are  worth  the  cost. 

While  U.S.  Marines  cleared  Fallujah  of  insurgents,  about  150 
raqi  parties  registered  for  January's  elections.  There  is  no  doubt 
lat  the  Iraqi  people  want  to  vote  for  their  post-Saddam  govern- 
nent,  but  before  elections  are  held,  terrorist  safe  havens  in  the  Sunni 
riangle,  like  Fallujah,  must  be  cleared  out.  Insurgents  and  foreign 
ghters  will  try  to  thwart  any  elections  because  thereafter  their 
ombings  will  be  attacks  not  against  foreign  occupiers,  but  against 
legitimate  government  voted  in  by  Iraqis.  Leaders  from  neigh- 
oring  countries,  the  Arab  League,  the  G-8,  the  EU  and  China, 
Jong  with  the  UN  secretary-general,  met  in  Sharm  el-Sheikh  to 
indorse  Iraq's  elections.  These  leaders  will  give  their  full  support  to 
e  new  government  in  order  to  prevent  the  spread  of  instability. 

Window  for  Resuming  Mideast  Peace  Process 

asir  Arafat's  death  allows  for  the  election  of  a  new  Palestinian 
resident,  who — if  he  commands  majority  support — could 
pen  a  window  for  negotiations  for  a  two-state  solution  between 
le  Israelis  and  Palestinians.  All  countries  want  the  bloodletting 
Israel  and  the  Palestinian  territories  to  stop.  The  situation  is 
citing  Muslim  radicals  to  terrorism,  which  will  continue  as 
ng  as  things  remain  unresolved. 

A  democratically  elected  government  in  Iraq  is  within  the 
ealm  of  possibility.  Achieving  a  settlement  between  the  Israelis 
nd  Palestinians  is  more  difficult.  Be  that  as  it  may,  President 
ush  will  have  to  spend  political  capital  to  do  so.  An  elected  gov- 
rnment  in  Iraq  and  a  settlement  of  the  Israeli-Palestinian  con- 


flict would  transform  the  political  climate  in  the  Middle  East. 
The  Arab  people  would  gradually  push  their  leaders  toward 
more  open  societies  less  susceptible  to  fundamentalism. 

The  Moderates'  Survival  Depends  on  It 

For  many  years  Malaysia's  government  has  tenaciously  opposed  the 
country's  Islamist  fundamentalists,  not  because  Malaysia  is  a  mem- 
ber of  America's  coalition  of  the  willing,  but  because  these  Islamists 
threaten  Malaysia's  own  power  base.  This  is  also  true  in  other  Mus- 
lim countries.  Following  9/11,  Pakistani  President  Pervez  Musharraf 
repeatedly  said  that  in  order  to  protect  "Pakistan's  national  inter- 
ests" he  would  support  the  U.S.  in  its  fight  against  the  Taliban  and  al 
Qaeda.  Now  Musharraf  is  the  target  of  terrorist  assassins.  No  matter 
how  many  atrocities  al  Qaeda  or  Jemaah  Islamiah  may  commit,  they 
cannot  take  over  the  Christian  West,  Hindu  South  Asia  and  Bud- 
dhist East  Asia.  They  can,  however,  overthrow  moderate  Muslim 
governments.  Therefore  it's  only  a  question  of  time  before  moder- 
ates clash  with  extremists  in  Muslim  countries.  If  America,  Europe, 
Russia,  China  and  India  stand  solidly  against  Islamist  terrorism, 
Muslim  moderates  will  take  heart,  knowing  that  they  have  the 
world's  backing  when  they  face  down  fundamentalist  ulemas  (reli- 
gious scholars)  who  preach  hatred  toward  and  death  for  the  ene- 
mies of  Islam — Americans,  Israelis  and  many  others  the  world  over. 

Stable  Sino-U.S.  Relations  Likely 

With  Bush's  reelection,  China  is  assured  of  continuity  in  U.S.  policies, 
especially  those  concerning  Taiwan.  It  would  make  no  sense  for  Tai- 
wanese pro-independence  leaders  to  provoke  a  war  with  China  when 
U.S.  military  resources  are  so  stretched  and  when  the  U.S.  needs 
China's  cooperation  in  containing  North  Korea's  nuclear  program. 
China,  therefore,  has  reason  to  welcome  this  second  Bush  term. 

You  may  wonder  why  I,  in  Singapore,  am  so  focused  on 
Middle  Eastern  issues.  The  reason  is  simple:  Islamist  terrorists 
are  active  in  the  southern  Philippines  and  Indonesia.  And  since 
January  2004  Thailand's  three  least-developed  southern 
provinces,  which  are  78%  Muslim,  have  been  in  turmoil.  There 
were  armed  separatist  uprisings  in  the  1970s,  but  no  civilians 
were  targeted.  Now  Islamist  terrorists  have  adopted  al  Qaeda's 
methods,  indiscriminately  assassinating  Buddhist  monks,  shop- 
keepers, policemen  and  soldiers.  Prime  Minister  Thaksin  Shi- 
nawatra  has  blamed  these  terrorist  outrages  on  Thai  Muslim 
students  who,  when  they  studied  abroad,  had  developed  con- 
nections with  Islamist  radicals.  Only  when  al  Qaeda  and  its  Arab 
affiliates  are  seen  to  fail  will  their  disciples  in  Asia  lose  heart.  F 


Forbes 


Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  Ernesto  Zedillo,  director,  Yale  Center 
for  the  Study  of  Globalization,  former  president  of  Mexico;  and  Forbes  Chairman  Caspar  W.  Weinberger,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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By  Rich  Karlgaard,  publisher 


Wesbury  on  the  Dollar 


VATSON  HAD  HOLMES.  LUKE  HAD  YODA.  I'M  LUCKY  TO  KNOW  A 
ew  people  like  them,  high-beam  thinkers  who  cut  through  the  fog. 
Jrian  Wesbury  is  one.  When  Wesbury  says  the  economic  weather 
ooks  good,  clamp  on  your  crampons  and  head  for  the  summit.  You 
von't  die  in  a  blizzard.  His  words  on  inflation,  the  dollar  and  inter- 
st  rates  are  bankable.  Bonus  points:  You  can  trust  Wesbury  because 
le  was  raised  in  Missouri,  schooled  in  Montana — good  old  red- 
tate  common  sense  here — and  now  works  as  the  chief  economist 
or  Griffin,  Kubik,  Stephens  &  Thompson  in  Chicago.  He  does  not 
uffer  from  the  effects  of  drinking  New  York  or  Beltway  Kool- Aid. 
So,  Brian,  what  about  the  weak  dollar? 
"You  mean,  am  I  worried?"  he  asks.  "Yes — I'm  at  6  or  7  on  a 
cale  of  1  to  10.  Inflation  signs  are  proliferating.  Gold  prices  have 
ontinued  their  three-year  climb  and  are  now  trading  solidly 
bove  $450  an  ounce.  The  CRB  commodity  futures  price  index 
trading  at  a  23-year  high.  Oil  is  still  near  $50  a  barrel.  The  dol- 
r  is  very  weak.  Every  commodity — and  every  market — has  its 
wn  supply  and  demand  pressures.  But  excuses  about  why  one 
ommodity  price  or  another  is  elevated  no  longer  hold  much 
/ater.  The  only  explanation  for  such  a  widespread  jump  is  an 
xcessively  accommodative  monetary  policy. 

"This  is  a  sad  turn  of  events.  The  Fed  had  the  inflation  bat- 
e  won,  but  now  we're  losing." 

For  2005  Wesbury  forecasts  general  inflation  of  3.5%  to  4%. 
That  doesn't  sound  like  much,"  he  says,  "but  that's  exactly  where 
was  during  the  early  1970s,  when  Richard  Nixon  put  in  wage  and 
rice  controls."  Wesbury  says  when  inflation  tops  4%,  a  nasty 
ynamic  can  take  root.  "The  Fed  tightens,  and  the  economy  tanks, 
the  Fed  backs  off,  and  inflation  gets  baked  in.  Suddenly  it's  at  6%." 


Okay,  three  questions  for  you,  Brian.  Why  is  Alan  Green- 
span, the  old  inflation  warrior,  allowing  this  to  happen?  Why 
hasn't  this  inflation  yet  shown  up  in  higher  ten-year  Treasury 
yields  and  mortgage  rates?  And,  if  you're  right,  Brian,  what  will 
be  the  consequences  for  the  economy  and  the  stock  market? 

"Greenspan  may  be  an  inflation  warrior  by  temperament," 
says  Wesbury,  "but  he  was  badly  spooked  by  the  economy's 
brush  with  deflation.  As  a  result,  it  appears  he  is  now  willing  to 
accept  moderate  inflation.  It  may  be  that  he's  given  up  on  price 
stability.  If  so,  this  is  a  dangerous  game. 

"Interest  rates?  They're  headed  up.  I  see  the  ten-year  Treasury 
at  6%  next  year.  Ludwig  von  Mises  had  it  right.  Inflation  never 
shows  up  everywhere  at  the  same  time.  You  typically  see  it  first  in 
rising  gold  prices,  then  in  the  declining  value  of  the  dollar,  then 
in  rising  commodity  prices,  next  in  producer  and  consumer 
prices,  and  only  after  that  in  Treasury  notes  and  interest  rates. 

"The  consequence  of  3.5%  to  4%  inflation  for  the  U.S.  economy 
is  one  of  higher  risk.  Rising  mortgage  rates  will  nip  the  spending 
power  of  borrowers  who  have  adjustable  rates.  Some  long-term  con- 
tracts between  commodity  suppliers  and  manufacturers  will  be  bro- 
ken and  will  wreak  havoc.  If  ten-year  Treasurys  go  from  4%  to  6%, 
the  stock  market  will  likely  trade  at  16  times  earnings  instead  of  25. 

"Let  me  emphasize  that  I  remain  bullish  on  the  economy 
and  the  stock  market.  You  can't  stop  technology  or  productivity. 
Tax  policy  is  favorable  and  may  get  even  better  during  Bush's 
second  term.  Corporate  earnings  remain  strong.  Even  assuming 
ten-year  Treasurys  at  6%,  I  still  think  the  stock  market  is  under- 
valued by  25%  to  30%." 

"But  watch  gold.  If  it  continues  climbing  to  $500,  all  bets  are  off." 


The  Right  Stuff 


OM  WOLFE  HAS  DONE  IT.  AMERICA'S  BEST  NONFICTION  WRITER 
f  the  last  50  years  has  written  a  novel,  in  his  third  time  out,  that 
really  a  novel,  not  just  a  collection  of  dazzling 
cial-satire  set  pieces.  I  Am  Charlotte  Simmons  is 
le  story  of  a  poor  Appalachian  girl  who  goes  off  to 
>upont  University,  the  fictional  equivalent  of  Stan- 
rd  or  Duke.  She  hopes  to  enter  a  life  of  the  mind  at 
)upont,  but  mostly  finds  a  hormonal  slough  of 
rinking,  sex,  sports  worship  and  status  competi- 
on — the  plotline  is  about  her  fall  and  redemption. 
Wolfe  builds  on  a  moral  and  empathetic  founda- 
n  not  seen  in  his  previous  novels,  The  Bonfire  of  the 
unities  and  A  Man  in  Full  He  makes  you  weep  for  Charlotte  in  a 
ay  you  never  did  for  Sherman  McCoy  or  Charlie  Cro- 
r.  And  this  novel  finishes  as  strongly  as  it  starts.  But 


brace  yourself  for  the  literally  thousands  of  f-bombs,  sh-bombs 
and  g-d-bombs  Wolfe  drops,  along  with  the  many  descriptions  of 
oral  sex  and  airy  egestions  (never  at  the  same  time, 
relievedly)  that  fly  out  of  his  688-page  book.  Mel  Gib- 
son gave  us  a  violence-saturated,  R-rated  morality 
movie;  now  Wolfe  delivers  the  naughty,  bawdy  moral- 
ity novel — Dickens  in  the  age  of  MTV.  I  read  it  dur- 
ing several  commercial  flights,  at  times  with  an 
embarrassed  awareness  of  what  the  person  in  the 
next  seat  must  be  thinking  of  me.  Still,  what  a  read! 

Nobody  else  throws  hopping  fastballs  with  lan- 
guage the  way  73-year-old  Wolfe  does.  In  this  regard, 
he  is  the  equal  of  Mark  Twain  or  H.L.  Mencken.  F 


FOrbCS  I  ^'sit  Rich  Karlgaard's  home  page  at  www.life2where.com 
MMMMB.r.m,  I  or  e-mail  him  at  publisher@forbes.com. 
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How  Billionaires  Scrape  By 


m 


Cable  guy: 
Philip  F.  Anschutz 


B 


>illionaire  Philip  F. 
.Anschutz's  corporate 
'ego  is  fighting  an 
Internal  Revenue  Service 
demand  for  an  extra  $81 
million  in  tax  for  1997, 
1998  and  1999.  A  U.S.  Tax 
Court  filing  puts  Anschutz 
Co.  1999  profits  at  $1.16 
billion,  on  which  it 
coughed  up  $404  million  in 
taxes.  But  it  paid  just  $19 
million  in  1997  and  zip  in 
1998,  years  in  which  Qwest 
Communications,  consolidated  on  Anschutz  returns,  deducted 
$480  million  in  costs,  for  laying  fiber-optic  cable,  that  the  feds 
say  should  have  been  capitalized  and  deducted  over  time. 
Anschutz  Co.  defends  the  accounting.  Qwest — of  which 
Anschutz  Co.  remains  the  largest  shareholder — just  paid  $250 
million  to  settle  Securities  &  Exchange  Commission  charges  of 
fraudulent  accounting.  — Janet  Novack 

The  Colonies  Required  Licensing? 

The  National  Association  of  Securities  Dealers  is  said  to  be  looking 
into  complaints  that  I ISBC  Brokerage,  a  U.S.  arm  of  publicly  traded 
I  ondon  banking  giant  HSBC  Holdings,  was  run  by  executives  who 
lacked  proper  licensing  and  tolerated  similarly  flawed  stockbrokers. 
Bill  Singer,  a  lawyer  for  ex-HSBC  workers,  says  NASD  investigatory 
demands  are  flying.  One  nonlicensee:  Randy  Ambrosie,  a  Cana- 
dian who  was  North  American  sales  manager.  Though  others  recall 
that  he  was  involved  in  big  decisions,  he  says  he  lacked  daily  re- 
sponsibilities and  thus  didn't  need  licensing.  Another  possible  issue: 
workers  of  sibling  HSBC  Bank  USA  allegedly  peddling  various  fi- 
nancial products  they  were  not  licensed  to  sell.  An  HSBC  flack  says 
she  knows  of  no  official  investigation.  — David  Serchuk 
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New  This  Week:  the  Core  Values  Fund 

Adam  Bold,  owner  of  Mutual  Fund  Store,  an  Overland  Park 
Kans.  chain  of  franchised  fee-only  investment-advice  offices  in 
strip  malls,  hosts  a  weekend  national  radio  show  on  money  ano 
tells  reporters  investors  should  check  out  advisers.  Okay.  Pru 
dential  Securities  fired  Bold  as  a  stockbroker  in  1996,  citing  "vio 
lation  of  firm  policy  with  regard  to  sales  practices  and  violation 
of  firm's  core  values."  Clients  have  received  $90,000  in  arbitra 
tion  cases.  His  Web  site  bios  don't  mention  he  was  ever  a  brokei 
Bold,  40,  disputed  the  stated  Pru  reasons  back  then  and  now  say 
he's  happy  to  be  out  of  commission  work.  — William  P.  Barret 

That  Wasn't  Income,  That  Was  Therapy 

Lynn  L.  McCarthy,  convicted  in  2001  of  a  fraud-related  conspir 
acy  at  Kansas  City  real  estate  firm  J.C.  Nichols  Co.  when  he  wai 
chief  executive,  is  also  in  Tax  Court.  He  reported  $5.5  million  ii 
losses  for  1995  to  1997;  the  IRS  said  he  really  had  taxable  incom 
of  $18.9  million  and  owes  $8  million.  Among  the  issues 
McCarthy,  sentenced  to  probation  and  community  service,  say 
$3.6  million  Nichols  gave  him  in  a  settlement  after  his  199. 
ouster  was  nontaxable  compensation  for  "personal  damage 
incurred  by  the  negative  impact  of  a  very  public  shareholde 
dispute."  Investment  banker  Allen  &  Co.,  a  Nichols  shareholde: 
had  challenged  McCarthy's  business  dealings.  — J.ls 


For  Some  Reason 

Belying  the  accounting  profession's  image  of  anonymity,  the 
trade  group  American  Institute  of  Certified  Public  Accountants 
has  run  a  Business  &  Industry  Hall  of  Fame  since  1999.  Its  19 
members  "best  represent  the  winning  spirit  of  today's  strategic 
CPA."  Among  this  year's  three  inductees:  Cynthia  Cooper,  whose 
internal  whistle-blowing  at  WorldCom  triggered  one  of  the  many 
corporate  scandals  ensnarling  accountants.  Nomination  guide- 
lines specify  "ethical  commitment."  No  member  has  come 
directly  from  the  four  large  accounting  firms.  —W.P.B. 


DePauw:  Better  for  Students  Than  Investors 


Recent  bond-rating  changes  of  colleges  with  public  debt  can  provide  sharp  insights  into  the  nature  of  academe.  —W.P.B 
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LOCATION 

RATING  AGENCY 

CHANGE 

STATED  REASONS  INCLUDE 

University  of  Arkansas 

Fayetteville,  Ark. 

Moody's 

up 

more  students,  market  niches 

Bennington  College 

Bennington,  Vt. 

Moody's 

up 

major  gift,  increased  enrollment 

The  Citadel 

Charleston,  S.C. 

Moody's 

up 

gifts,  operating  surpluses 

DePauw  University 

Greencastle,  Ind. 

Moody's 

down 

operating  losses,  heavy  tuition  discounting 

University  of  Florida 

Gainesville,  Fla. 

Moody's 

up 

big  reserves,  strong  research  revenues 

Georgetown  University 

Washington,  D.C. 

S&P 

down 

deficits,  worsening  liquidity 

University  of  Hawaii 

Honolulu,  Hawaii 

Moody's 

down 

executive  turmoil,  pressure  on  costs 

Ramapo  College 

Mahwah,  N.J. 

S&P 

down 

big  debt,  small  endowment 

St.  Bonaventure  Univ. 

St.  Boncsventure,  N.Y. 

S&P 

down 

operating  deficit,  ominous  litigation 

Uecembei 
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Science  For  A  Better  Life 


-  T*' 


Six  billion  people  already  live  on  our  planet, 
and  the  number  is  growing  by  220,000  every 
day.  How  can  we  provide  food  for  more 
and  more  people  without  damaging  the 
err^iroriBfcnt? 

Ho\Ccan  we  improve  everyone's  health 
and  prevent  diseases?  How  can  we  develop 
new  materials  to  help  us  conserve  resources? 

Bayer  has  repositioned  itself  to  provide 
better  answers  to  these  questions.  The  New 
Bayer  consists  of  three  subgroups: 
HealthCare,  CropScience  and  MaterialScience. 
Fields  in  which  Bayer  is  already  a  global  leader 
-  and  whose  importance  to  the  future  of 
mankind  grows  by  the  day.  www.bayer.com 


On  My  Mind  

By  Annie  Murphy  Paul,  author  of  The  Cult  of  Personality:  How  Personality  Tests  Are  Leading  Us  to  Miseducate  Our  Children, 

Mismanage  Our  Companies,  and  Misunderstand  Ourselves  (Free  Press,  2004). 


I  Feel  Your  Pain 

Why  corporate  America  keeps  falling  for  the  latest  workplace  fad. 

AMERICA  IS  A  NATION  OF  BELIEVERS,  READY  TO  PLACE  THEIR  FAITH  Sounds  good,  as  an  auditory  learner  might  say — except  tha 

in  God  or  baseball  or  the  Psychic  Friends  Network.  Corporate  there's  little  scientific  evidence  to  support  learning  style,  in  theop 
America,  too,  periodically  gets  religion — in  the  form  of  workplace  or  in  practice.  Despite  decades  of  research  on  students  and  teach 
fads  that  inspire  revivalist  fervor,  then  fade  away.  What  these  no-  ers,  the  concept  is  still  highly  controversial  within  educationa 
lions  usually  have  in  common,  besides  a  snappy  concept  and  a  circles,  and  it's  almost  completely  unproven  in  workplace  settings 
persuasive  spokesperson,  is  a  weak  scientific  foundation.  That's  Studies,  where  they  exist,  are  conducted  with  small  groups,  ma] 
true  of  the  latest  fad  to  catch  fire:  learning  style.  not  be  peer-reviewed  or  published  and  are  frequently  carried  ou 

Learning-style  theory  proposes  that  each  of  us  absorbs  and  by  learning-style  proponents  rather  than  neutral  investigators, 
processes  information  in  one  of  several  distinct  ways:  visual,  au-  One  popular  workplace  tool,  for  example,  is  the  Learning  Sty]* 
ditory,  tactile  or  kinesthetic,  for 
example.  An  individual's  learning 
style  is  usually  determined  by  a 
pencil-and-paper  test — of  which 
there  are  now  more  than  50  avail- 
able, with  titles  like  the  Cognitive 
Style  Index  and  the  Learning  Style 
Questionnaire. 

Costing  $3  to  $9  a  pop,  the 
questionnaires  feature  as  few  as 
12  items  and  take  as  little  as  three 
minutes  to  complete.  Test-takers 
may  be  asked  to  arrange  lists  of 
descriptive  words,  to  respond  to 
statements  like  "I  usually  finish 
what  I  start"  and  "I  really  enjoy 
television,"  or  to  answer  multi- 
ple-choice riddles  like,  "When  I 
start  to  do  something  new,  I: 
a)  rely  on  my  feelings  to  guide 
me;  b)  set  priorities;  c)  try  out 
different  ways  of  doing  it;  or  d) 
observe  the  situation." 

The  theory  originated  in  edu- 
cation, as  a  way  of  helping  teachers 
and  students  communicate  more  effectively.  Since  it  made  the  leap  Perceiver"  or  "Introverted  Sensing  Thinking  Judger"?)  Corporat 
to  the  workplace  a  few  years  ago,  companies  like  Bank  of  America,  America,  it  seems,  has  an  unappeasable  hunger  for  the  newes' 
Cendant,  Adidas  and  Levi  Strauss  have  climbed  aboard  the  learn-  hottest  management  concepts — all  of  which,  on  closer  examina 
ing-style  bandwagon.  Most  workplace  problems,  believers  explain,  tion,  appear  eerily  similar.  Like  learning  style,  they  are  determinedl 
stem  from  a  clash  of  cognitive  styles:  when  a  visual  manager  sends  inoffensive,  careful  not  to  wound  feelings  or  bruise  egos.  The 
a  written  memo  to  an  "auditory"  employee,  for  example,  or  when  make  everybody  feel  "special,"  gifted  with  some  unique  talent  o 
a  pragmatic  manager  rejects  as  too  pie-in-the-sky  the  contribu-  ability.  And  all  leave  the  problems  they  purport  to  address — slug 
tions  of  a  theoretical  subordinate.  The  sales  pitch  of  one  learning-  gish  productivity,  poor  communication,  sagging  morale,  hig 
style  tester  declares:  "Knowing  exactly  how  to  speak  to  each  indi-  turnover — essentially  untouched. 

vidual  will  eliminate  this  problem  forever!"  Proponents  claim  that  Perhaps  that's  because  these  instruments  are  not  so  muc 
its  application  can  work  wonders,  increasing  t  Ticiency,  boosting  diagnostic  as  therapeutic,  not  about  solving  problems  but  abou 
morale  and  reducing  turnover.  making  people  feel  warm  and  fuzzy.  I 


"Sounds  good,  as  an  auditory  learner  might 
say — except  there's  little  scientific  evidence  to 
support  learning  style,  in  theory  or  in  practice.' 


Inventory,  published  by  th 
Philadelphia-based  Hay  Group 
While  Hay's  sales  materials  clain 
that  the  LSI  is  "statistically  reliabl 
and  valid,"  psychometricians  be 
to  differ.  A  recent  review  of  th 
instrument  conducted  by  th 
Buros  Institute  of  Mental  Mea 
surements,  a  nonprofit  researcl 
organization  affiliated  with  th 
University  of  Nebraska,  found  tha 
the  LSI  fell  far  short  of  professiona 
standards  of  reliability.  The  insti 
tute's  reviewer  advised  agains 
using  the  test  until  it  was  revised. 

For  many  of  the  employees  oi 
whom  it  is  imposed,  learning  styl 
will  inspire  only  a  sense  of  deja  vu 
It  wasn't  so  long  ago  that  we  wer 
supposed  to  develop  our  work 
place  "EQ" — that's  Emotiona 
Intelligence — and  before  that,  t 
remember  our  Myers-Brigg 
personality  type.  (Now  was  i 
"Extroverted  Intuitive  Feelin 


What  tobacco  issue  is 
important  to  you? 


At  philipmorrisusa.com  you  can  find  resources 
and  information  on  many  tobacco -related 
issues  like  these-including  downloadable 
brochures  with  advice  from  experts  on 


talking  to  kids  about  not  smoking  and  tips 
on  starting  the  conversation.  You'll  also 
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online  or  call  1-877-PMUSA-WEB. 
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DECEMBER  22,  2003 

Price  of  War 


Kevin  Sudeith  already  had  a  nice  business  selling  Afghan  rugs  that  depict  war 
themes  like  tanks,  helicopters  and  Kalashnikovs.  But  after  our  article  about 
him  last  year,  his  business  exploded  and  the  market  was  transformed. 
"Many  people  cut  out  the  article  and  sent  it  to  soldiers  overseas,"  who  then  car- 
ried it  when  they  went  shopping,  says  Sudeith,  who  operates  out  of  Queens, 
N.Y.  The  Afghans  caught  on  and  started  hiking  prices,  especially  for  older  rugs 
from  the  Soviet  years.  In  the  past  Sudeith  never  paid  more  than  $1,000  to  acquire 
an  old  piece;  this  year  a  must-have  rug  cost  him  triple  that. 

For  the  fine,  4-by-7-foot  Beluchi- style  rugs  that  make  up  the  core  of 
his  business,  Sudeith  has  boosted  his  prices  to  $1,500  from  $800  a  year 
ago.  He  sold  one  particularly  elegant  piece  to  a  northeastern  utility 
company's  corporate  collection  for  $3,500. 

To  ensure  a  steady  supply  of  rugs,  Sudeith  is  changing  the  way  he 
does  business  overseas.  Using  Afghan  agents,  he  tracks  down  the  most 
gifted  weavers,  almost  always  women.  Cutting  out  middlemen  means 
more  money  to  the  weavers,  for  whom  Sudeith  encourages  artistic  free- 
dom. "We  let  them  go  nuts,"  he  says.  A  recent  result:  a  rug  woven  with 
an  intricate  portrait  of  Hamid  Karzai. 

— Christopher  Helman 

NOVEMBER  27,  2000 


FLA! 


85  YEARS  AGO  IN  FORBES    DECEMBER  13.  1919 

Collecting  for  the  People 

Henry  Clay  Frick  did  many  good  deeds  without 
revealing  his  identity.  The  building  of  his  palace 
on  Fifth  Avenue  and  his  collecting  of  priceless 
art  objects  and  famous  paintings  were  inspired 
not  by  personal  vanity,  but  by  the  desire  to 
bequeath  something  of  permanent  beauty  and 
worth  to  the  American  public.  He  confided  that 
New  York  City  would  receive  his  home  and  its 
contents  along  with  a  sufficient  endowment  to 
maintain  them  without  cost  to  those  who  would 
enjoy  them,  the  people. 

IS  YEARS  AGO  IN  FORBES    DECEMBER  II.  1989 

Antiquity  Rip-Off  Credit  Asher  Edel- 

man  with  courage.  The  Wall  Street  arbitrager 
recently  invested  at  least  $12  million  in  antiqui- 
ties—art objects  dated  before  about  A.D.  500.  As 
many  curators  and  collectors  have  painfully 
learned,  this  is  the  part  of  the  art  market  where 
costly  mistakes  are  easiest  to  make.  You  don't 
always  get  what  you  pay  for— a  polite  way  of  say- 
ing that  fakes  abound.  You  don't  always  get  to 
keep  what  you  buy.  Governments  or  former  own- 
ers may  show  up  to  reclaim  your  purchase,  mak- 
ing no  payment  whatever  for  what  they  seize.  You 
may  never  really  know  exactly  what  you're  buy- 
ing. Even  if  it  is  genuine,  provenances  of  any  real 
meaning  are  rare. 

10  YEARS  AGO  IN  FORBES    DECEMBER  5,  1994 

^Rt  ■    ■  ■  m 


The  Sky  Is  Falling 


Prices  for  stuff  from  outer  space  have  fallen  back  to  Earth.  One  formerly  hot 
item,  a  name  tag  and  NASA  emblem  that  James  Irwin  cut  off  the  space  suit 
he  wore  on  the  moon  in  1971,  with  a  bid  of  just  $60,000  failed  to  sell  at  an 
auction  last  year.  In  1 999  it  had  sold  for  an  outergalactic  $3 1 1 ,000.  One  reason  for 
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uasnmg  in  on  Art  Disappointed  by 

traditional  invest- 
ments, 20  years 
ago  the  British 
Rail  Pension  Fund 
bet  $77  million  on 
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ijhe  price  drop:  competition  online  from 
jibay  and  Collectspace. corn's  BuySpace 
Bnarketplace. 

Yet  there  is  still  a  thriving  market  for 
jjpace  knickknacks.  Buyers  recently  paid 
B  116,000  for  Buzz  Aldrin's  toothbrush  and 
ii  186,000  for  the  wrist  checklist  book  used 
I  >y  David  Scott.  There  are  two  new  play- 
I  rs:  Aurora  Galleries  in  Bell  Canyon, 
I Zalif.,  with  twice-yearly  sales  since  2002, 
|  nd  rare  books  dealer  Swann  Galleries  in 
New  York  City,  with  once-a-year  space 
Auctions  since  2003.  Swann's  April  2005 
J  ale  will  feature  a  navigational  chart  from 
kpollo  11,  and  another  toothbrush,  this 
I  me  carried  by  Gordon  Cooper  on  the 
I  Mercury  Faith  7  mission. 

— Ashlea  Ebeling 

A/IAY  12,  2003 

pis  and  the  Man 

Jft  ntique-firearms  auctioneer  Gregory 
i  ■>  Martin  is  going  great  guns.  Since 
|^^^we  profiled  Martin,  63,  and  the  San 
Itrancisco  auction  house  he  set  up  in 
■002,  he  has  racked  up  four  big  sales, 
Irith  a  total  take  of  $16  million.  Martin 
■reports  that  while  prices  for  European 
llrms  are  still  moving  sideways,  top-flight 
Ikmerican  guns  are  bringing  ever-higher 
("ids.  Martin's  November  auction  hit 
.123,750  for  a  pair  of  pistols  made  in  the 
jnid-19th  century  by  the  Volcanic  Re- 
peating Arms  Co.,  the  predecessor  com- 
pany to  Winchester.  This  particular  spec- 
men  was  formerly  owned  by  King 
i|;arouk  of  Egypt. 

— Susan  Adams 


Shooting  high:  arms  dealer  Greg  Martin. 


 Follow-Through 

DECEMBER  24,  2001 

Old  Glory  Is  Fading 

Prices  on  patriotica  have  come  down 
from  the  astronomical  levels  that  fol- 
lowed Sept.  1 1 .  Shortly  after  our  story, 
a  hand-sewn  American  Grand  Union 
(Continental)  flag  made  in  the  late  18th  or 
early  19th  century  sold  at  Sotheby's  for 
$163,500.  But  earlier  this  year  a  26-star 
American  flag  commemorating  Michigan 
statehood,  circa  1837,  brought  just  $3,600  at 
Sotheby's,  well  below  the  estimate  of  $5,000 
to  $10,000.  Next  test  for  the  market:  the  an- 
nual Americana  sales  at  Sotheby's  and 
Christie's  in  January  2005.  Top  lots  include 
a  13-star  Revolutionary  War-period  flag. 
Sotheby's  estimates  it  will  fetch  $30,000  to 
$50,000.  Falling  values  have  not  deterred 
fraudsters,  who  continue  to  flood  the  mar- 
ket with  fake  versions  of  American  flags, 
particularly  Confederate  and  Civil  War  era 
flags,  says  auctioneer  C.  Wesley  Cowan. 

— Carrie  Coolidge 

JANUARY  21,  2002 

Book  Inflation 

Prices  keep  climbing  in  the  artists' 
books  market.  Three  years  ago  we 
noted  a  signed  set  of  16  paperbacks 
produced  by  L.A.  artist  Edward  Ruscha  in 
the  1960s  and  1970s  that  originally  cost  $89 
was  fetching  $35,000.  Now  such  a  set  would 
bring  at  least  $50,000,  says  dealer  David 
Platzker.  Ruscha's  reputation  has  been 
fueled  by  two  2004  exhibitions  at  the  Whit- 
ney Museum  and  Ruscha's  selection  to  rep- 
resent the  U.S.  at  the  next  Venice  Biennale. 
The  Index  Book,  made  by  Andy  Warhol's 
Factory,  which  cost  $10  when  it  came  out 
in  1967,  was  seliing  for  $950  three  years  ago. 
Now  it  would  bring  $  1 ,500,  says  Platzker. 

While  artists'  books  are  ascending  in 
value,  one  of  the  collectors  we  featured, 
Canadian  Morey  Chaplick,  has  decided 
to  abandon  his  passion  and  sell  off  his 
collection.  Six  months  after  our  story 
Chaplick  went  on  an  orgy  of  book  buy- 
ing in  Europe,  after  which  he  felt  physi- 
cally sick.  "I  had  overdosed,"  he 
observes.  So  far  he's  divested  a  third  of 
his  collection,  for  $1  million.       — S.A. 
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AUTOMOBILES 


Hydrogen  Man 

Can  Bill  Ford  sell  2-ton  pickups  and  still  make 
peace  with  enviros?  Joann  Muller  and  Jonathan  Fahey 

■H  N  MAY  2004  WILLIAM  CLAY  FORD  JR.  PAID  A  RARE  VISIT  TC 
I  Ford  Motor's  research  and  development  labs  a  few  miles 
I  from  his  office  at  Ford's  Dearborn,  Mich,  headquarters. 
I  He  wanted  to  get  a  closer  look  at  Ford's  progress  on  alter- 
I  native  engine  technologies.  A  group  of  scientists  eagerly 
■H  talked  about  their  work  on  such  things  as  gas-electric 
H9  hybrid  engines  and  fuel  cells. 

But  what  really  captured  Bill  Ford's  imagination  was  a  plain 
old  piston  engine,  just  like  the  ones  that  his  great-grandfather 
put  into  Model  Ts.  But  this  one  would  run  on  hydrogen  instead 
of  gasoline,  emitting  no  carbon  dioxide.  A  hydrogen  internal 
combustion  engine  could  be  a  relatively  inexpensive  bridge  to 


e  hydrogen  economy  of  the  future.  Fuel  cells — a  long- 
romised  technology,  still  unaffordable — would  come  later. 

Better  yet,  only  one  other  company,  BMW,  is  seriously  work- 
g  on  a  similar  hydrogen  engine.  Ford's  biggest  domestic  rival, 
General  Motors,  is  looking  past  such  interim  solutions  to 
develop  fuel-cell  vehicles  that  will  hit  the  road 
decades  hence.  Here  was  something  that  would 
at  once  differentiate  Ford  from  its  competi- 
tors and  help  Bill  Ford  pursue  his  deferred 
dream  of  making  Ford  an  environmen- 
&      tal  leader. 

Revved  up,  he  urged  scientists  to 
step  up  development.  "Let's  go 
ahead  and  push  it,"  he  said.  By 
2006,  Ford  says,  its  first  100 
hydrogen-powered  shuttle  vans  will 
be  on  the  road. 

When  Bill  Ford  took  over  in  200 1  he  was 
going  to  be  the  auto  industry's  environmental 
chief  executive.  But  that  notion  fell  apart  as  Ford's 
*  sales  and  profits  dissolved.  The  idea  of  improving  sport  util- 
ly  miles  per  gallon  25%  by  2005  was  put  off  to  another  day. 
fhat  made  Bill  Ford  a  villain  to  environmentalists — not  just 
lecause  his  fuel  economy  is  a  whole  lot  worse  than  the  next  fel- 
pw's,  but  because  he  let  them  down. 

Now  Ford  Motor's  financial  health  is  stable.  Its  balance 
meet  is  stuffed  with  $19  billion  in  cash,  and  it's  on  track  to 
leliver  $1  billion  in  pretax  automotive  profit  this  year.  So  Bill 
!;ord  once  again  is  moving,  albeit  quietly,  to  put  the  do-gooder 
itamp  on  his  company.  His  plan:  distinguish  Ford's  brands  by 
corporating  "better  world"  technologies  that  will  help  the 
vironment  and  keep  drivers  safe. 
Says  Ford:  "That's  something  I  believe  very  strongly  in,  not 
jst  because  I  believe  it's  the  right  thing  to  do — but  because  I 
lso  believe  that  society  is  moving  that  way  and  moving  that 
/ay  rapidly,  and  we  want  to  be  seen  as  leading  that." 

The  hydrogen  strategy  is  part  of  a  more  sweeping,  longer- 
erm  (and  closely  held)  plan  Ford  executives  endorsed  in 
vugust,  one  that  environmentalists  would  cheer — if  they 
■elieved  Ford  could  deliver.  By  2030  Ford  wants  to  reduce  car- 
>on  dioxide  emissions  by  roughly  40%.  To  turn  the  equation 
round:  It  wants  to  move  vehicles  80%  farther  per  pound  of  car- 
>on  thrown  into  the  atmosphere.  That  goal  will  be  next  to 
inachievable  without  help  from  hydrogen  engines.  Wary  of 
enerating  more  scorn  from  environmentalists,  however,  Ford 
xecutives  are  keeping  mum  about  the  objectives  until  they're 
ure  they  can  achieve  them.  (Officials  won't  even  confirm  man- 
gement's  deliberations  on  the  topic.) 

Using  the  environment  or  safety  to  sell  cars  is  hardly  a  fresh 


marketing  idea  in  the  auto  industry,  but  that  doesn't  mean  it 
won't  work.  Toyota  craves  the  profits  to  be  made  from  its  15- 
mile-per-gallon  Sequoia  but  wins  back  an  environmental  halo 
by  selling  Prius  hybrids.  Ford's  Volvo  division  isn't  doing  so 
well  in  the  J.D.  Power  quality  ratings  but  is  much  beloved 
among  urban  liberals  because  of  a  reputation  for  safety. 

Like  Toyota,  whose  19-mile-per-gallon  truck  average  is  off- 
set by  the  fuel-sipping  Prius,  Ford  Motor  is  in  need  of  some 
brownie  points  with  the  tree  huggers.  The  Ford  fleet,  domi- 
nated by  muscular  F-series  trucks  and  Explorer  SUVs,  averages 
just  18.8  miles  per  gallon,  9%  less  than  GM's. 

And  then  Bill  Ford  has  that  other  problem,  having  to  make 
a  profit  in  order  to  stay  in  business.  Ford  has  lost  six  points  of 
U.S.  market  share  since  1995,  a  trend  that  accelerated  under 
Bill  Ford.  It's  now  at  19.7%.  Some  of  that  loss  reflects  a  con- 
scious decision  to  walk  away  from  moneylosing  sales  to  rental 
fleets  and  rebate-hungry  consumers.  But  given  the 
automaker's  enormous  fixed  costs  in  plants  and  labor,  it  can 
accomplish  only  so  much  by  selling  fewer  cars.  "You  can't 
shrink  forever,"  says  Bill  Ford.  "There  comes  a  time  when  you 
need  to  reenergize  your  sales,  and  I  think  we're  right  on  the 
cusp  of  that." 

Ford's  first  step  is  to  get  more  gas-electric  hybrid  vehicles 

■ 
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You  broke  my  heart:  Once  a  hero,  Bill  Ford  became  a  villain. 

on  the  road.  Though  lagging  Japanese  competitors  Toyota  and 
Honda  in  hybrid  sales,  Ford  is  first  with  a  hybrid  SUV,  and  it  is 
the  only  domestic  carmaker  to  produce  a  legitimate  hybrid 
vehicle  at  all,  a  version  of  its  Escape.  (The  glorified  battery  on 
GM's  hybrid  Silverado  improves  fuel  economy  by  only  2  miles 
per  gallon.)  Ford  wants  to  increase  hybrid  Escape  production 
next  year  beyond  the  20,000  it  has  planned — if  it  can  get  its 
hands  on  the  batteries.  It  also  plans  to  introduce  hybrid  ver- 
sions of  other  vehicles  starting  in  2006. 

Like  every  automaker  in  the  world,  Ford  is  pouring  money 
into  fuel-cell  vehicles.  What  it  has  at  the  moment  are  demo  fleets 
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with  manufacturing  costs  that  are  imprac- 
tical and  refilling  stations  that  are  close  to 
nonexistent.  It  will  be  at  least  2015,  and 
more  likely  decades  later,  before  fuel-cell- 
powered  electric  motors  become  a  plausi- 
ble competitor  to  gasoline  engines.  At  the 
moment  a  fuel  cell  and  set  of  motors  cost 
ten  times  as  much  as  an  internal  combus- 
tion engine. 

Until  an  inventor  comes  up  with  a 
cheap  fuel  cell,  a  hydrogen  combustion 
engine  might  make  a  good  interim  step. 
"It's  a  fraction  of  the  cost,  it's  a  fraction 
of  the  complexity,  and  yet  it  gets  you 
99%  of  the  environmental  benefit  of  a 
fuel  cell,"  says  Bill  Ford.  The  basic 
design — with  pistons  that  are  moved  up 
and  down  by  explosions  of  fuel  and 
air — is  the  same  as  that  of  gasoline 
engines.  So  a  gasoline  engine  factory 
could  crank  out  hydrogen-fueled  V-8s 
without  a  lot  of  retooling. 

Hydrogen-powered  piston  cars  can  go 
up  to  25%  farther  on  any  given  amount  of 
fuel  (measured  in  Btu)  than  gasoline-pow- 
ered piston  cars.  Vance  Zanardelli,  manager 
of  Strategic  Powertrain  Technology  at 
Ford,  says  a  hydrogen  engine  can  run  at  a 
higher  compression  ratio  than  gas  engines, 
meaning  it  can  direct  additional  energy 
toward  powering  the  car  rather  than  heat- 
ing the  engine.  And  because  hydrogen 
ignites  so  efficiently,  less  energy  is  lost  dur- 


Ford's  future  look:  Aviator,  Fusion,  Zephyr. 


ing  combustion.  One  downside:  Storage 
issues  mean  more  frequent  fill-ups. 

Cheap  hydrogen-powered  vehicles  are 
supposed  to  inspire  oil  companies  to 
build  hydrogen  production  plants  and 
fueling  stations.  Bill  Ford,  then,  could 
usher  in  the  hydrogen  economy.  "He 
wants  us  to  own  hydrogen — period,"  says 
one  company  official. 


Bill  Ford,  Hydrogen  Man.  Are  envi 
ronmentalists  going  to  fall  in  love  witlj 
him?  There  are  three  little  problems. 

One  has  to  do  with  internal  combus^ 
tion.  The  hydrogen  fuel  eliminates  carbofl 
dioxide,  the  main  suspect  in  global  warml 
ing,  but  it  does  not  eliminate  nitroged 
oxides,  the  main  component  in  smog  and 
an  unavoidable  by-product  of  high-tern 
perature  combustion  in  confined  spaces. 

The  other  problem  afflicts  all  hydn> 
gen-powered  vehicles,  including  thosi 
using  fuel  cells.  To  extract  hydrogen  typi 
cally  requires  burning  fossil  fuels  like  nat. 
ural  gas  or  coal.  That  is  expensive — ana 
causes  pollution  of  its  own.  Then  there' 
the  delivery  problem.  Joseph  Romm,  for 
mer  assistant  energy  secretary  and  autho 
of  The  Hype  About  Hydrogen,  notes  thai 
the  pollution  caused  by  diesel  trucki 
making  hydrogen  deliveries  could  cancQ 
out  hydrogen's  benefits.  Customers  desifl 
ing  to  save  the  planet  may  find  themselve 
better  suited  to  a  diesel  or  a  hybrid. 

Environmentalists  aren't  ready  t< 
swoon  again  for  Bill  Ford.  "He  says  swee 
things  and  I  know  he  does  yoga,  but 
couple  of  nice  comments  and  a  goo» 
[yoga  position]  does  not  an  environ 
mentalist  make,"  says  Michael  Brune 
executive  director  of  the  Rainfores 
Action  Network,  which  just  launched 
five-year  anti-Ford  campaign.  I 
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The  dollar  has  fallen  9%  against  the  currencies  of  our 
largest  trading  partners  since  May,  and  high  U.S.  budget 
and  trade  deficits  threaten  to  send  the  greenback  lower  still. 
But  that  doesn't  mean  you  should  keep  a  greater  propor- 
tion of  your  equity  holdings  in  foreign  stocks.  During  the 
past  20  years  the  value  of  the  dollar  has  fallen  40%  against  a 
basket  of  foreign  currencies.  Yet  someone  who  invested  in 
1984  in  the  S&P  500  Index  would  be  17%  better  off  than 
someone  who  put  his  hard-earned  bucks  into  the  Morgan 
Stanley  EAFE  (an  index  of  stocks  from  Europe,  Asia  and  the 
Far  East)  and  converted  the  result  back  into  cheap  dollars 
today.  Some  of  those  smug  foreigners  have  hard  currencies 
but  soft  economies. 

— Michael  K.  Ozanian 


S&P  500  Index  (reinvested) 
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VYTORIN 
treats  them  both. 


You  probably  know  that  cholesterol  comes  from 
food.  But  what  you  might  not  know  is  that  your 
cholesterol  has  a  lot  to  do  with  your  family  history. 

Now  there's  VYTORIN.  When  diet  and  exercise 
aren't  enough,  adding  VYTORIN  can  help. 

VYTORIN  helps  block  the  absorption  of  cholesterol 
that  comes  from  food  and  reduces  the  cholesterol 
that  your  body  makes  naturally.  And  VYTORIN  can 
dramatically  lower  your  bad  cholesterol  45%— 60%. 
(Average  effect  depending  on  dose.  52%  at  the 
usual  starting  dose.) 

Ask  your  doctor  about  NEW  VYTORIN. 

Important  information:  VYTORIN  is  a  prescription 
tablet  and  isn't  right  for  everyone,  including  women  who 
are  nursing  or  pregnant  or  who  may  become  pregnant, 
and  anyone  with  liver  problems.  Unexplained  muscle 
pain  or  weakness  could  be  a  sign  of  a  rare  but  serious 
side  effect  and  should  be  reported  to  your  doctor  right 
away.  VYTORIN  may  interact  with  other  medicines 
or  certain  foods,  increasing  your  risk  of  getting  this 
serious  side  effect.  So,  tell  your  doctor  about  any  other 
medications  you  are  taking. 

To  learn  more,  call 
1-877-VYTORIN  or  visit  vytorin.com 

Please  read  the  Patient  Product 
Information  on  the  adjacent  page. 
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(ezetimibe/simvastatinl 

Treat  the  2  sources  of  cholesterol. 
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Patient  Information  about  VYTORIN  (Vl-tor-in) 

Generic  name:  ezetimibe/simvastatin  tablets 


Read  this  information  carefully  before 
you  start  taking  VYTORIN.  Review  this 
information  each  time  you  refill  your 
prescription  for  VYTORIN  as  there  may 
be  new  information. This  information 
does  not  take  the  place  of  talking  with 
your  doctor  about  your  medical 
condition  or  your  treatment.  If  you 
have  any  questions  about  VYTORIN, 
ask  your  doctor.  Only  your  doctor  can 
determine  if  VYTORIN  is  right  for  you. 

What  is  VYTORIN? 

VYTORIN  is  a  medicine  used  to  lower 
levels  of  total  cholesterol,  LDL  (bad) 
cholesterol,  and  fatty  substances  called 
triglycerides  in  the  blood.  In  addition, 
VYTORIN  raises  levels  of  HDL  (good) 
cholesterol.  It  is  used  for  patients  who 
cannot  control  their  cholesterol  levels 
by  diet  alone.  You  should  stay  on  a 
cholesterol-lowering  diet  while  taking 
this  medicine. 

VYTORIN  works  to  reduce  your 
cholesterol  in  two  ways.  It  reduces  the 
cholesterol  absorbed  in  your  digestive 
tract,  as  well  as  the  cholesterol  your 
body  makes  by  itself.  VYTORIN  does 
not  help  you  lose  weight. 

Who  should  not  take  VYTORIN? 

Do  not  take  VYTORIN: 

•  If  you  are  allergic  to  ezetimibe  or 
simvastatin,  the  active  ingredients  in 
VYTORIN,  or  to  the  inactive  ingredients. 
For  a  list  of  inactive  ingredients,  see 
the  "Inactive  ingredients"  section  at 
the  end  of  this  information  sheet. 

•  If  you  have  active  liver  disease  or 
repeated  blood  tests  indicating 
possible  liver  problems. 

•  If  you  are  pregnant,  or  think  you  may 
be  pregnant,  or  planning  to  become 
pregnant  or  breast-feeding. 

VYTORIN  is  not  recommended  for  use 
in  children  under  10  years  of  age. 

What  should  I  tell  my  doctor  before 
and  while  taking  VYTORIN? 

Tell  your  doctor  right  away  if  you 
experience  unexplained  muscle  pain, 
tenderness,  or  weakness. This  is  because 
on  rare  occasions,  muscle  problems 
can  be  serious,  including  muscle  break- 
down resulting  in  kidney  damage. 

The  risk  of  muscle  breakdown  is 
greater  at  higher  doses  of  VYTORIN. 

The  risk  of  muscle  breakdown  is  greater 
in  patients  with  kidney  problems. 

Taking  VYTORIN  with  certain  substances 
can  increase  the  risk  of  muscle  problems. 
It  is  particularly  important  to  tell  your 
doctor  if  you  are  taking  any  of  the 
following: 

•  cyclosporine 


•  antifungal  agents  (such  as 
itraconazole  or  ketoconazole) 

•  fibric  acid  derivatives  (such  as 
gemfibrozil,  bezafibrate,  or  fenofibrate) 

•  the  antibiotics  erythromycin  and 
clarithromycin 

•  HIV  protease  inhibitors  (such  as  indinavir, 
nelfinavir,  ritonavir,  and  saquinavir) 

•  the  antidepressant  nefazodone 

•  amiodarone  (a  drug  used  to  treat  an 
irregular  heartbeat) 

•  verapamil  (a  drug  used  to  treat  high 
blood  pressure,  chest  pain  associated 
with  heart  disease,  or  other  heart 
conditions) 

•  large  doses  (>1  g/day)  of  niacin  or 
nicotinic  acid 

•  large  quantities  of  grapefruit  juice 
(>1  quart  daily) 

It  is  also  important  to  tell  your  doctor  if 
you  are  taking  coumarin  anticoagulants 
(drugs  that  prevent  blood  clots,  such  as 
warfarin). 

Tell  your  doctor  about  any  prescription 
and  nonprescription  medicines  you  are 
taking  or  plan  to  take,  including  natural 
or  herbal  remedies. 

Tell  your  doctor  about  all  your  medical 
conditions  including  allergies. 

Tell  your  doctor  if  you: 

•  drink  substantial  quantities  of  alcohol 
or  ever  had  liver  problems.  VYTORIN 
may  not  be  right  for  you. 

•  are  pregnant  or  plan  to  become 
pregnant.  Do  not  use  VYTORIN  if  you 
are  pregnant,  trying  to  become  pregnant 
or  suspect  that  you  are  pregnant.  If 
you  become  pregnant  while  taking 
VYTORIN,  stop  taking  it  and  contact 
your  doctor  immediately. 

•  are  breast-feeding.  Do  not  use 
VYTORIN  if  you  are  breast-feeding. 

Tell  other  doctors  prescribing  a  new 
medication  that  you  are  taking  VYTORIN. 

How  should  I  take  VYTORIN? 

•  Take  VYTORIN  once  a  day,  in  the 
evening,  with  or  without  food. 

•  Try  to  take  VYTORIN  as  prescribed. 
If  you  miss  a  dose,  do  not  take  an 
extra  dose.  Just  resume  your  usual 
schedule. 

•  Continue  to  follow  a  cholesterol- 
lowering  diet  while  taking  VYTORIN. 
Ask  your  doctor  if  you  need  diet 
information. 

•  Keep  taking  VYTORIN  unless  your 
doctor  tells  you  to  stop.  If  you  stop 
taking  VYTORIN,  your  cholesterol 

may  rise  again. 

What  should  I  do  in  case  of  an  overdose? 

Contact  your  doctor  immediately. 


What  are  the  possible  side  effects  of 
VYTORIN? 

See  your  doctor  regularly  to  check  yc 
cholesterol  level  and  to  check  for  sidi 
effects.  Your  doctor  may  do  blood  tes 
to  check  your  liver  before  you  start 
taking  VYTORIN  and  during  treatmer 

In  clinical  studies  patients  reported  tl 
following  common  side  effects  while 
taking  VYTORIN:  headache  and  muse 
pain  (see  What  should  I  tell  my  docta 
before  and  while  taking  VYTORIN?). 

The  following  side  effects  have  been 
reported  in  general  use  with  either 
ezetimibe  or  simvastatin  tablets  (tabl 
that  contain  the  active  ingredients  of 
VYTORIN): 

•  allergic  reactions  including  swellir 
of  the  face,  lips,  tongue,  and/or 
throat  that  may  cause  difficulty  in 
breathing  or  swallowing  (which  m 
require  treatment  right  away),  andl 
rash;  inflammation  of  the  pancreas 
nausea;  gallstones;  inflammation  o 
the  gallbladder. 

Tell  your  doctor  if  you  are  having  the 
or  any  other  medical  problems  while 
on  VYTORIN. This  is  not  a  complete  li 
of  side  effects.  For  a  complete  list,  as 
your  doctor  or  pharmacist. 

General  Information  about  VYTORIN 

Medicines  are  sometimes  prescribec 
for  conditions  that  are  not  mentionec 
in  patient  information  leaflets.  Do  no 
use  VYTORIN  for  a  condition  for  whicl 
was  not  prescribed.  Do  not  give  VYTOF 
to  other  people,  even  if  they  have  the  sai 
condition  you  have.  It  may  harm  ther 

This  summarizes  the  most  important 
information  about  VYTORIN.  If  you 
would  like  more  information,  talk  wit 
your  doctor.  You  can  ask  your  pharmac 
or  doctor  for  information  about  VYTOR 
that  is  written  for  health  professional! 
For  additional  information,  visit  the 
following  web  site:  vytorin.com. 

Inactive  ingredients: 

Butylated  hydroxyanisole  NF,  citric 
acid  monohydrate  USP,  croscarmello 
sodium  NF,  hydroxypropyl  methyl- 
cellulose  USR  lactose  monohydrate  T 
magnesium  stearate  NF,  microcrystalli 
cellulose  NF,  and  propyl  gallate  NF 
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Long  Live  the  $25  Cigar 

}uba  takes  aim  at  China's  new  rich 

vith  a  premium  smoke  |  By  Russell  Flannery 
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HE  1960S  ECONOMIC  THEORIES  CHERISHED  BY  MAO  ZEDONG  and 
Fidel  Castro  wrought  poverty  and  misery  on  millions.  China,  to 
its  credit,  has  come  a  lot  further  than  Cuba  at  jettisoning  bank- 
rupt socialism.  Which  explains  why  Cuba  is  now  looking  to 
China's  growing  ranks  of  capitalist  roaders  to  take  up  the  ex- 
>ensive  habit  of  smoking  premium  cigars. 

In  November  Cuban  cigar  exporter  Habanos  opened  its  first  shop  in 
teijing,  set  in  nothing  less  than  the  swank  St.  Regis  Hotel  and  joining  a 
ong  line  of  luxury  consumer  brands  seeking  to  tap  the  country's  newly 
ich.  La  Casa  del  Habanos  sells  Cohibas  for  $25  each,  or  a  quarter  of  the 
verage  Chinese  laborer's  monthly  wage. 

"We  don't  think  we'll  sell  1.3  billion  cigars  a  year,  but  there  is  a  big 
narket,"  says  Manuel  Garcia,  vice  president  of  the  company.  Chinese  are 
leavy  cigarette  smokers,  so  Habanos  thinks  it  can  influence  some  to  add 
igars.  And  newly  rich  Chinese,  like  merchants  of  earlier  eras,  enjoy 
launting  their  sophistication  and  wealth,  and  have  little  time  or  inclina- 

ton  to  mess  around  with  second-tier  brands.  "Cigar  smoking  is  attracting 
lore  interest,  although  it's  not  something  traditional,"  says  Wang  Gang, 
,eneral  manager  of  the  duty-free  shop  at  Beijing's  international  airport, 
iabanos  says  it  holds  about  70%  of  the  global  market  outside  the  U.S.  (it 
':an't  sell  in  the  U.S.  market  because  of  trade  sanctions)  but  wants  to  get  in 
;  arly  in  China.  Last  year  just  500,000  premium  cigars  were  sold  in  China 
compared  with  400  million  globally. 

If  these  pricey  cigars  don't  catch  on  among  Chinese,  there's  always 
those  rich  foreign  guys  working  there.  Many  are  always  looking  for  ways 
o  network  in  booming  China.  Guillaume  Boudin,  north  China  general 
nanager  for  Irvine,  Calif,  logistics  firm  BAX  Global,  formed  an  aficiona- 
los  club  in  Beijing  during  the  SARS 
care  last  year  when  restaurants 
vere  largely  shut,  and  its 
!0  members  have  been 
ineeting  three  times  a 
nonth  since  to  enjoy  a 
moke.  F 
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Flack 
Attack 

A  three-way  battle 
involving  a  powerful 
p.r.  man,  a  well-connected 
Hollywood  upstart  and 
a  fledgling  company 
gets  nasty. 
By  Seth  Lubove 


AT  29,  RYAN  KAVANAUGH 
is  what  is  known  in 
Hollywood  as  a  player. 
Relativity  Management, 
his  two-year-old  financ-  sy 
ing  outfit,  is  already  doing  movie 
deals  with  George  Clooney,  director  Steven  Soder- 
bergh  and  producer  Mark  Canton.  He's  worko  1  h 
producer  and  former  studio  boss  Robert  Evnn 
has  invested  money  on  behalf  of  producers  Jei  i  y 
Bruckheimer  and  Jon  Peters. 

Now  Kavanaugh  is  involved  in  a  bit  of  legal  nisti- 
ness  that  threatens  to  tarnish  his  success.  The  rnrd- 
balls  are  being  thrown  by  Los  Angeles  p.r.  man 
Michael  Sitrick,  who  represents  the  likes  of  Roy  Dis- 
ney, Rush  Limbaugh,  WorldCom  and  the  archdiocese 
of  Los  Angeles. 

Sitrick  knew  Kavanaugh  as  a  family  friend  and  in 
2000  agreed  to  put  $6  million  into  private  investment 
fund  KC  Capital,  which  Kavanaugh  then  ran.  Sitrick 
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says  in  a  lawsuit  the  money  was  only  supposed  to  be 
invested  in  public  equities  (not  so,  says  Kavanaugh, 
although  an  arbitrator  sided  with  Sitrick),  but  Ka- 
vanaugh instead  put  $4  million  of  the  money  into 
a  company  called  PreCash,  which  sells  a  type  of 
prepaid  credit  card.  Kavanaugh  was  already  on  Pre- 
Cash's  board,  having  invested  up  to  $22  million  in 
the  company.  Sitrick  claims  PreCash  defrauded  him 
by  using  his  money  to  keep  the  then-troubled  firm 
afloat,  in  a  kind  of  Ponzi  scheme  to  buy  out  older 
investors  at  a  profit,  according  to  a  separate  lawsuit 
he  filed  against  the  company.  Sitrick  says  he's  now 
holding  worthless  paper. 

But  in  his  lawsuit  against  the  company  and  its 
directors,  Sitrick  also  blames  PreCash's  chief 
executive,  John  Chaney,  for  slashing  the  com- 
pany's stock  value,  thereby  damaging  Sitrick. 
Sitrick  alleges  Chaney  did  that  in  a  scheme 
to  lower  the  potential  tax  burden  on  the 
company  shares  he  was  given  when  he 
took  over  as  chief  in  2001. 

"Hogwash,"  says  Chaney,  who  has  his 
own  favorite  whipping  boy:  Kavanaugh.  After 
taking  over  as  chief,  Chaney  claims  in  an  in- 
terview, he  uncovered  "wrongdoing" 
on  the  parts  of  Kavanaugh  and 
company  founder  David  Resnick 
and  booted  them  off  the 
board.  (Resnick  didn't  respond  to 
a  request  for  comment.)  Among  other  sins,  he  says, 
Kavanaugh  inflated  the  company's  prospects.  Ka- 
vanaugh denies  the  accusations. 

Sitrick  has  won  the  first  several  legal 
rounds.  An  arbitrator  awarded  him  the 
rights  to  an  $8  million  payout 
from  Kavanaugh's  directors 
and  officers  insurance. 
The  insurance  company,  a  unit  of  Chubb,  is 
fighting  the  award.  Sitrick's  other  suit,  al- 
leging fraud  by  PreCash  and  directors, 
is  pending.  Chaney  lawyer  Robert 
Draper  says  Chaney  and  the  com- 
pany shouldn't  be  blamed  for 
a  dispute  between  Sitrick  and 
Kavanaugh,  although  Sitrick  con- 
tends PreCash  was  in  cahoots  with  Ka- 
vanaugh. Sitrick  and  his  lawyer  are  "trying  to  ex- 
tort money  out  of  us,"  Draper  says. 

TJhe  usually  loquacious  Sitrick  isn't  com- 
menting. Kavanaugh  says  everybody  is  unfairly 
picking  on  him.  But  so  far,  he  says,  his  business 
couldn't  be  better,  and  introduces  his  newest 
business  associate,  Dean  Zanuck,  grandson  of 
famed  studio  boss  Darryl  Zanuck:  "We're  turn- 
ing down  more  business  than  we're  taking."  F 
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A  ROSE  WITH  ANOTHER  NAME 

Flower  porn — it's  more  of  a  problem  tharj 
you  might  think.  Or  at  least  it  is  for  Blaine 
j  Harris,  chief  executive  of  Speaking  Rosea 
International,  a  Salt  Lake  City  company 
that  has  patented  a  technology  to  laser] 
print  almost  any  word,  image  oj 
logo  on  a  flower's  petals.  Almost! 
"We  had  a  guy  send  in  a  picture  of  his 
girlfriend  in  a  suggestive — more 
than  suggestive— i 
pose,"  he  says.  "And  we 
would  not  print  that 
Even  for  personal  use." 
Though  encumbered  b]| 
scruples,  Speaking  Rosea 
faces  what  ought  to 
be  a  rosy  future.  Ir 
November  the  firm  licensed  it} 
technology  to  flower  giant  Dole 
Fresh  Flowers,  which  sells  50  mil- 
lion bouquets  annually.  Harrij 
fantasizes  that  someday  all  oi 
those  could  be  embossed.  Hi: 
firm  also  sells  flower! 
through  FTD.com.  Hi 
boldly  predicts  that  Speakinj 
Roses'  (wholesale)  sales  will  toj 
$20  million  in  2005,  up  from 
$2  million  (with  zero  profit)  for  2004 
For  now  Speaking  Roses'  bouquets  an 
available  nationwide  in  more  thai 
200  Albertsons  and  Jewel-Osco  super 
markets.  Roses  have  been  cusi 
tomized  for  the  2005  Kentucky 
Derby,  for  the  opening  of  thi 
Clinton  Library  and  fo 
the  Kerry-Edward 
campaign  (bouquet 
bedecked  with  presi 
dential  seals  wen 
delivered  on  elec 
tion  eve).  Speak 
ing  of  funerals,  the  bereaved  are  expected  te 
be  a  huge  market.  Mortuaries  should  accoun 
for  25%  of  sales  in  2005.  "Some  people  like  te 
put  it  on  a  mantel  to  remember  when  Mon 
died,"  Harris  says.  You  know,  tasteful 
— David  Serchw 


NEC  IP 

ANOTHER  DIMENSION  IN  IP  SOLUTIONS 


Jbm  the  global  technology  leader  with  both  telephony  and  networking  know-how,  comes  a  multidimensional 
Jisolution.  Our  years  of  expertise  in  integrating  voice  and  data  enable  a  reliable,  flexible  pure  IP  architecture: 
ftllVERGE,  which  results  in  more  efficient,  competitive  solutions.  In  fact,  we've  already  successfully  installed 
Jjisystems  in  top  companies,  including  a  world  leading  car  manufacturer.  NEC  IP.  From  pure  IP  to  seamless 
Jrjration  of  current  systems  that  connect  to  the  future.  It's  another  way  NEC  empowers  you  through  innovation. 


SERVICES  AND  SOFTWARE  ENTERPRISE  NETWORKING  AND  COMPUTING  SEMICONDUCTORS  IMAGING  AND  DISPLAYS 
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Udder  Irony 

The  feds  are  investigating  anticompetitive 
behavior  in  the  dairy  industry.  Where  to  start? 
By  Bernard  Condon 


QNE-THIRD  OF  THE  NATION'S  MILK  SUPPLY  IS  CON- 
trolled  by  a  Kansas  City  farmers'  cooperative  called 
the  Dairy  Farmers  of  America.  Now  some  farmers 
who  left  the  co-op  say  Dairy  Farmers  of  America  has 
gotten  too  big  for  its  own  good. 
The  result:  The  Department  of  Justice  has  launched  an  inves- 
tigation of  DFA  that  could  affect  not  only  farmers  but  also  big  milk 
and  cheese  buyers  like  Kraft  and  Wal-Mart.  The  feds  are  looking 
into  whether  DFA  has  used  the  dozens  of  processing  plants  it  con- 
trols to  muscle  farmers  into  joining  the  cooperative  and  to  pay 
below-market  prices  for  milk — even  to  some  of  its  own  members. 
Florida's  attorney  general  has  started  an  investigation,  too. 

A  spokesperson  denies  that  DFA  plays  dirty  and  says  it's  been 


probed  by  the  teds  "numerous"  times,  so  this  isn't  a  big  deal.  Thi 
time  could  be  different.  The  DOJ  isn't  talking,  but  several  farmer 
say  the  agency  is  asking  whether  the  co-op  is  truly  run  by  the  22.92J 
farmers  who  ostensibly  own  it  or  by  Kansas  City  executives,  witl 
little  input  from  those  who  milk  the  cows.  The  distinction  is  im 
portant  because  the  co-op  has  a  limited  antitrust  exemption  base<i 
on  its  being  controlled  by  farmers. 

The  feds'  investigation  picked  up  speed  last  year  after  a  DF/ 
senior  vice  president  sent  an  indiscreet  letter  to  a  small  rival  co-oi 
in  Florida  called  Southeast  Milk.  In  it  DFA  appears  to  threaten  to 
keep  Southeast  farmers  from  selling  their  milk  to  three  DFA-con 
trolled  processing  plants  if  the  smaller  co-op  doesn't  pay  $3  million 
annually  for  that  selling  privilege,  among  other  demands.  South 
east  ponied  up,  then  sent  the  letter  to  the  feds.  There  were  no  othe 
plants  nearby  big  enough  for  the  Southeast  farmers  to  sell  to. 

"The  DFA  calls  [the  $3  million]  an  'adjustment'  payment,"  say 
a  Florida  dairy  official  who  asked  for  anonymity.  '"We  prefer  tc 
call  it  'extortion.'" 

That  accusations  of  anticompetitive  behavior  come  from  farm 
ers  in  Florida  is  something  of  an  irony.  Many  of  them  probabl] 
wouldn't  be  milking  cows  if  not  for  anticompetitive  governmen 
meddling.  Since  1960  the  federal  government  has  set  prices  fo 
milk  on  an  escalating  scale  the  farther  away  it  is  bottled  from  th< 
upper  Midwest,  in  order  to  assure  adequate  supplies.  But  subse 
quent  improvements  in  refrigerated  rail  and  truck  transportatioi 
make  such  help  nonsense.  Since  then  even  more  schemes  anc 
subsidies  have  been  layered  on  top,  resulting  in  $1.5  billion  ii 
higher  prices  for  milk,  cheese  and  Snickers  bars,  according  tc 
Citizens  Against  Government  Waste. 

As  farmers  face  a  brutal  commodity  business,  DFA  has  tried  tc 
help  by  buying  stakes  not  just  in  processing  plants  but  also  in  branc 
names  like  Borden's.  Its  equity  in  such  businesses — valued  a 
$867  million — is  bigger  than  the  co-op's  net  worth.  Yet  the  num 
ber  of  its  farmer-owners  has  fallen  20%  as  small  farms  go  out  o 
business.  No  matter  what  the  feds  decide  to  do  to  DFA,  it's  no' 
likely  to  reverse  that  trend. 


POSTCARDS  FROM  THE  EDGE 

At  least  this  junk  mail  looks  good.  ShipShapes,  a  year-old  Chicago  company,  has 
come  up  with  product-shaped  direct-mail  pieces  that  feature  a  full-color  picture  of 
a  product  on  one  side  of  a  durable  plastic  card  and  the  advertiser's  written  message 

on  the  back. 

The  Post  Office  originally  balked  at  the  idea,  claiming  the  odd  ShipShapes  would  clog 
mail-sorting  equipment.  But  ShipShapes'  chief,  Thomas  Becker,  pushed. 
With  mail  volumes  sagging,  the  mail  service  came  back  with  a 
solution:  ShipShapes  would  send  pieces  by  bulk  mail  directly 
to  30,000  or  so  individual  post  offices  for  delivery, 
effectively  bypassing  the  mail-sorting  process. 

ShipShapes  charges  anywhere  from  80  cents  to 
$3  per  piece,  which  includes  57.4  cents  for  postage. 
But  they're  apparently  effective.  The  first  batch  of 
10,000  Krispy  Kreme  mailers  in  southern  California 
generated  an  11%  response  rate,  compared  with  the 
3%  junk  mail  industry  average.  —Andy  Stone 
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Lock  in  the  prime  rate. 


Capital  Que 

PrimeLock 
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Producing  the  new  Capital  One  PrimeLock  Card. 

Finally,  a  credit  card  that's  always  as  low  as  the  Prime  Rate  -  now  4.75%*  Avoid  introductory  rates  that 
expire  after  a  limited  time.  With  the  PrimeLock  Card  from  Capital  One,  your  rate  is  set  at  prime  for  as  long  as 
you  have  the  card.  Get  in  on  the  rate  other  banks  only  give  their  biggest  customers.  Get  the  new  Capital  One 
PrimeLock  Card.  No  more  rate-watching.  No  more  worries.  No  more  hassles. 


what's  in  your  wallet?" 


'Prime  Rate  as  of  10/1/04  By  mail  only  Applies  only  lo  now  and  qualified  applicants  Rates  subject  to  change  If  the  account  is  not  kept  in  good  standing 
Additional  restrictions  apply  Terms  subject  lo  change  without  notice.  ©  2004  Capital  One  Services,  Inc  All  rights  reserved. 
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I  Want  My  TV 


Ex-media  mogul  Leo  Kirch  asks  David  Boies  to 
win  back  his  empire  By  Tomas  Kellner 

APPARENTLY  GERMAN  MEDIA  TYCOON  LEO  KIRCH 
has  a  few  bucks  left.  Last  month  Kirch  hired  lawyer 
David  Boies,  who  charges  a  reported  S750  an  hour, 
to  win  back  his  fortune.  Kirch's  $13  billion  televi- 
sion, film  and  car-racing  empire,  the  KirchGroup, 
collapsed  in  2002  under  a  $5  billion  mountain  of  debt 

Kirch,  78,  says  the  implosion  of  the  45-year-old  business 
was  engineered  by  Deutsche  Bank,  one  of  his  lenders,  and  the 
American  cable  financier  John  Malone.  As  Kirch  tells  it  in 
legal  papers,  Deutsche  and  Malone,  driven  by  "unparalleled 
greed,"  conspired  in  2002  to  break  up  KirchGroup.  He  says 
that  Malone,  who  was  then  buying  Deutsche  Telekom's  cable 
business,  wanted  to  break  Kirch's  lock  on  German  cable  and 
programming  content,  push  him  into  bankruptcy  and  buy  his 
vast  film  library  in  a  fire  sale.  (German  antitrust  regulators  blocked  Malone's  deal.)  He  als<| 
alleges  that  Deutsche  stood  to  earn  SI  billion  in  fees  from  the  breakup  of  the  Kirch  empire,  whicH 
he  says  explains  why  Deutsche's  then-chief  executive,  Rolf-Ernst  Breuer,  publicly  said  that  banki 
wouldn't  give  the  heavily  leveraged  KirchGroup  more  credit.  Kirch  says  the  statement  scuttled 
planned  stock  offering  worked  on  by  J.P.  Morgan  and  Lehman  Brothers. 

All  this  may  seem  a  bit  too  neat.  But  Kirch  has  already  won  a  similar  suit  in  Germany.  The  dam] 
ages  hearings  in  that  case  have  yet  to  take  place.  The  U.S.  District  Court  for  the  Southern  District  o 
New  York  threw  the  case  out  in  September,  agreeing  uith  the  bank's  lawyers  that  Breuer's  statement^ 
were  not  actionable  under  New  York's  defamation  law.  An  appeal  was  filed  in  Manhattan  in  earrj| 
November.  Boies  is  pushing  for  discover)'  and  trial.  That  could  be  potentially  embarrassing  foj 
Deutsche,  even  if  no  money  changes  hands.  Deutsche  has  been  tiying  to  morph  into  a  global  ban^ 
ing  player,  like  Wall  Street  peers  J.P.  Morgan  and  Citigroup.  It  doesn't  need  this  suit  I 


See  ya  in  court:  Kirch  and  Boies 
(left)  and  John  Malone  (above). 


AMBULANCE  CHASING,  WEB-STYLE 

How  much  is  a  Vioxx  heart  attack  patient  worth  to  the  buzzards  circling 
Merck?  A  lot,  but  nothing  compared  with  someone  diagnosed  with 
mesothelioma,  the  cancer  caused  by  asbestos  exposure.  That's  the  market 
according  to  what  trial  lawyers  are  paying  for  ads  on  Yahoo's  search  engine. 
For  instance,  for  each  click  on  a  mesothelioma  ad,  which  takes  the  user  to 
the  law  firm's  Web  site  or  a  middleman,  a  lawyer  pays  up  to  $160  to  Yahoo's 
Overture  Services.  A  Vioxx  click?  $15.03. 

Peering  into  the  cost  side  of  plaintiff  lawyers'  business  is  easier  these  days 
because  bids  for  ads  tied  to  key-word  searches,  or  clicks,  are  visible  on 
Overture.  Top  bidders  get  better  placement  on  the  search  results  page. 
Google  is  similar,  though  the  bids  aren't  available  to  the  public.  Advertisers 
can  limit  the  number  of  clicks  they'll  pay  for. 

Is  it  worth  it?  Chicago  lawyer  Ronald  Fiesta  says  his  firm  has  spent 
$100,000  on  pay-per-click  ads  since  the  Vioxx  recall.  The  advertising  has 
yielded  5,000  leads  to  sort  through,  5%  of  which  he  thinks  will  become 
cases.  The  quintessential  analogy  is  'ambulance  chaser.'  But  the  Internet 
lets  people  come  to  us,"  he  says.  Saves  gas.  — David  Whelan 


Cheaper  Than  Billboards 


MESOTHELIOMA 

$160.00 

SLiP-AND-FALL 

50.00 

VIOXX  HEART  ATTACK 

30.17 
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15.03 

ASBESTOS 

14.40 
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RUNNING  ROADBLOCKS.  BARRELING  AROUND  CORNERS.  1ST>| 

DRIVING  SCHOOL  or  a  CAR  CHASE  SCEN 


Driving  in  New  York  or  hotspots  abroad  takes  a  certain  amount 
of  skill.  Not  to  mention  an  aluminum  suspension,  V-8  engine 
and  soothing  audio  system.  All  available  in  the  Lincoln  LS. 


When  Joe  Autera  gets  a  call  in  the  middle  of  the  night,  the  nex 
he  could  be  driving  high-level  executives  in  virtually  any  internal 
hotspot:  Buenos  Aires,  Istanbul,  Abu  Dhabi.  So  far,  the  sec 
expert  and  driving  instructor  has  kept  all  of  his  clients  happy- 
alive.  "It  doesn't  matter  whether  its  the  mean  streets  of  Bogotcl 
suburban  kid  running  out  into  the  road  —  hesitation  can  cost  liy 

The  Lincoln  LS  performs  without  hesitation.  Our  Formula  One  r< 
engineers  designed  the  aluminum  four-wheel  independent  suspq 
and  near  50/ 50  weight  balance  to  carry  out  the  driver's  comm 
precisely.  ZF  Servotronic  steering  reacts  immediately.  Traction  G 
helps  prevent  the  unexpected  from  becoming  the  uncontrollable 

Mr.  Autera  sits  in  the  LS  driver's  seat  like  a  fighter  pilot  in  a  ca 
Back  straight,  arms  loosely  extended,  hands  gripping  the  wh 
nine  o'clock  and  three  o'clock,  he  guides  the  car  through  the 
Every  move  is  smooth  and  natural,  yet  precisely  calculated.  Bui 
also  capable  of  aggressive  maneuvering.  Hurtling  the  car  backw 
cranking  the  wheel  so  the  nose  skids  around  180°  An  escape  tac 
uses  to  train  federal  agents. 

"It  takes  1.5  seconds  to  react  to  a  situation.  Driving  at  extreme  9 
reaction  time  is  significantly  reduced.  It's  my  job  to  improve  res| 
time.  How?  Awareness.  Confidence  in  your  abilities  as  a  c 
Confidence  in  the  vehicle's  performance.  I  know  how  quickly  I 
happen.  Fear  isn't  a  bad  thing.  The  right  amount  keeps  you  ho 

Confidence  may  be  the  ultimate  luxury  and,  in  extreme  situatit 
lifesaving  one.  See  lincoln.com  to  discover  how  the  LS  com 
executive- level  refinement  with  the  confidence  of  driving  perform 
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NOBODY  RODE  THE  BUBBLE  HARDER  AND  FARTHER 
than  VeriSign  Chief  Executive  Stratton  Sclavos.  In 
2000,  with  a  mere  $100  million  in  revenue  from  issu- 
ing security  certificates  to  e-commerce  sites,  Sclavos 
used  Verisign's  wildly  inflated  stock  price  to  buy  Net- 
work Solutions  for  $20  billion,  giving  him  control  of  the  dot- 
com and  dot-net  Internet  address  system.  Investor  euphoria 
drove  the  company  to  $40  billion  in  market  value. 


But  thWBWom  pWy  ended,  and  VeriSign's  stock  fell  98°/< 
Sclavos  had  to  write  off  $17  billion  from  the  Network  Solution 
deal.  But  instead  of  apologizing  or  retrenching,  Sclavos  bet  thi 
farm  again,  this  time  on  telecom,  in  the  teeth  of  the  telecon 
depression.  He  spent  $2  billion  on  electronic  number  directo 
ries  and  caller-ID-type  services,  sure  that  telephone  and  data  net 
works  would  converge  and  come  to  rely  on  an  outside  vendo 
to  manage  billing  and  connections. 


INTERNET 


VeriSign's  new  strategy:  Create 
vast  digital  directories;  layer 
products  on  top;  hope  the  money 
rolls  in  I  By  David  Whelan 


"People  said  to  us,  'What  are  you  doing?  You  blew  the 
domain  name  thing,  and  now  you're  getting  into  telecom  when 
everyone  is  else  is  getting  out,' "  he  says.  "Well,  we  stayed  the 
course."  The  wager  paid  off.  Telecom  is  now  more  than  50%  of 
VeriSign's  revenue  and  is  growing  almost  twice  as  fast  as  the 
original  dot-com  registry  business.  The  company's  revenue  has 
gone  from  $475  million  in  2000  to  an  expected  $1.2  billion  this 
year,  with  $170  million  in  profit.  These  results,  fueled  of  late  by 
its  acquisition  of  the  white-hot  Jamba,  a  German  vendor  of  cell 
phone  ring  tones,  have  lit  a  fire  under  the  stock,  which  is  up  to 
$35  from  $4  in  two  years. 

The  next  act,  only  now  starting  to  be  played  out,  derives 
from  an  even  bolder  vision:  If  VeriSign  is  smart  enough  to  run 
the  Internet's  phone  book — its  data  centers  get  14  billion  hits 
per  day  from  people  looking  for  a  Web  site  or  sending  an 
e-mail — why  not  aim  that  expertise  at  billions  more  in  potential 
revenue  by  managing  all  kinds  of  valuable  directories:  one  for 
phone  numbers  of  Voice  over  IP  customers,  another  for  down- 
loadable movies,  another  for  product  identities  behind  billions 
of  tiny  radio-frequency  ID  chips.  "We're  going  to  be  the  General 
Electric  of  the  21st  century,"  says  Sclavos. 

Underpinning  it  all  is  VeriSign's  massive  computing 
megaplex,  called  Atlas,  finished  in  2002  at  a  cost  of  $200  million. 
Atlas  is  a  constellation  of  hundreds  of  Linux  and  Unix  servers, 
routers,  load  balancers  and  storage  boxes,  spread  among  13  dif- 
ferent nodes  around  the  world.  Its  database  processes  25,000 
insert,  update  or  delete  transactions  a  second.  Currently  it  han- 
dles a  mere  1 5  billion  queries  a  day  but  can  theoretically  take  on 
25  times  that  volume. 

Atlas  powers  VeriSign's  two  most  computing-intensive  busi- 
nesses, the  Internet  registry  of  36  million  Web  sites  and  a  switch- 
ing system  that  connects  and  tears  down  2.7  billion  phone  calls 
per  day.  But  it  also  gives  VeriSign  freedom  to  roll  out  new  ser- 
vices quickly  and  cheaply.  VeriSign  just  released  a  new  security 
token  the  size  of  a  car  key  that  displays  a  randomly  generated 
password  that  employees  at  paranoid  companies  can  use  to  log 
on  to  their  networks.  VeriSign  changes  all  the  passwords  every 
hour  and  verifies  that  they're  correct.  Since  a  VeriSign  customer 
wouldn't  have  to  install  its  own  password-generating  server, 
Sclavos  can  charge  $25  to  $30  per  token.  Tokens  from  market 
leader  RSA  cost  in  the  low  $40s  on  average,  and  they  require  a 
dedicated  server.  "It  only  took  a  couple  million  dollars'  worth  of 
R&D,"  says  Nico  Popp,  vice  president  of  authentication  services 
at  VeriSign.  U.S.  Bancorp  has  already  signed  on. 

Sclavos  believes  all  this  is  just  the  beginning  of  a  great  run. 

"It  really  is  playing  out  the  way  we 
thought  it  would,"  he  says. 

His  boasts  have  fallen  flat  before.  In 
2000,  months  after  buying  Network 
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f,  on  the  morning  of  the  recording  session,  the  solo  baritone,  in  an 


characteristic  fit  of  rage,  soundly  scolds  his  gardener  for  the  sorry 


state  of  the  forsythias,  and  in  the  process  strains  his  uvula  ever  so 


slightly,  resulting  in  a  subtle  shift  in  the  velocity  of  his  vibrato 


in  the  second  act  of  the  new  release  of  "Pagliacci," 


you'll  hear  it. 
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Pure  sound  reproduction.  Available  at  select  retailers.  markIevinson.com      a  Harman  international  company 


©2004  Harman  International  Industries,  Incorporated.  Mark  Levinson  is  a  registered  trademark  of  Harman  International  Industries.  Incorporated.  All  rights  reserved. 


Technology 


Solutions,  Sclavos  talked  of  creating  an 
Internet  utility  that  would  extract  a  toll 
from  everyone  online.  Things  didn't  work 
out  that  way.  VeriSign  still  gets  $6  a  year 
from  each  dot-com  name  in  its  registry — 
a  highly  profitable  $215  million  revenue 
spigot — but  it  had  to  sell  the  retail  Web- 
site registration  business  for  $100  million 
as  that  operation's  revenue  fell  32%  last 
year  to  $212  million.  "VeriSign  hacked  off 
a  big  limb.  But  it  was  a  business  in  decline 
and  the  right  thing  to  do,"  says  Charles 
Morris,  an  investor  with  Integral  Capital 
Partners  who's  held  the  stock  since  2002. 

After  22  years  in  Silicon  Valley,  Sclavos 
is  best-known  for  two  things — his  ability 
to  bench-press  450  pounds  and  his  knack 
for  keeping  VeriSign  center  stage  despite 
all  its  ups  and  downs.  Sclavos  hasn't  sold 
shares  in  three  years;  his  stake  in  the  com- 
pany is  worth  $125  million. 

But  when  the  bubble  burst,  Sclavos 


the  slick  salesman  started  thinking  more 
in  terms  of  building  a  lasting  company 
with  a  real  portfolio  of  products.  These 
ideas  had  already  been  fermenting  in  late 
2002  when  he  brought  in  James  "Jim" 
Collins,  the  old-fashioned  business  values 
guru,  as  a  pick-me-up. 

Collins'  schtick  was  that  VeriSign 
managers  should  avoid  "telling  time"  or 
chasing  something  that's  currently  hot, 
and  instead  "build  a  clock,"  by  making 
the  company  into  something  that  would 
tell  time  for  them.  "They  grew  up  in  the 
late  1990s  New  Economy  mania  and  then 
said,  'We  don't  just  want  to  be  a  startup 
that  gets  flipped,' "  Collins  says. 

But  even  when  pumped  up  by 
Collins,  VeriSign  hit  a  few  bumps,  mostly 
in  its  attempts  to  wring  more  money  out 
of  its  Internet  businesses.  Tension  with 
the  domain-name  regulator — Internet 
Corporation  for  Assigned  Names  & 


Numbers,  or  Icann — surfaced  in  Septem 
ber  2003  when  VeriSign  released  Sit 
Finder,  a  service  that  redirected  mistypei 
Web  sites  to  a  VeriSign  search  engine  tha 
sold  advertising  links.  Goldman  Sach 
analyst  Sarah  Friar  estimates  that  Sit 
Finder  made  $500,000  in  two  week 
before  being  shut  down. 

Icann,  which  grants  VeriSign  its  lucra 
tive  dot-com  and  dot-net  franchises,  force] 
Sclavos  to  pull  the  plug.  Webmasteq 
claimed  the  service  destroyed  spam  filter) 
VeriSign  sued  Icann  on  antitrust  ground] 
but  a  federal  judge  dismissed  those  claim) 
"VeriSign  is  scheming  constantly  to  fini 
some  new  way  to  monetize  its  position  o 
trust  in  the  community,"  says  Paul  Vixij 
an  Icann  advisory  board  member  who  era 
ated  early  software  that  managed  Intern* 
addresses.  (Vixie  was  named  as  a  cc 
conspirator  in  the  VeriSign  suit.) 

Sclavos  now  grudgingly  agrees  th; 


Chilling  Out 


LAPTOPS  RUN  SO  HOT  NOWADAYS  YOU  DON'T 
want  them  anywhere  near  your  lap.  Intel's  new 
Pentium  4  microprocessor  sizzles  at  an  average 
110  watts,  hot  enough  to  whip  up  a  batch  of 
muffins — and  slow  a  PC's  advertised  performance. 
The  latest  cooling  tricks,  including  big  copper  heat 
sinks  and  water-filled  pipes,  are  not  keeping  up.  Fans 
help,  but  their  noise  is  beginning  to  drive  us  all  mad. 

Now  Cooligy,  a  dogged  upstart  in  Mountain 
View,  Calif.,  has  developed  an  ingenious  twist  on  the 
fluid-and-pipe  concept  that  promises  to  cool,  with 
no  fan  noise,  a  hard-driving  workstation  chip  from 
212  degrees  Fahrenheit  to  149  degrees.  Chips  that 
run  cooler  can  run  faster,  and  quiet  operation  is 
becoming  a  design  necessity  as  Intel  and  Microsoft 
seek  a  place  for  PCs  as  entertainment  centers  in  the 
living  room.  Cooligy,  which  expects  to  start  selling 
its  chiller  in  mid-2005,  started  out  in  1998  as  a 
Defense  Department-funded  project  of  three  Stan- 
ford University  professors  but  has  since  blossomed 
into  a  35-employee  company,  raising  $36  million  in 
venture  funding  since  2002.  — Bruce  Upbin 


Microchannels 


Cooligy  puts  fluid  microchannels,  each  narrower  than  a  hair 
(two  millimeters  or  less),  above  the  chip's  surface  so  the  watery 
coolant  gets  distributed  widely  and  carries  heat  away  quickly. 
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"We're  going  to 
be  the  General 
Electric  of  the 
21st  century." 


eriSign  shouldn't  try  to  wring  anything 
lore  than  the  $6  per  name  it  gets  from 
lie  Internet  address  directory.  "We 
anted  to  have  our  cake  and  eat  it,  too," 
e  says.  "Icann  is  limiting  innovation.  So 
e'U  take  our  toys  and  play  elsewhere." 

Down  in  Burbank,  Calif.  VeriSign  has 
jramed  with  the  film  technology  veteran 
echnicolor  (which  has  relationships 
ith  all  the  nearby  movie  studios)  to 
|uild  a  service  that  allows  customers  to 
ownload  movies  to  their  televisions 
ver  broadband,  all  connecting  over 


Atlas.  They  hope  to  sign  up  phone  com- 
panies, which  can  use  it  to  one-up  cable 
providers. 

Its  telephone  number  directory  busi- 
ness supports  all  manner  of  caller-ID,  do- 
not-call,  local  number  portability  and  toll- 
free  services.  Sclavos  has  been  busily 
pitching  billing  and  text- messaging  ser- 
vices to  midsize  wireless  carriers  that 
already  use  VeriSign  to  route  their  roam- 
ing calls.  Braxton  Carter,  of  Dallas-based 
wireless  carrier  MetroPCS,  spends  $14  mil- 
lion a  year  on  a  basket  of  VeriSign  services. 

And  the  $273  million  Sclavos  paid  for 
cell  phone  ring-tone  vendor  Jamba  looks 
absurdly  low  in  hindsight.  Jamba  should 
add  $350  million  in  European  sales  next 
year,  with  Cingular  and  T-Mobile  ready- 
ing a  U.S.  launch.  "I  wouldn't  trade  what 
we  bought  and  what  we  own  with  any- 
one," says  Sclavos.  "But  I  certainly  would 
have  loved  to  forgo  the  pain."  F 


Pump 


Cooligy's  pump  chamber,  which  has 
no  moving  parts,  circulates  water  by 
relying  on  electricity  and  a  glass 
filter  used  to  make  beer  and 
wine.  When  a  slight  electric  current 
is  applied,  positively  charged 
hydrogen  ions  on  the  glass'  surface 
rush  through  the  2  billion  or  so 
microscopic  pores  in  the  filter  to  the 
negative  charge  on  the  other  side, 
pulling  water  molecules  along  with 
them.  That  creates  constant  flow. 


Metal  fins  send  heat 
from  the  fluid  out  to 
the  surrounding  air. 
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The  new  N°320S  Preamplifier. 
Descendant  of  the  legendary 
N°32  Reference  Preamplifier. 
Featuring:  single-chassis  design. 


Two  discrete  volume  attenuators. 


Remarkable  channel  separation. 
Exceptional  sonic  imaging. 


marklevinson.com/320S 


evinson 


A.Harmah  International  Company 
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Digital  Tools 


Music  From 
The  Stars 


UNTIL  NOW  YOU  COULD  LISTEN  TO  SATELLITE  RADIO  IN 
your  car  and  your  home,  but  not  on  your  morning 
run — unless  you  were  willing  to  strap  on  a  boom  box. 
But  the  versatile  new  7-ounce,  $350  Delphi  XM  MyFi 
is  the  first  satellite  radio  receiver  with  a  built-in  bat- 
tery. Think  of  it  as  a  SkyPod. 

Afoot  and  about,  you  use  the  MyFi  with  its  lackluster  ear- 
phones or  your  own  better  ones.  Under  battery  power,  getting  a 
signal  from  a  satellite  in  the  southern  skies  can  be  a  problem, 
particularly  indoors.  Even  in  my  south-facing  Seattle  office  the 
device  usually  resorted  to  XM's  terrestrial  repeaters,  which  are 
rarely  available  outside  urban  areas.  A  clip-on  antenna 
improves  reception  somewhat  but  adds  one  more 
dorky  wire,  and  it  didn't  prevent  occasional  audio 
dropouts  when  tall  trees  on  my  stroll  obscured  the 
southward  view. 

But  for  once,  instead  of  just  sticking  users  with  an 
annoying  problem,  product  designers  figured  a  way 
around  it.  MyFi  can  automatically  record  and  store 
five  hours  of  radio — a  perfect  match  for  its  five  hours 
of  battery  life.  The  charging  cradle  connects  to  a  big- 
ger, stronger  antenna  and  to  your  home  stereo  system, 
where  MyFi  sounds  pretty  good  and  can  be  managed 
with  a  remote  control. 

Even  when  you  can't  listen  live,  you  have  some- 
thing to  listen  to.  But  you  can't  protect  something 
you've  already  recorded;  the  newest  content  always 
overwrites  the  oldest.  You  can  record  while  you  listen, 
but  if  you  suddenly  hear  something  you  like,  you  can't 
tell  MyFi  to  go  back  and  snag  the  whole  song. 

Although  the  MyFi  lets  you  navigate  through  a  list  of 
tracks,  it  still  feels  more  like  a  radio  dian  an  iPod.  You 
can't  organize  songs  by  artist  or  genre;  you  just  get  to  see 
them  in  the  order  they  arrived.  Thanks  to  a  technical 
glitch,  you  often  miss  the  first  few  notes  when  you  pick 
a  specific  song.  The  notes  aren't  really  missing;  they're  at- 
tached to  the  end  of  the  previous  cut.  But  you  can't  re- 
verse or  fast-forward,  so  the  only  way  to  hear  the  very  be- 
ginning of  a  song  is  usually  to  listen  to  the  previous  one 


Stephen  Manes 


in  its  entirety — except  for  its  opening  notes. 

In  automobiles  MyFi  is  less  elegant.  The  car  cradle  comd 
with  three  kinds  of  mounts,  two  of  which  involve  sticking  stronj 
adhesives  on  the  dash.  I  preferred  the  cleverer  unit  that  clip 
onto  the  air  vents. 

But  then  come  the  wires.  A  cigarette-lighter  adapter  deliver 
power.  Another  wire  runs  to  a  little  magnetic  antenna  meant  t| 
run  out  the  door  and  stick  onto  the  car's  body.  That  can  be  awk 
ward,  but  in  my  car  and  neighborhood  the  antenna  worked  fini 
sitting  on  the  dashboard. 

To  get  audio  into  the  car  system,  you  can  use  a  dummy  casseti 
that  plugs  into  your  player — if  your  car  has  one.  Otherwise,  MyFi 
built-in  FM  transmitter  can  turn  it  into  a  "station"  on  any  of 
dozen  frequencies,  one  of  which  is  presumably  unused  in  you 
locale.  But  I  found  that  that  worked  only  intermittently  and  onll 
when  the  unit  was  mounted  in  certain  spots — and  even  the  man 

ual  admits  that  this  metho' 


Listen  up:  Now 
there's  a  SkyPod 
that  plays 
satellite  radio 
and  lets  you 
record  it,  too. 


produces  inferior  sound. 

MyFi  has  to  live  with  XM ' 
quirks,  including  the  onscreel 
terseness  that  turned  Frani 
Liszt  into  the  hip-hop  tune 
smith  of  "Hung  Rhap  No.  2, 
conductor  and  orchestr 
unknown.  While  the  unit  cai 
scroll  delayed  quotes  for  up  tj 
20  stocks  across  its  screen,  a 
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pducing  the  BlackBerry  7100t',"only  from  T-Mobile.  It's  the  first  phone  with  the  power  of  BlackBerry® 
lail,  so  you  can  get  out  of  the  office  and  still  stay  connected.  Get  the  most  WHENEVER  Minutes® 
|  unlimited  BlackBerry  e-mail,  instant  messaging  and  Web  browsing  from  just  $59.99  per  month. 
|  out  more  at  www.t-mobile.com  or  call  1-800-TMOBILE. 

really  should  get  out  more.  ":  BlackBerry 

I  ctions  apply.  See  retail  brochure  for  details.  The  BlackBerry  and  RIM  families  of  related  marks,  images  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited  -  used 
I  mission.  T-Mobile  is  a  registered  trademark  of  Deutsche  Telekom  AG.  ©  2004 
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Digital  Tools 


well  as  less-dclayed  sports  scores,  those 
disappear  when  you  play  music  you've 
recorded.  And  if  you  play  by  the  rules, 
you'll  have  to  be  careful  with  MyFi  on 
airplanes,  listening  only  to  recorded 
material  and  keeping  a  headphone 
plugged  into  the  jack,  which  is  the  only 


Stephen  Manes 


way  to  turn  off  its  FM  transmitter. 

If  you  love  your  radio  Walkman  bii 
you're  sick  of  commercials,  the  MyFi  jus 
might  be  for  you.  But  if  you're  willing  tj 
wait  a  bit,  I'm  guessing  you'll  be  able  t 
buy  a  model  that  takes  the  logical  ne)j 
step  and  includes  an  MP3  player,  too. 


Touching  Entertainment 

WHEN  IT  COMES  TO  GAMES,  I'M  A  SUCKER  FOR  A  PRETTY  INTERFACE.  THE  NE^ 
$150  Nintendo  DS  offers  several.  Its  dual  display  looks  like  nothing  else  on  th 
market.  The  bottom  screen  is  touch-sensitive.  And  built-in  wireless  commu 
nication  via  a  proprietary  variant  of  802.1 1  enables  multiplayer  games  and  chat.  Th 
rechargeable  batteries  gave  about  eight  hours  of  playtime. 

The  two-screen  format  is  used  most  creatively  in  the  new  Feel  the  Magic  game,  wheij 
virtually  all  interaction  happens  via  the  touch  screen.  A  series  of  whimsical  tasks  include 
clearing  land  mines  from  the  path  of  shopping-cart  racers,  steering  a  unicycle  across  nai 
row  bridges  and  sliding  goldfish  up  a  character's  digestive  tract  until  he  vomits  them  up 
The  game  even  uses  the  built-in  microphone,  having  you  do  things  like  blowing  ou 
candles  and  powering  a  sailboat. 

Retro-hip  music  and  graphics  create  a  distinctive  look  and  feel,  but  the  be-a-hero-td 
get-the-girl  plotline  and  coy  hold-her-hand  dating  games  recall  another  culture  and  an 
other  era.  I  suspect  this  game  would  actually  go  over  better  with  girls — if  only  there  wer 

an  option  to  let  them  go  after  the  guy. 

Super  Mario  64  DS  lets  you  zoom  th 
hero,  Yoshi,  around  the  screen  via  inteij 
active  maps  on  the  touch  screen.  A  Ra 
Room  section  offers  simpler  stuff  that  in 
eludes  touching  a  unique  character  amu 
a  mob  of  others  and  manipulating 
slingshot  to  knock  down  invaders.  Th 
speakers'  enhanced  pseudo-surroum 
sound  produced  a  wider  sound  field  c 
woodland  chirps  than  I  expected. 

At  my  house  the  wireless  function 
worked  within  a  range  similar  to  my  Wi 
Fi  network's — even  when  both  network 
were  running.  In  a  welcome  break  for  im 
pecunious  gamers,  some  multiplaye 
games  let  other  players  download  the  soft 
ware  from  their  friend's  DS  rather  than  having  to  buy  cartridges  for  their  own  machine; 

The  built-in  PictoChat  software  lets  you  set  up  a  local  instant  wireless  chat  roon 
for  up  to  16  units  at  once.  The  software  lets  you  type  on  a  virtual  keyboard  or  scribbll 
directly  on  the  screen;  kids  will  find  it  an  amusing  way  to  pass  notes  to  their  friends- 
but  not,  one  hopes,  on  airplanes,  where  such  wirelessness  is  verboten. 

The  DS  can  play  existing  GameBoy  Advance  titles,  but  not  in  multiplayer  mode,  an< 
they  can't  take  advantage  of  the  touch  screen.  Even  some  new  DS  games  don't  do  mud 
with  it  other  than  adding  info  like  a  road-race  map.  Manipulating  the  stubby  stylus  in  som 
games  can  be  annoying,  and  the  alternative,  a  plastic  thumb  pad,  is  almost  always  awkwarc 
Still,  I  like  the  DS  overall.  But  I  doubt  that  I'd  buy  one  until  I  had  a  chance  to  pla 
with  Sony's  new  PlayStation  portable,  due  stateside  this  spring. 

F01"bCS  I  ^,ephen  Manes  (stevei5cranky.com)  was  cohost  of  Digital  Duo  and  has  been 
■MMoom    covering  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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MEDICINE 

PETER  DIRKS  USES  A  TALENTED 
pair  of  hands  to  cut  cancer  out 
of  the  brains  of  sick  children. 
But  no  matter  how  brilliantly  he 
performs,  he  rarely  is  able  to 
stop  cancer's  return;  sometimes  the 
tumors  come  roaring  back  just  months 
after  he  excises  all  visible  signs  of  disease. 

This  inevitability — of  children  dying 
in  the  face  of  his  best  attempts  to  heal 
them — got  to  him.  "It  broke  my  heart 
that  we  couldn't  do  more  for  them,"  says 
Dirks,  a  surgeon-scientist  at  the  Univer- 
sity of  Toronto-affiliated  Hospital  for  Sick 
Children.  So  in  desperation  he  set  out  six 
years  ago  to  pursue  a  radical  new  theory 
of  what  truly  fuels  cancer's  growth,  one 
that  might  unlock  new  therapies  and 
explain  why  today's  treatments  often  pro- 
vide only  fleeting  help. 

His  concept  was  so  fringy  that  gov- 
ernment agencies  repeatedly  rejected  his 
grant  proposals.  Parents  of  several  of  his 
patients  kept  the  research  going  by  donat- 
ing $100,000  to  his  efforts;  one  of  the 
couples  even  took  up  a  collection  at  their 
child's  funeral.  But  this  fall  Dirks 
reported  a  breakthrough  that  could  dra- 
matically alter  our  understanding  of  how 
cancer  grows.  His  revelation,  which  could 
take  a  decade  or  more  to  take  hold,  is  the 
latest  in  a  string  of  findings  that  may  one 
day  uncloak  the  key  triggers  of  many  dif- 
ferent kinds  of  cancer. 

Scientists  have  long  assumed  that  all 
of  the  dozens  of  kinds  of  cells  inside  a 
tumor  are  created  equal — and  are  equally 
deadly,  capable  of  spreading  elsewhere  in 
the  body  to  create  a  totally  new  tumor.  So 
they  focus  on  chemotherapy  that  kills  as 
many  cancer  cells  as  possible. 

Dirks  and  a  handful  of  other  maver- 
icks argue  that  this  indiscriminate 
approach  is  wrongheaded.  They  believe  a 
single  type  of  cell  may  be  cancer's  main 
growth  engine:  mutant  stem  cells  that, 
though  barely  present,  spawn  other  cells 
that  then  spark  growth.  "This  has  pro- 
found implications,"  says  researcher 
Thomas  Look  of  Boston's  Dana-Farber 
Cancer  Institute.  "The  major  cells  you  see 


under  a  microscope  may  not  be  the  ones 
you  need  to  kill  in  order  to  cure  the  dis- 
ease." He  adds  that  the  theory  "is  defi- 
nitely still  very  controversial"  in  some 
quarters. 

Figure  out  a  way  to  isolate  these 
mutant  cells  and  target  only  them,  Dirks 
says,  and  maybe  cancer  can  be  stopped 
outright — and  the  kids  he  treats  might 
stop  dying  so  soon  after  he  operates. 

These  mutant  stem  cells  already  have 
been  found  in  breast  cancer,  two  types  of 
leukemia  and  multiple  myeloma.  This  fall 
Dirks  and  six  scientists  at  the  University 
of  Toronto  proved  the  existence  of  the 
cells  in  human  brain  tumors,  pinpointing 
a  small  group  of  cells  believed  to  be  the 
driver  of  the  tumors'  growth.  "In  every 
brain  tumor  we  have  looked  at,  in  both 
adults  and  kids,  we  are  able  to  find  these 
cells,"  Dirks  says. 

When  the  researchers  implanted  just 
a  couple  hundred  of  these  cells  into  mice, 
they  developed  huge  tumors  and  often 
died  within  weeks.  Other  brain  cancer 
cells,  by  contrast,  were  incapable  of  form- 
ing new  tumors,  no  matter  how  many 
were  injected  into  the  mice,  Dirks  wrote 
last  month  in  the  journal  Nature.  The 
more  stem  cells  present,  the  more  viru- 
lently the  tumor  grows:  They  account  for 
1  in  4  cells  in  a  glioblastoma  tumor,  the 
deadliest  type  of  brain  cancer,  but  only  1 
in  500  cells  in  slower-growing  forms  of 
brain  cancer,  Dirks  found. 

Some  researchers  predict  that  stem 
cells  eventually  will  be  found  in  most 
major  types  of  cancer.  "It  will  completely 
change  the  search  for  new  treatments  and 
the  way  we  think  about  the  disease,"  says 
Irving  Weissman,  a  renowned  stem  cell 
expert  at  Stanford  University,  who  says 
several  big  drug  firms  have  taken  an 
interest  in  the  latest  findings. 

Stem  cells  are  the  primitive  master 
cells  found  in  most  tissues  that  help  gen- 
erate more-specialized  cells  that  perform 
most  functions  inside  the  body.  Stem  cells 
in  the  bone  marrow  produce  the  half- 
dozen  types  of  blood  cells.  The  concept 
that  stem  cells  run-amok  may  fuel  can- 
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■er's  spread  was  first  proposed  in  the 
■  960s.  But  the  idea  was  largely  ignored 
ecause  researchers  had  no  way  to  isolate 
lese  rare  and  elusive  cells. 

The  first  solid  evidence  implicating 
tern  cells  in  cancer  came  in  the  early 
990s  when  John  Dick,  a  stem  cell 
esearcher  at  the  University  of  Toronto, 
eveloped  a  method  for  transplanting 
ancerous  human  bone  marrow  cells  into 
lice.  He  found  that  when  he  trans- 
lated a  million  human  leukemia  cells, 
all-scale  tumors  would  almost  always 
ike  hold  in  the  mice.  But  when  he 
nplanted  only  a  tenth  as  many,  the 
imors  almost  always  died  out. 

Puzzling  over  this  odd  result,  he  spec- 
lated  that  the  smaller  injections  must  be 
issing  rare  stem  cells  and  that  therefore 
ese  cells  must  be  required  for  the  long- 
:rm  survival  and  spread  of  a  tumor.  He 
ventually  isolated  stem  cells  for  human 

B60s  Scientists  first  suggest  cancer  might 
le  caused  by  mutant  stem  cells.  The  idea 
Inguishes  because  scientists  don't  have  a 
lethod  for  identifying  such  cells. 

)94  University  of  Toronto  researcher 
ohn  Dick  isolates  stem  cells  that  cause 
:ute  myelogenous  leukemia. 

OVEMBER  2002  University  of  Kentucky 
:ientists  find  novel  two-drug  combo  that  is 
specially  effective  at  killing  AML  stem  cells 
lab  animals,  paving  way  for  human  tests. 

PRIL  2003  University  of  Michigan 
isearchers  identify  aberrant  stem  cells 
om  human  breast  tumors  and  show  that 
st  100  of  them  cause  cancer  when 
ijected  into  lab  mice. 

JGUST  2004  Stanford  and  UCLA 
^searchers  find  that  stem  cells  in  chronic 
lyelogenous  leukemia  have  high  levels  of  a 
ancer-causing  protein  called  beta-catenin, 
roviding  a  new  target  for  drug  therapies. 

OVEMBER  2004  University  of  Toronto 
searchers  report  that  as  few  as  100  stem 
ells  from  several  types  of  human  brain 
mors  can  cause  cancer  in  lab  mice. 


OVEMBER  2004  Other  researchers  show 
at  stomach  cancer  may  be  caused  by 
)ne  marrow  stem  cells  involved  in  healing 
ssue  damage  that  later  go  bad. 


Mavericks 


Michael  Clarke  found  mutant  stem  cells  in  breast  cancer. 

acute  myelogenous  leukemia  (AML)  and 
published  the  finding  in  1994.  Few 
researchers  took  note.  "It  was  basically 
benign  neglect.  The  paper  never  had  an 
impact,"  he  recalls. 

A  few  years  later  the  stem  cell  theory 
was  picked  up  by  Dick's  Toronto  colleague 
Dirks,  and  by  biologist  Michael  Clarke  at 
the  University  of  Michigan  and  a  few  other 
researchers  elsewhere.  Dirks  and  Clarke, 
working  separately,  noticed  that  tumor 
samples  from  patients  contained  a  mix  of 
mature-  and  immature-looking  cells  when 
viewed  under  a  microscope.  This  didn't 
seem  to  jibe  with  the  common  belief  that 
all  cancer  cells  were  equipotent  in  their 
ability  to  form  tumors.  They  wondered 
whether  the  immature  cells  might  actually 
be  the  drivers  of  tumor  growth. 

But  neither  researcher  knew  exactly 
how  to  find  the  bad  actors.  Dirks  showed 
that  some  of  the  immature-looking  cells 
from  his  patients  could  form  tumorlike 
clumps  in  the  test  tube,  unlike  most  other 
cells  from  the  tumors,  but  he  didn't  have 
a  method  to  pluck  out  the  stem  cells. 

In  2001,  however,  Dirks  found  one  after 
reading  a  report  from  Dr.  Weissman's  lab  at 
Stanford.  It  revealed  that  healthy  brain  stem 
cells  displayed  a  certain  telltale  protein 
called  CD  133  on  their  surface.  The  cancer 
stem  cells  probably  had  the  same  protein, 
Dirks  figured.  Sure  enough,  he  found  that 
the  only  cells  that  could  produce  new  tu- 
mors in  the  test  tube  were  the  ones  with 
CD133 — strong  circumstantial  evidence 
that  defective  stem  cells  were  the  growth 


factor  in  brain  cancer.  Re- 
searchers at  several  other 
labs  found  evidence  of  brain 
cancer  stem  cells  at  about  the 
same  time. 

The  scientists  in  Michi- 
T>    ,;   gan  took  a  more  labor- 
intensive  approach.  Using 
tumor  samples  from  wo- 
men with  breast  cancer,  he 
used  a  gadget  called  a  cell 
sorter  to  sift  through  dozens 
of  different  proteins  on  the 
surface  of  breast  cancer  cells, 
searching  for  patterns  that 
might  identify  stem  cells. 
After  years  of  work  his  team, 
in  early  2003,  unearthed  a 
rare  group  of  stem  cells  present  in  human 
breast  cancer  tissue.  When  implanted  in 
mice,  just  a  few  hundred  of  these  stem  cells 
generated  a  massive  tumor.  "Now  that  we 
know  the  cells  that  are  driving  the  disease, 
it  should  make  discovering  new  therapies 
much  easier,"  says  Clarke. 

Someday  the  ability  to  measure  the 
level  of  stem  cells  in  a  tumor  could  lead 
to  new  prognostic  tests  that  predict  when 
a  cancer  is  likely  to  accelerate,  helping 
doctors  customize  treatment. 

The  next  step,  Dirks  says,  is  to  figure  out 
"what  is  so  unique  about  these  cells,"  which 
would  let  researchers  craft  better  treatments. 
A  first  step  is  to  randomly  screen  combina- 
tions of  existing  cancer  drugs  to  see  if  some 
are  particularly  adept  at  killing  the  mutant 
stem  cells.  Craig  Jordan,  now  at  the  Univer- 
sity of  Rochester,  has  found  that  one  drug 
combo  appears  to  be  especially  effective  at 
zapping  stem  cells  in  AML,  without  harming 
healthy  blood  stem  cells.  An  initial  human 
test  of  the  combo — chemotherapy  drug 
idarubicin  and  Millennium  Pharmaceuti- 
cals' multiple  myeloma  drug  Velcade — is 
under  way  at  the  University  of  Kentucky. 

It  will  take  years  for  Dirks  and  others  to 
unravel  the  genetic  differences  between 
regular  and  mutant  stem  cells  to  reveal  tar- 
gets for  new  drugs.  Another  hurdle  will  be 
to  design  drugs  that  hit  bad  stem  cells 
without  also  killing  good  ones  in  other 
parts  of  the  body.  But  if  the  work  pays  off, 
Dirks  may  be  able  to  give  his  desperate 
young  patients  a  real  shot  at  a  cure,  and 
put  his  scalpel  away  for  good.  F 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003." 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic.  "Relates  to  tot.n  t  amount.  w/cver-allotment,  of  US  IPOs  priced  between  Ul/03  and  12/31/03,  with  full  credit  to  all  bookrunners.  excluding  American  Depository  Receipts  and  closed-end  funds,  f  Relates  to 
all  public  US  equity  transactions  (IPCs  and  secondanes/follow-ons.  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03.  Non-weighted  average  aftermarket  performance. 
Ranked  among  lead  managing  undervnters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods  Past  results  are  no  guarantee  of  future  performance. 


Marketing 


Build  it  and  they  will  come?  The 
World,  as  planned  by  Nakheel  of 
Dubai.  It  urges  buyers  to 
re-create  indulgent  island 
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Fantasy  Islands 


i  Dubai  developer  is  handing  out  big  promises  and  gold  to  lure  investors  and 
sjt-setters  to  its  far-out  ventures  in  the  Persian  Gulf  |  By  Suzanne  Hoppough 

r 


HE  HIGHLIGHT  OF  THE  DUBAI 
International  Arabian  Horse  Race  at 
Newbury  Race  Course  in  Berkshire, 
lgland,  earlier  this  year  wasn't  Eau 
)yal's  five-length  victory.  For  many  it 
i  is  the  two  $9,000  gold  bricks  handed 
it  in  a  contest  created  by  Nakheel  LLC,  a 
onsor  of  the  event.  It  was  a  clever  stunt 
at  helped  Nakheel  attract  hundreds  of 
Hl-heeled  attendees  to  its  booth.  They 
teued  up  for  an  hour  to  learn  about  the 


developer's  12  over-the-top  projects  in 
booming  Dubai. 

Among  them,  none  is  generating 
more  chatter  than  the  World.  It's  a  $4  bil- 
lion spectacle  set  to  be  completed  in  2008. 
The  project,  a  cluster  of  300  man-made 
islands  off  the  United  Arab  Emirates  port, 
will  be  arranged  as  a  world  map,  and  the 
properties  will  be  named  for  many  real 
places.  There  are  plans  for  "Ireland," 
"Thailand"  and  even  "Yemen."  Ten 


islands — average  size:  300,000  square 
feet — have  been  created.  Have  a  hanker- 
ing for  Utah  shrunk  to  2.8  acres  and 
moved  7,800  miles?  You  can  get  that  for 
$10  million. 

Fifteen  properties,  including  "Aus- 
tralia" and  "Kuwait,"  have  been  sold  for  a 
total  of  $500  million.  A  large  corporate 
investor  is  a  Kuwaiti  investment  group 
called  Efad  Holding  Co.  As  for  private 
owners,  rocker  Rod  Stewart  supposedly 
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shelled  out  $30  million  for  "Great 
Britain."  There  are  whispers  that 
actor  Al  Pacino  snapped  up  another. 

The  World,  the  most  ambitious 
project  in  booming  Dubai,  is  part  of  a 
grand  plan  by  Sheikh  Mohammed 
bin  Rashid  Al  Maktoum,  Dubai's 
crown  prince,  to  woo  rich  foreigners 
to  this  tax-free  city-state.  He  hopes 
investors  and  tourists  will  help  offset 
the  loss  of  oil  money,  expected  to  dry 
up  by  2020  (FORBES,  Mar.  15). 
Mohammed,  a  romantic  fellow  who 
publishes  poetry  on  the  Internet 
when  he's  not  promoting  Dubai, 
effectively  controls  three-year-old 
Nakheel.  The  private  company  is 
responsible  for  many  of  the  ambitious 
projects  conceived  for  sun-drenched 
Dubai.  Lost  City  is  a  development 
with  villas,  town  houses  and  an  18- 
hole  Greg  Norman  golf  course.  Also 
in  the  works:  two  palm-shaped 
islands  where  Fairmont  Hotels  &  Resorts 
and  Hilton  International  are  interested  in 
building  two  of  many  resorts  planned  for 
the  $3  billion  development.  Kerzner 
International  Limited,  the  developer  of 
the  Atlantis  resort  in  the  Bahamas,  is  one 
of  the  largest  corporate  investors  in  one 
of  the  islands,  Palm  Jumeirah.  To  pro- 
mote them,  Nakheel  plans  to  let  scuba 
divers  dive  for  gold  bars 
salted  in  a  surrounding 
man-made  reef. 

The  projects  are  ped- 
dled as  hedonistic  hide- 
aways for  fun  and  profit. 
Wahid  Attalla,  Nakheel's 
"director  of  commerce" — 
and  its  own  version  of  Fan- 
tasy Island  host  Ricardo 
Montalban — urges  poten- 
tial investors  to  re-create 
their  wildest  island  reveries. 
For  the  fantasy-challenged, 
Attalla  suggests  ninja  train- 
ing camps,  camel  treks, 
cooking  schools — whatever. 
The  islands  that  make  up 
the  World  will  be  accessible 
only  by  helicopter  or  boat. 
And  Nakheel  is  eager  to 
please.  "I  don't  have  to 
build  Africa  before  Europe, 


^  Private  Plane         Private  Yacht 


Calling  all  hedonists:  one  of  several  ads  for  the  World. 

or  Asia  before  Latin  America,"  says 
Attalla.  "If  investors  are  in  a  hurry,  we'll 
just  direct  the  contractor  to  finish  their 
island  first." 

But  few  U.S.  players  are  in  a  rush,  as 
Nakheel  brass  learned  at  a  luncheon  for 
75  potential  investors  at  the  "21"  Club  in 
New  York  this  year.  The  attendees,  includ- 
ing John  Mack,  then  co-chief  executive  of 


By  the  Numbers 


Dubai  is  a  tiny  place  with  big  dreamers  and  big  money. 

The  estimated  cost  of  developing  an 
underwater  hotel,  Hydropolis,  off  the  coast  of  Dubai,  as  designed 
by  Joachim  Hauser,  a  German  architect.  (So  far,  no  investors.) 

The  price  paid  for  the  island  of  Adelaide, 
Australia  in  the  World. 

The  number  of  palm  trees  to  be  grown  in  a  nursery 
and  transplanted  on  the  Palm  islands,  a  Nakheel  project. 

The  average  summer  temperature  (Fahrenheit)  in  Dubai. 

The  number  of  lovers  in  a  poem,  "Symbol  of  Love,"  by  Sheikh 

Mohammed  bin  Rashid  Al  Maktoum. 

Source:  Dubai  Department  of  Tourism  &  Commerce  Marketing.  Nakheel  LLC. 


Credit  Suisse  Group,  and  Richard  I 
Bott,  vice  chairman  of  Morgan  Sta| 
ley,  raised  some  real-world  concern 
Couldn't  this  high-profile  enclave  1 
a  target  for  terrorists? 

Donald  Trump  attended  the  lui 
cheon  and  plans  to  visit  Dubai  i 
February.  He's  intrigued — "They  a 
filling  up  the  ocean — amazing!"- 
but  even  he  is  cautious.  "The  worl! 
in  three  years,  can  be  better,  or  it  C2 
be  worse,"  Trump  says.  "We'll  see." 

And  there  are  other  risks.  No  fei 
eral  law  permits  foreigners  to  bi 
land  in  the  United  Arab  Emirate 
Until  now  resort  companies  ha 
most  often  managed  properties 
partnership  with  locals.  Some  potei 
tial  investors  aren't  sold  on  the  9* 
year  leases  Nakheel  now  offers. 

Then,  too,  Dubai  is  simply  unf 
miliar  to  many  Westerners.  Boxir 
promoter  Don  King,  who  touche 
down  in  Dubai  recently,  confides  he  vr 
surprised  to  see  buildings  instead  of  tent 
He  says  he's  interested  in  hosting  boxir 
events  in  Dubai  and  is  considering  tit 
purchase  of  an  island  in  the  World.  But  1 
has  yet  to  commit.  "Right  now  the  islan» 
are  just  piles  of  dirt,"  says  he. 

Nakheel  plans  a  traditional  America 
marketing  campaign,  including  TV,  prir 
outdoor  and  Internet  at 
that  will  appear  in  the  U 
next  year,  courtesy  of  Na 
York's  FutureBrand,  a  un 
of  ad  giant  Interpubll 
Group.  "Introducing  tlj 
World.  300  private  island 
300  big  dreams,"  one  ad  w 
read.  Another  boasts:  "Pc 
vate  plane?  Check.  Priva 
yacht?  Check.  Private  islani 
(After  all,  you'll  need  son 
place  to  park  your  yacht)." 

Even  interest  from  a  fe 
bigwigs  or  corporate  beh 
moths  will  attract  other 
Nakheel's  Attalla  says:  "V 
need  names.  We  need  peop 
with  brands.  We  nee 
celebrities." 

Nakheel  might  also  nee 
to  hand  out  a  few  more  go 
bricks. 
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ly  bank  is 
bwn  the  street, 
round  town  and 
:ross  the  globe.' 


economy  is  global.  What  happens  in  one  part  of  the 
mpacts  business  elsewhere.  So,  now  more  than  ever, 
3d  a  banking  partner  with  extensive  international  experi- 
nd  resources.  But  you  also  need  it  to  be  rooted  in  your 
mity.  A  local  international  bank,  if  you  will. 

i  Bank  and  our  Michigan  affiliate  Standard  Federal  Bank 
description,  because  we  are  a  part  of  ABN  AMRO's 
tional  network.  This  means  we  have  the  resources  to 
)u  maximize  opportunities  in  3,000  locations  around 
net.  Our  Relationship  Managers  will  work  with  you. 
Jhly  when  they  understand  your  business  intimately, 
Jly  customize  a  financial  solution  for  you.  It's  a  way  of 
ra  that  spells  success,  anywhere  on  earth. 


ndiana,  Wisconsin,  Minnesota,  Iowa,  Missouri,  Colorado,  Ohio, 
>/ania,  Florida  &  Michigan  (Standard  Federal) 


isallebank.com 


LaSalle  Bank 

ABN  AMRO 


... 


A.  Member  FDIC  ©  2004. 


Entrepreneurs 


ONLINE  RETAILING 


The  Merchant  of  Bay  Ridge 

At  17,  JOSEPH  COHEN  has  put  together  a  thriving  online  retail  business. 

By  Phyllis  Berman 


LIKE  MOST  14-YEAR-OLD  BOYS, 
Joseph  Cohen  couldn't  wait  for  his 
parents  to  leave  town  for  a  week- 
long  trade  show.  But  instead  of 
planning  a  party  or  raiding  the 
liquor  cabinet,  he  called  a  car  service  to  take 
him  into  Manhattan.  There  he  bought 
Christmas  decorations,  toys  and  lights  with 
$3,000  he  had  saved  up  working  in  his 
dad's  hardware  stores.  He  put  the  newly 
purchased  goods  online,  adopting  the 
name  of  his  family's  flagship  outlet,  Pol- 
steins,  in  the  Bay  Ridge  section  of  Brooklyn. 
For  $100  a  month  he  opened  a  Yahoo  store 
account  to  handle  receivables  and  signed 
onto  some  Web  ad  services,  paying  10  cents 
to  50  cents  for  a  link  to  Polsteins.com  each 
time  someone  searched  for,  say,  "Christ- 
mas lights."  By  the  time  his  folks  got  home, 
he  had  doubled  his  money  and  restocked 
for  fresh  orders. 

"I  did  it  while  they  were  away  so  my 
parents  couldn't  talk  me  out  of  it,"  says 
Cohen,  now  a  senior  at  a  Flatbush  Jewish 
high  school.  And  because  his  father,  Eddie, 
had  already  yelled  at  him  for  an  online  mis- 
adventure. Weeks  before,  Joseph  had 
bought  a  high-definition  receiver  for  a  TV 
at  wholesale  for  $825  and  sold  it  immedi- 
ately for  $1,000 — accepting  a  charge  card 
that  turned  out  to  be  phony. 

That  was  three  years  ago,  and  Cohen 
has  gotten  a  lot  smarter.  His  operation 
earned  $425,000  pretax  on  $1.9  million 
in  sales  for  the  fiscal  year  ended  Oct.  31. 
There's  no  competition  between  father 
and  son:  Joseph's  is  a  completely  separate 
business,  though  he  does  have  access  to 
Eddie's  vendors  and  their  wholesale 
prices;  store  locators  on  his  site  direct  vis- 
itors to  his  famil)  's  businesses  in  Brooklyn 
and  help  his  dad  sell  an  additional 


$250,000  worth  of  goods  each  year. 

If  you  want  to  locate  Joseph,  try  his  Bay 
Ridge  office/warehouse  from  3  p.m.  to  6:30 
p.m.  weekdays.  That's  where  he  directs  his 
stock  guys,  shippers,  packers,  Web  designer 
and  bookkeeper.  He  admits  to  taking  "sick 
days"  from  school  when  necessary.  "Don't 
mention  that  to  my  mother,"  he  pleads. 


Whence  this  merchant's  passioi 
There's  something  about  that  part  < 
Brooklyn — the  area  around  Ocean  Pari 
way  has  the  largest  Sephardic  Jewish  (ar 
specifically,  Syrian )  population  outside 
Israel — that  has  given  rise  to  such  ente 
prises  as  Jordache  Jeans,  Crazy  Eddie's,  N» 
body  Beats  the  Wiz,  drugstore  chain  Dual 
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"Where 

do  THE 

GERMANS 
GO  FOR. 
CUTTING-EDGE 
AUTOMOBILE 
TECHNOLOGY?'' 

Heinrich 
von  Pierer 
of  Siemens 
explains  that 
engineering 
and  innovation 
are  alive  and 
well  and  living 
in  France. 


(see  next  pa^ 


fjeade  and  Children's  Place  Retail  Stores. 

Joseph's  parents  moved  to  Brooklyn  in 
fi  e  1960s  with  little  but  a  passion  for  hard 
lork,  eventually  picking  up  a  hardware 
pore  in  Newark,  N.J.,  then  another  in 
J  -ooklyn.  Joseph  always  tagged  along  and 

IE  age  8  was  manning  the  cash  register.  His 
Iks  taught  him  to  shout  out  the  denom- 
ation  of  bills,  so  customers  couldn't  pull 
ie  over  on  him. 

He  also  developed  a  head  for  mer- 
landise.  Soon  after  selling  out  Christmas 
:ms  in  his  inaugural  venture,  he  placed  a 
ttery-operated  dancing  Pinocchio  doll 
his  site  for  $50 — and  1 ,000-plus  orders 
caded  in.  He  attracted  twice  that  num- 
r  of  buyers  for  the  $10  animated  kung 
hamster  he  had  discovered  while  watch- 
l  The  Tonight  Show  with  JayLeno.  During 
s  first  14  months  of  operation,  Joseph 
Id  $270,000  worth  of  stuff. 
Then  the  following  summer,  when  he 
15,  he  took  his  eye  off  the  business.  "I 
ess  it  was  just  the  kid  in  me,"  he  shrugs, 
ut  I  wanted  to  go  to  travel  camp,"  which 
t  him  to  a  different  North  American  city 
ch  week.  At  the  time,  the  online  Polsteins 
selling  a  50-foot  rolled  flat  hose  for  $20. 
hile  he  was  away  for  six  weeks,  thousands 
orders  poured  in  and  were  automatically 
t  on  back  order. 

When  camp  was  over,  Joseph  rushed  the 
0,000  worth  of  back-ordered  items  out 
door — only  to  discover  that  the  hoses 
defective.  Once  they  were  returned,  he 
d  to  repay  customers,  while  applying  for 
iinds  from  the  manufacturer.  There  was 
rse:  Because  no  one  had  been  minding 
;  online  store  in  his  absence,  the  hoses 
been  left  on  the  site  all  summer,  result- 


There  was  a  lot  of  yelling.  My 
dad  used  words  like  'reckless' 
an  cL!iries{ion  si  ble 


g  in  $43,000  in  ad  charges — assessed  every 
anyone  clicked  the  magic  words  "gar- 
■n  hose."  Joseph  endured  more  than 
lancial  pain.  "There  was  a  lot  of  yelling," 
recalls.  "My  dad  used  words  like  'reck- 
;s'  and  'irresponsible.' " 

The  kid  stopped  all  ads  and  went  to 
>S  to  negotiate  discounts  on  paper,  boxes 


and  shipping.  Then  he  spent  the  next  three 
months  assiduously  adding  as  many  items 
as  he  could  to  his  site,  working  into  the 
night.  A  surprising  bestseller:  mason  jars. 
These  former  staples  of  hardware  stores  are 
getting  harder  to  find.  But  Joseph  lucked 
out  by  selling  them  just  as  folks  were 
putting  up  summer  fruits  and  vegetables — 
and  extended  sales  by  offering  them  as  $50 
canning  kits.  (Polsteins.com  is  now  the 
largest  customer  for  Ball  and  Kerr  jars.) 
Within  three  months  he  generated  enough 
sales  to  pay  off  the  debt. 

Joseph  Cohen's  merchandise  is  eclectic, 
from  the  trivial  (99-cent  16-foot  measur- 
ing tape)  to  the  professional  (a  Porter-Cable 
plate  joiner,  a  carpentry  tool,  for  $230).  It's 
fun  to  browse,  and  so  what  if  other  sites 
have  the  same  things  cheaper?  (Amazon 
sells  the  plate  joiner  for  $170,  net  of  a  re- 
bate, and  throws  in  $20  of  free  supplies.) 

One  weekend,  while  catching  a  ride  to 
New  Jersey,  Berta  67  Corp.  owner  and  long- 
time family  friend  Martin  Waingort  told 
the  kid  he  had  sold  12  espresso  machines 
that  day.  Joseph  made  a  gentleman's  bet  he 
could  sell  over  100  in  a  week — and  sur- 
passed his  boast.  As  a  result  Waingort  let 
Polsteins.com  carry  all  of  Berta  67's  inven- 
tory, which  is  mosdy  housewares. 

Last  year  this  mere  boy  came  up  with 
a  completely  different  idea.  He  had  already 
made  a  success  of  selling  more  than  2,000 
Toro  electric  power  snow  shovels  at  $100 
apiece.  This  time  he  took  $167,000  of  his 
savings  and  pooled  it  with  equal  amounts 
from  his  brother-in-law  and  dad  to  invest 
in  his  own  snowblower,  to  be  produced 
in  Xhongshan,  China.  Made  of  rustproof 
aluminum  and  plastic  resins,  the  navy- 
blue  snowblowers 
will  bear  the  Snow 
Joe  label  and  be  sold 
both  online  and  in 
home-improvement 
chains.  Joseph  has 
already  lined  up  a 
distributor  for  the  $1 19  device,  available 
winter  2005-06. 

What's  next?  Joseph's  mom  is  pretty 
insistent  about  his  going  to  college.  He 
sounds  rather  agnostic  about  the  subject, 
as  long  as  it  doesn't  interfere  with  Pol- 
steins.com.  "You've  got  to  do  what  you 
love,"  he  says.  F 
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FAMILY  BUSINESS 

Daring-Do 

JANE  AIKO  YAMANO  is  modernizing  the  groundbreaking 
work  of  her  grandmother,  Japan's  beauty  school  impresario. 

By  Benjamin  Fulford 


NEAR  TOKYO'S  BUSY  SHINJUKU 
station,  a  27-story  building  in  the 
shape  of  a  kimono-clad  woman  is 
rising.  It's  to  be  the  headquarters  of 
Yamano  Co.,  already  an  icon  in  Japan.  Its 
flagship  beauty  school,  which  netted 
$5  million  last  year  on  tuition  revenue  of 
$45  million  from  its  5,000  students,  has 
done  more  than  any  other  company  or 
fashionista  to  introduce  Western-style 
beauty  parlors  to  the  Land  of  the  Rising 
Sun.  Yamano  is  happy  to  give  instructions 
on  how  to  create  fake  blondes — or  more 
traditional  geisha-style  hairdos. 

That's  just  for  starters.  "Boomers  are 
getting  older,"  says  Jane  Aiko  Yamano,  the 
40-year-old  granddaughter  of  the  com- 
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pany's  founder.  "We  want  to  have  new  ser- 
vices for  them."  There  is  a  school  to  teach 
esthetics,  beauty  and  health,  and  a  three- 
year,  government-approved  course  to 
"soothe  people's  hearts  and  minds,"  a 
hybrid  of  chiropractic  and  sports  massage. 
An  armful  of  cosmetics,  beauty  aids  and 
books  are  for  sale  online.  Soon  to  come: 
day  spas  for  seniors.  "We  want  places 
where  the  elderly  can  come  and  have  fun, 
not  just  relax,"  says  Yamano. 

She  decided  to  branch  out  during  a 
visit  to  her  dying  grandmother,  Aiko.  After 
an  employee  botched  a  job  on  the  old 
woman's  hair  because  he  was  afraid  of 
pulling  out  her  IV,  Yamano  started  classes 
on  makeovers  for  the  aging.  "When  peo- 


ple look  better,  they  feel  better,"  she  says.| 

A  fitting  motto  for  Grandma,  toe 
Born  to  a  poor  family  in  Tokyo  in  1 901 
the  young  Aiko  Yamano,  a  grade-schoi) 
dropout,  was  forced  into  one  of  the  fei 
jobs  available  to  women  in  early-20tr}l 
century  Japan — hairdressing.  Or,  rather,, 
lowly  assistant,  sweeping  up.  To  learn  th 
craft  she  had  to  pay  1 ,000  yen  for  permij 
sion  to  watch  the  experts  ply  their  scisso] 
and  combs.  Later,  when  she  worked  as  i 
itinerant  beautician,  maids  splashed  wat< 
on  her  as  she  entered  through  the  servant] 
entrance  to  make  sure  she  looked  won 
than  her  clients — an  outcome  she  ensure 
by  smearing  her  face  with  newspaper  inlj 

Still,  she  was  able  to  put  aside  enoug 
money  to  open  a  beauty  school  in  193' 
Her  biggest  asset:  the  permanent-wan 
machine  that  her  husband  reverse  eng 
neered  from  an  American  model.  Sf 
showed  off  her  success  by  driving  aroun 
in  a  Rolls-Royce  and  wearing  diamonc 
and  emeralds.  After  World  War  II  her  olo 
est  son  immigrated  to  the  States,  where  h 
daughter  Jane  Aiko  was  born  and  raise< 
without  learning  Japanese. 

That  changed  when  she  turned  1 2  ar 
the  famiJy  was  ordered  back  to  Tokyo,  t 
age  18  Yamano  was  told  to  become  h< 
grandmother's  disciple  or  risk  being  cut  oi 
By  then  she  still  spoke  little  Japanese  b' 
had  to  put  herself  through  difficult  classi 
to  learn  the  subdeties  of  how  to  wear  to 
monos.  Why?  The  most  expensive  haird» 
usually  grace  an  important  event — a  we* 
ding,  an  anniversary  or  birthday  party- 
where  the  traditional  robe  is  worn.  Befo 
she  could  take  over  the  school,  Yamano  hs 
to  learn  to  manage  the  hair  contests,  beau 
pageants  and  assorted  committees  h 
grandmother  had  organized.  Only  later  d 
she  feel  confident  enough  to  make  sugge 
tions  about  updating  courses  and  pushii 
the  enterprise  in  new  directions.  SI 
inherited  what  was  then  a  $9  million-a-ye 
business  in  1984  during  a  ceremony  he 
in  New  York's  Carnegie  Hall. 

"My  grandmother's  dream  was 
raise  the  level  of  education  for  beauticia 
so  that  they  could  earn  respect,"  sa 
Yamano.  She's  got  her  work  cut  out  f 
her.  Even  today  most  new  grads  first  entt 
ing  a  salon  still  have  to  sweep  up  hair- 
and  endure  abusive  teasing. 


lemens  i  resiueiu  ana  ^rA^, 
leinrich  von  Pierer,  says 
he  French  set  a  benchmark 
or  innovation. 

Vhat  makes  France  different? 

Inlike  other  countries  which  have  staked  their  future 
n  services,  France  has  maintained  its  manufacturing 
ase.  French  companies  like  Total,  AREVA,  Renault, 
SA  Peugeot  Citroen  and  many  others  are  world  leaders 
5  their  fields.  I  think  this  is  enormously  important.  If  you 
ive  up  your  manufacturing  base,  sooner  or  later  you 
ave  to  give  up  your  engineering  and  R&D  bases  as  well, 
jid  engineering  and  innovation  are  the  cornerstones  of 
ur  business. 

Vhat  else  makes  France  so  attractive  to  you 
B  an  investor? 

ou  have  to  go  where  your  customers  are.  When  you're 
supplier  in  the  car  industry,  your  customers  often  ask, 
Why  aren't  you  closer  to  me?"  They  often  say,  "Come  a 
hJe  bit  closer'.'  We're  particularly  strong  in  the  automobile 
idustry  and  that's  a  sector  in  which  France  has  two  major 
obal  players:  PSA  Peugeot  Citroen  and  Renault.  Always 
x>d  customers  of  ours.  Now  we're  closer  than  ever. 

emens  has  three  R&D  centers  in  France, 
ow  come? 

he  French  are  very  open  to  innovation.  Again,  look 
the  car  industry.  Right  now,  the  number  of  electronic 
)mponents  in  cars  is  growing  by  about  30  percent, 
s  an  electronics  company,  a  lot  of  our  new  develop- 
lents  are  being  made  in  France.  We've  developed  a  new 
esel  injector  based  on  piezo-electric  technology  and 
5A  Peugeot  Citroen  has  turned  out  to  be  our  leading 
ustomer  for  it.  When  we  moved  into  the  automotive 
ector  in  France  in  1988,  we  had  sales  of  €130  million, 
jday,  they're  up  to  €1.4  billion.  That's  a  good  number. 

The  French 
are  innova- 
tive. Are  they 
good  to 
work  with? 


[iemens  in  France 

\  Established  in  France 
I  nee  1850 


!l  11,000  employees  with  1,500 
edicated  to  R&D 

|  France  is  at  the  heart  of 
omens'  European  operations 
\\  the  automotive  and  public 
[jansport  sectors 


Our  industry 
demands  a  high 
degree  of  auto- 
mation. And 
with  automation 
increased  pro- 
ductivity is  only 
possible  with  very 
well-educated 
people.  In  France 
u  have  well-trained,  highly  motivated  people.  Produc- 
ty  in  Toulouse  is  among  the  highest  of  all  our  automotive 
ctories. 

\o  you  enjoy  doing  business  in  France? 
ove  it.  From  a  cultural  perspective,  France  is  unique, 
s  not  just  the  wine  and  cheese.  I  was  driving  through 


like  other 
countries...  France 
has  maintained  its 
manufacturing  base. 
Companies  like  Total, 
AREVA,  Renault, 
PSA  Peugeot  Citroen. . . 
are  world  leaders 
in  their  fields. " 


Paris  this  afternoon,  thinking:  "What  a  great  city,  even  on 
a  grey  day  like  today'.' There's  a  German  proverb -"Leben 
wie  Gott  in  Frankreich"-  which  translates  as  "Living  like 
God  in  France"  That  says  it  all! 

You're  German.  Would  you  drive  a  French  car? 

Sure.  We  used  to  have  a  Renault. 

Were  you  happy  with  it? 

Absolutely.  My  wife  adored  it.  The  French  know  how 
to  appeal  to  the  emotions.  Result:  my  wife  was  happy, 
so  I  was  happy. 

(This  interview  ivas  conducted  in  October  2004) 

For  more  information  on  investing  in  France, 
visitwww.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes. 


^Investing 


MONEY  MAN 

Up  From  the  Ashes 

At  research-heavy  Keefe  Bruyette  &  Woods,  reconstituted  since  terrorists  wiped  out  its 
stellar  analyst  team,  John  Duffy  finds  the  best  values  in  bank  stocks— and  the  worst. 

By  Robert  Lenzner 


ON  A  WALL  AT  KEEFE  BRUYETTE 
&  Woods  hangs  an  image  of 
the  American  flag  with  Sept.  1 1 
victims'  names  making  up  the 
stripes.  John  Duffy  knew  the 
people  on  this  grim  roster,  all  Keefe 
Bruyette  employees. 

Their  number  includes  Duffy's  co- 
chief  executive,  Joseph  Berry,  55,  who 
died  on  his  wife's  birthday — and  Duffy's 
son,  Christopher,  23,  an  equities  trader. 
Along  with  other  Wall  Street  firms  like 
Fred  Alger  Management  and  Cantor 
Fitzgerald,  the  World  Trade  Center 
attacks  devastated  Keefe  Bruyette,  killing 
67  employees,  almost  everyone  in  equity 
safes,  trading  and  research. 

The  research  wipeout  was  the  most 


harmful.  Research,  particularly  on  banks, 
has  been  Keefe  Bruyette's  beating  heart 
since  its  1962  founding.  In  the  days  when 
there  were  twice  as  many  commercial 
banks  as  now,  this  proved  to  be  a  prosper- 
ous niche  as  institutional  investors  came 
looking  for  stock  picking  advice  for  the 
little-followed  sector.  Founder  Harry  V. 
Keefe  Jr.,  who  died  in  2002,  set  up  a  bank 
rating  service  (since  sold)  at  the  firm  that 
helped  establish  its  rep  as  the  go-to  place 
for  bank  data. 

After  the  repeal  of  the  Glass-SteagalJ 
Act,  which  had  barred  commercial 
lenders  from  crossing  state  lines  or  enter- 
ing insurance  and  securities  underwrit- 
ing, Keefe  Bruyette  became  a  sought-after 
merger  adviser.  The  firm  expanded 


research  coverage  into  financial  areas  lik 
insurers  and  brokerages,  plus  it  got  int] 
underwriting  and  trading  bank  debt  anl 
mortgage-backed  securities. 

Keefe  Bruyette  enjoyed  a  shining  rep 
utation,  marred  only  briefly  by  the  200 
insider  trading  conviction  of  its  onetirr) 
chief,  James  McDermott,  who  gave  tips  tl 
his  porn-star  mistress.  The  mess  force 
successor  Duffy  to  spend  five  months  oi 
the  road  reassuring  clients. 

A  roly-poly  fellow  with  a  soft-spoke 
manner,  Duffy  faced  a  far  more  enoi 
mous  task  following  the  2001  tragedy.  H 
wrote  a  book  about  the  firm  afterwari 
and  created  a  trust,  both  to  aid  victim] 
families.  That  time  was  emotionally  dev 
astating.  The  firm  was  on  the  88th  an 
89th  floors  of  the  South  Tower.  Everyon 
on  88  got  out  but  the  researchers  am 
traders  on  89  were  told  to  stay  put. 

Duffy  worried  that  the  disaster  migl 
spell  "the  last  chapter,"  leading  to  the  sal 
or  dissolution  of  Keefe  Bruyette.  Duff 
who  had  joined  in  1978  after  a  stint  2 
Standard  8c  Poor's  overseeing  bank  ral 
ings,  resolved  to  put  the  broken  compan 
back  together. 

He  did  that,  and  then  some.  Three  yeai 
later  Duffy,  now  55,  has  relocated  Keel 
Bruyette  to  Midtown,  doubled  the  staff  t 
410  from  the  level  before  Sept.  1 1  and  als 
doubled  capital  to  $285  million,  mainly  vi 
retained  earnings  and  staff  stock  buys.  En 
ployees  still  own  the  firm.  Revenues  in  200 
will  be  up  65%  to  $300  million  from  200 

The  travails  of  larger  financial  outfii 
have  helped.  Scandals  over  tainte 
research,  which  besmirched  such  augiu 
houses  as  Merrill  Lynch  and  Salomoi 


Bank  on  It 


To  John  Duffy,  some  regional  bank  stocks  have  gotten  ahead  of  themselves,  while 
larger  outfits  should  come  out  better  as  interest  rates  rise. 

UNDERVALUED 

RECENT 
PRICE 

Pit1 

 EPS  ESTIMATES 

2004  2005 

BANK  Of  AMERICA 

$46.31 

13 

$3.60 

$4.00 

CAPITAL  ONE  FINANCIAL 

78.74 

12 

6.30 

6.90 

FIFTH  THIRD  BANCORP 

50.48 

16 

3.08 

3.50 

MERRILL  LYNCH 

55.67 

13 

4.31 

4.90 

PMI GROUP 

41.11 

11 

3.87 

4.40 

OVERVALUED 

AMSOUTH  BANCORP 

2 

5.97 

15 

1.79 

1.87 

BANCORPSOUTH 

2 

4.77 

17 

1.47 

1.50 

COMMERCE  BANCORP 

6 

2.44  .  20 

3.22 

3.65 

NARA  BANCORP 

2 

0.82  29 

0.77 

0.96 

WASHINGTON  FEDERAL 

2 

6.80 

16 

1.662 

1.80 

Prices  as  of  Nov.  30.  latest  12  months.  Reported  number,  fiscal  year  ended  September. 
Sources:  Keefe.  Bruyette  &  Woods;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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uffy  and  the  flag  image 
aring  the  names  of  World 
rule  Center  victims. 


rothers,  didn't  touch  Keefe  Bruyette; 
Memories  of  the  McDermott  imbroglio 
jded.  Layoffs  at  the  big  firms  furnished 
-jefe  Bruyette  with  a  lot  of  talent, 
j  Keefe  Bruyette  also  moved  into  selling 
iAfell-received  new  security  called  a  trust 
leferred,  typically  a  collection  of  corpo- 
ijte  bonds  packaged  as  a  preferred,  which 
\  more  easily  priced  and  traded.  Despite 
1  mpetition  from  Bear  Stearns,  Citi- 
Joup,  Credit  Suisse  First  Boston  and 
lerrill,  Keefe  Bruyette  controls  half  the 
last-preferred  market. 
|  Above  all,  banks  remain  Keefe 
iluyette's  strong  suit.  "No  one  can  com- 
ilte  because  they  don't  know  the  play- 
is,"  says  lawyer  Edward  Herlihy,  a 
achtell,  Lipton,  Rosen  &  Katz  partner 
jio  has  used  the  firm  in  valuing  securi- 
|  s  during  bank  mergers. 


The  picture  isn't  bad  for  banking. 
Duffy  believes  banks  can  continue  to 
increase  profitability  from  8%  to  10% 
yearly,  despite  interest-rate  tightening. 
Banks  typically  suffer  when  rates  rise 
because  the  cost  of  deposits  tends  to 
climb  faster  than  the  yield  on  loans. 
Industrywide,  the  net  interest  spread  has 
shrunk  modestly  from  3.96  percentage 
points  18  months  ago  to  3.52  now. 

The  good  thing  is  that,  up  to  now,  the 
Federal  Reserve  has  not  lifted  rates  very 
fast  since  the  threat  of  inflation  remains 
low.  As  a  result,  bank  loan  activity  hasn't 
dimmed  much  for  mortgage,  auto  and 
corporate  borrowers — and  that  has 
mostly  protected  bank  earnings  for  the 
time  being.  Credit  cards,  a  big  profit  cen- 
ter for  many  banks,  remain  strong. 

That  said,  lending  spreads  will 


mam 


tighten.  Under  the  circumstances,  Duffy 
believes  certain  banks  are  undervalued 
and  others  overvalued  (see  table,  p.  84). 
Basically,  it's  a  matter  of  who  is  sizable 
enough  to  weather  higher  rates. 
Regional  banks  emphasizing  customer 
service  have  done  very  well  until  now, 
though  some  are  riding  too  high  for 
their  own  good. 

One  overvalued  bank,  by  Duffy's 
reckoning,  is  Commerce  Bancorp.  It  has 
proved  very  popular  with  folks  in  its  mid- 
Atlantic  turf  by  staying  open  on  week- 
ends and  holidays,  and  by  giving  deposi- 
tors, used  to  waiting  two  days  for  the 
check  to  clear,  access  to  the  money  the 
next  day.  Commerce,  however,  has  a  huge 
investment  in  mortgage-backeds,  leaving 
it  very  vulnerable  to  rate  hikes  (see 
FORBES,  Mar.  31,  2003).  At  20  times  trail- 
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TAXING  MATTERS 

Strings  Attached 

Deferred  compensation  isn't  gone.  But  Congress  has 
taken  all  the  fun  out  of  it  |  By  Ashlea  Ebeling 


ing  earnings,  Commerce  is  costlier  than 
Keefe  Bruyette's  regional  bank  index, 
whose  average  is  16.5. 

That's  also  the  case  for  the  likes  of 
Nara  Bancorp  in  Los  Angeles,  sporting 
a  princely  29  earnings  multiple.  Ditto 
for  Washington  Federal  (not  to  be  con- 
fused with  powerhouse  Washington 
Mutual),  which  has  a  solid  presence  in 
the  Northwest  and  a  good  capital  base. 
Duffy  worries  that  its  deposits  are  too 
high-cost  for  it  to  get  through  a  time  of 
rising  rates  unscathed. 

On  the  underloved  side  of  the 
ledger,  Duffy  points  to  Fifth  Third 
Bancorp,  a  Midwest  institution  with  a 
loan  book  two  to  seven  times  the  size  of 
the  overvalued  bunch.  The  market  has 
underestimated  Fifth  Third's  abilities, 
he  says.  Fifth  Third  has  cannily  prepared 
itself  for  the  future  by  taking  such  steps 
as  ending  $2.2  billion  in  rate  swaps  since 
June,  which  could  have  left  it  open  if 
rates  move  up  harshly. 

Similarly,  Duffy  is  fond  of  giant 
Bank  of  America,  whose  April  acquisi- 
tion of  FleetBoston  has  left  Wall  Street 
skeptical  about  how  well  the  two  will 
integrate.  Duffy  is  sure  the  two  will 
mesh  nicely  and  give  BofA  the  scale  it 
needs  to  power  through  any  rate 
tribulations. 

Capital  One,  a  bank  that  is  primar- 
ily a  credit  card  lender,  has  shown  a  fine 
ability  to  target  low-risk  customers. 
Plus,  there's  no  sign  that  Americans' 
love  of  plastic  is  abating,  whatever  rates 
do.  Capital  One  has  broadened  its  port- 
folio by  moving  into  auto  loans. 

Merrill  Lynch,  while  not  a  bank, 
draws  Duffy's  admiration  despite  the 
stock's  lackluster  performance  lately. 
Merrill  has  slipped,  for  instance,  in  deal 
underwriting  versus  peers  like  Goldman 
Sachs,  which  also  makes  a  lot  of  money 
trading  securities  for  its  own  account. 
Duffy  thinks  Merrill's  avoidance  of  this 
so-called  proprietary  trading  is  a  virtue 
since  the  endeavor  is  volatile  compared 
with  Merrill's  vast  brokerage  network 
and  enormous  asset  base  ($600  billion). 

He's  worth  listening  to.  Duffy,  after 
all,  knows  how  to  take  a  financial  firm 
apart — since  he's  put  one  back 
together.  F 


DURING  CHRISTMASES  PAST, 
many  executives  merrily  de- 
ferred receipt  of  their  big  year- 
end  bonuses.  It  was  an  easy  call. 
The  funds  could  grow  tax- 
deferred  until  an  executive  retired  or  left 
the  company.  And  if  he  wanted  them 
sooner  for  any  reason  at  all,  he  could  tap 
them  simply  by  paying  regular  taxes  and  a 
company-set  penalty  (or  "haircut")  of  as 
little  as  2%. 

Now  Congress  has  played  Grinch. 
Executives  who  cash  in  future  deferrals 
early  (except  for  a  few  specified  reasons) 
will  owe  a  hefty  20%  tax  penalty — twice 
that  paid  by  folks  taking  early  distribu- 
tions from  Individual  Retirement 
Accounts  or  401  (k)s.  The  penalty  is  part 
of  a  new  section  of  the  tax  code  clamp- 


ing down  on  salary  and  bonus  deferra, 
executive  retirement  and  benefit  plar 
severance  packages,  discounted  sto« 
options  and  even  stock  appreciatic 
rights.  The  section  also  puts  executive 
deferred  money  at  greater  risk  if 
company  tanks  and  forces  employe 
to  decide  earlier  whether  to  def 
future  pay. 

The  provisions,  part  of  the  650-paj 
corporate  tax  bill  enacted  in  Octobe 
represent  an  about-face  by  Congres 
Since  1978  it  had  barred  the  Intern 
Revenue  Service  from  issuing  regul 
tions  covering  "nonqualified"  deferre 
comp.  That  gave  employers  lots  of  lal 
tude  to  design  flexible  plans.  The  ne 
law,  by  contrast,  dictates  what  is  ar 
isn't  allowed  and  orders  the  Treasu; 


86     FORBES"  December  27,  2004 


hile  the  market  fluctuates  from  day  to  day, 
le  make  sure  your  financial  plan  doesn't. 

9l  confident  about  your  financial  future  by  getting  a  long-term  view  with  the  flexibility  to  address 
ort-term  opportunities.  SunTrust  is  ready  to  help  you  with  immediate  needs,  like  contributions 
retirement  and  college  savings  accounts  that  require  attention  before  year-end  deadlines. 
;  can  also  develop  a  financial  strategy  to  address  your  long-term  goals,  including  asset  allocation, 
irement,  estate  and  insurance  planning.  Our  financial  advisors  are  experts  in  guiding  you  through 
planning  process,  with  a  full  array  of  financial  services  to  enhance  your  individual  situation. 
II  a  SunTrust  Securities  Representative  today  at  800-526-1177  to  develop  a  customized  financial 
m  that  will  benefit  your  financial  future. 
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SunTrust 


SunTrust  Securities,  Inc. 

An  Affiliate  of  Surf]  rust  Bank),  inc 

suntrust.com 


Securities  and  Insurance  Products  and  Services 

Are  not  FDIC  or  any  other  Government  Agency  Insured 

Are  not  Bank  Guaranteed 

May  Lose  Value 

es  provided  by  the  following  affiliates  of  SunTrust  Banks,  Inc.:  Banking  and  trust  products  and  services  are  provided  by  SunTrust  Bank,  a  member  of  the  FDIC.  Securities,  insurance 
her  investment  products  and  services  are  offered  by  or  through  SunTrust  Securities,  Inc.,  a  registered  broker/dealer  and  a  member  of  the  NASD  and  SIPC  ©2004,  SunTrust  Banks, 
bnTrust  is  a  federally  registered  service  mark  of  SunTrust  Banks,  Inc. 
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and  IKS  to  write  regulations. 

Under  this  new  regime,  mistakes  are 
punished  harshly.  If  the  IRS  later  deter- 
mines an  employee's  original  deferral 
violated  some  new  rule  (say,  just  missing 
a  deadline  for  deciding  to  defer  pay),  he'll 
have  to  pay  regular  taxes  and  the  20% 
penally  tax  on  the  whole  balance  (includ- 
ing earnings).  Plus,  he'll  be  charged  inter- 
is!  ,  accrued  at  1%  above  the  normal  IRS 


rate,  on  the  taxes  that  would  have  been 
due  originally  on  the  wrongly  deferred 
pay.  Mary  Hevener,  a  Baker  &  McKen/ic 
lawyer  who  works  on  executive  compen- 
sation, figures  that  if  wrongly  deferred 
money  sits  for  1 5  years  before  the  mistake 
is  caught,  the  taxes,  penalties  and  interest 
could  consume  the  whole  account. 
Gotcha! 

Deferring  taxes  wili  still  appeal  to 
many  of  the  well  paid.  But  others,  partic- 
ularly those  unsure  of  their  company's 
future  or  their  own,  will  be  better  off  tak- 
ing their  money  now,  paying  ordinary 
taxes  at  today's  comparatively  low  rates 
and  then  investing  what's  left  on  their 
own.  This  way  capital  gains  and  divi- 
dends will  be  taxed  at  a  top  rate  of  1 5%, 
whereas  the  investment  return  on 
deferred  pay  is  all  eventually  taxed  as 
ordinary  income  at  a  top  rate  of  35%. 

The  new  rules  shouldn't  affect  a  2004 
bonus  paid  in  2005 — assuming,  that  is, 
it's  part  of  a  grandfathered  plan  that 
doesn'l  run  afoul  of  tricky  grandfathering 
rules.  But  the  changes  are  already  compli- 
cating executives'  lives.  Some  employees 
may  even  have  to  decide  by  Dec.  3 1 ,  2004 
whether  to  defer  bonuses  to  be  earned  in 
2005  and  paid  in  2006 — absurd,  consid- 
ering that  Congress  didn't  require  the 
Treasury  and  the  IRS  to  issue  preliminary 
guidance  until  Dec.  21. 

Early  deadlines 

In  the  past  companies  typically  didn't 
require  employees  to  decide  until,  say, 
October  whether  they  would  take  or  defer 
nus  that  would  be  awarded  in 
December  and  paid  the  following  month. 
Some  companies  even  allowed  employees 


to  decide  just  a  few  days  before  an  award 
whether  to  defer.  Deciding  that  late  was 
risky,  because  the  whole  pretext  for 
putting  off  taxes  is  the  notion  that  the 
exec  doesn't  have  a  right  to  receive  the 
cash  at  the  time  it's  deferred. 

Under  the  new  regime  you  must 
make  the  deferral  election  more  than  a 
year  in  advance.  For  example,  by  the  end 
of  2005  you  have  to  decide  what  you're 


doing  with  a  bonus  you'd  get  in  2007  for 
work  done  in  2006.  "It's  like  taking  a  shot 
in  the  dark,"  says  employee  benefits 
lawyer  Mark  Bokert  of  Davis  &  Gilbert  in 
New  York  City. 

One  exception:  The  law  allows  six 
months  extra  for  decisions  on  "perfor- 
mance-based" pay.  Lawyers  are  hoping 
the  Treasury  will  define  this  broadly 
enough  to  cover  most  long-term  incen- 
tive plans.  They're  also  lobbying  for  a 
reprieve  allowing  one  more  year  of  late 
elections,  so  no  employee  will  have  to 
make  a  decision  by  the  end  of  this  month. 

Limited  distributions 

You  (or  your  heirs)  will  be  able  to 
withdraw  money  without  penalty  only  in 
six  cases:  on  a  date  you  specify  on  joining 
the  plan;  when  you  leave  the  company;  at 
your  death;  upon  disability;  at  a  change  in 
corporate  control;  or  in  an  emergency. 
The  regulations  will  have  to  define  those 
terms.  What's  an  emergency?  And  does  a 
small  business  owner  who  takes  a  payout 
when  he  retires  flunk  the  "separation  of 
service"  test  if  he  drops  by  the  office  reg- 
ularly to  monitor  how  his  kids  are  run- 
ning the  show?  It's  hard  to  know,  says 
Phoenix  CPA  Edward  Zollars. 

Lump  sum  lock-in 

Employees  have  also  lost  flexibility 
when  it  comes  to  choosing  how  they  want 
to  withdraw  their  money.  You  used  to  be 
able  to  choose  between  a  lump  sum  or 
annuity  payouts  shortly  before  taking  the 
money.  The  new  rules  make  you  lock  in 
that  choice  years  earlier,  when  you  choose 
to  defer.  There  is  a  chance  to  reconsider — 
you  can  change  your  mind  about  the  dis- 
tribution form  if  you  do  so  at  least  12 


months  before  the  set  distribution  datj 
and  simultaneously  delay  that  date  by  a 
least  five  years. 

Less  creditor  protection 

The  risk  in  a  deferral  is  that  tru 
money  isn't  protected  from  companj 
creditors  the  way  employer  contribu 
tions  to  a  401  (k)  are.  But  over  the  yeai 
the  lawyers  had  developed  creati\| 
ways  to  protect  executives'  stakes.  On 
method  was  to  put  th 
funds  in  "rabbi  trusts"-) 
so  called  because  a  syn3 
gogue  was  the  first  to  g< 
one  blessed  by  the  IRS-< 
that  were  protected,  to  some  degrei 
from  a  company's  creditors. 

The  new  rules  limit  the  protectid 
these  trusts  can  provide  and  ban  certai 
practices  altogether.  You  can  no  long< 
form  a  rabbi  trust  offshore  or  put  a  claui 
in  a  deferral  plan  that  funds  a  rabbi  tru 
if  a  company's  fortunes  start  to  declin 
It's  unclear  if  the  Treasury  will  gran« 
father  old  rabbi  trusts  containing  thei 
verboten  provisions  or  require  them  to  I 
dissolved. 

Stock  appreciation  rights 
Lawyers  are  waiting  for  the  final  wo 
from  the  IRS,  but  it  appears  that  the  ne 
law  effectively  kills  "stock  appreciate 
rights" — the  election  deadlines  make 
impossible  for  them  to  work.  That's  to 
bad,  says  Blair  Jones,  an  executi 
compensation  specialist  with  Sibsc 
Consulting.  Many  corporations  were 
the  process  of  adopting  stock  appreci 
tion  rights  plans  (employees  share 
stock  gains,  but  don't  take  ownership 
the  stock)  to  replace  stock  option  pla 
and  sidestep  the  controversy  over  ti 
proper  accounting  for  stock  options. 
Plan  terminations 

If  these  new  rules  make  you  want 
terminate  your  plan — and  some  snw 
privately  held  businesses  might 
tempted — hurry  up.  If  you  end  the  pi 
before  Dec.  31,  you'll  owe  taxes  but 
penalty.  After  that  a  termination  could 
an  impermissible  acceleration  of  distrib 
tions,  subject  to  a  20%  penalty.  Certs 
plans,  Zollars  says,  could  be  stuck  ii 
catch  22  next  year — unable  to  either  t 
minate  or  operate  in  a  way  that  does 
incur  penalties. 


If  you're  unsure  of  your  company's  future  or  your 
own,  pass  up  deferral  and  take  your  pay  now. 


88     P  O  R  B  E  S  ■  December  27. 2004 


s  an  engine  for  economic 
owth. 


This  V8  engine  is  part  of  a  very  powerful  system.  Built  by  the  team  at  Toyota  Motor  Manufacturing, 
ama,  it  will  provide  the  power  for  one  of  over  100,000  Tundra  trucks  being  manufactured  at  our  plant  in  Indiana* 
ill  part  of  our  commitment  to  investing  in  the  places  where  we  do  business.  A  commitment  that  has  grown  to  include 
t  U.S.  manufacturing  facilities,  research  and  design  centers,  sales  and  marketing  operations,  and  a  network  of  local 
jliers  and  dealers.  As  a  result.  Toyota  is  responsible  for  creating  more  than  190,000  jobs  across  America,  and  with 
new  plants  under  construction  in  Texas  and  Tennessee,  we'll  continue  to  create  opportunities  for  economic  growth.** 
\\  manufacturing,  local  investment,  local  jobs  -  it's  a  pretty  powerful  combination. 

I  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  "Direct  U.S.  employment:  31,040  jobs  as  of  12/03.  rO200'1 
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(OR  THE  PAST  TWO  YEARS  OCEAN 
shippers  have  had  the  wind  behind 
I  them.  Their  vessels  will  carry  4.6 
billion  tons  of  oil  and  dry  bulk 
cargo  (iron,  coal  and  so  on)  this 
year,  up  10%  since  2002,  while  container 
traffic  will  increase  23%  over  2002  levels, 
says  Clarkson  Research  Studies.  All  cate- 
gories are  expected  to  keep  growing  in  2005. 

Given  the  inflexibility,  at  least  in  the 
short  term,  in  the  supply  of  ships,  that 
uptick  in  demand  translates  into  a  huge 
gain  in  profitability  for  shipowners.  This 
year's  net  income  at  shipowner  OMI  Corp. 
should  be  up  better  dian  tenfold  from  two 
years  ago.  Share  prices  are  up,  too,  al- 
though not  as  steeply.  Standard  &  Poor's 
index  of  maritime  stocks  has  risen  83% 
since  2002  versus  29%  for  th<     P  500. 


The  party  isn't  over,  says  Mark  Cof- 
felt,  chief  investment  officer  at  First 
Austin  Capital  Management.  He  began 
buying  tanker  stocks  a  year  ago  for  his 
$43  million  Texas  Capital  Value  Fund.  He 
isn't  about  to  jettison  his  holdings. 

A  line  of  business  that  can  see  profits 
lurch  violently  upward  is  exposed  to  the 
same  kind  of  volatility  on  the  way  down. 
But  Coffelt  says  demand  for  cargo  haul- 
ing will  continue  to  grow,  to  feed  raw 
materials  to  Chinese  and  Indian  factories. 
In  doilar  terms  almost  half  of  all  U.S. 
imports  arrive  by  sea. 

Coffelt  says  it  may  take  a  year  and  a 
half  at  least  before  new  capacity  is  in  the 
water.  He  also  suspects  a  reluctance  on  the 
part  of  shipowners  to  grow  too  fast:  "The 
last  thing  they  want  to  do  is  go  out  and 


spend  a  ton  of  money  to  buy  a  bunch 
big  boats  and  find  there's  excess  capacity 

Magnus  Fyhr,  an  equity  analyst  in  tl 
Houston  office  of  Jefferies  &  Co.,  forese 
a  steady  growth  in  demand  for  c 
tankers.  Owners  are  collecting  daily  rat 
of  $99,654  on  the  largest  tankers,  up  fro 
$10,564  only  two  years  ago.  Supply,  1 
says,  will  be  dampened  by  rules  requirii 
fleet  owners  to  upgrade  from  singl 
hulled  to  double-hulled  tankers  as  ; 
environmental  safety  measure. 

Fyhr  says  he  is  being  conservative 
estimating  that  the  double-hull  rnand; 
from  the  International  Maritime  Orgar 
zation,  the  United  Nations  agency  charg 
with  enforcing  environmental  rules,  \v 
remove  10  million  deadweight  tons  fra 
the  world's  fleet  next  year.  (Deadweig 
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Keep 


measures  the  number  of  tons  a  ship  can 
transport  of  cargo,  stores  and  bunker  fuel; 
10  million  tons  is  the  equivalent  of  31  full- 
size  tankers.)  Teekay  Shipping,  which  car- 
ries 10%  of  the  world's  seaborne  oil,  is 
predicting  that  19  million  tons  will  be 
scrapped  in  2005,  with  78  million  more 
going  from  2007  to  2010.  The  world's 
tanker  fleet  is  now  328  mil- 
lion tons. 

II  you  want  to  buy  into 
this  sector,  first  find  the 
age  of  a  target  company's 
fleet.  Modern  ships  are  better  equipped  to 
handle  regulatory  changes  and  are  also 
more  likely  to  meet  increasingly  strict 
chartering  policies  set  by  the  big  energy 
companies.  The  average  age  of  the  world 
shipping  fleet  is  12  years,  according  to  Jef- 
feries.  The  companies  in  our  table  (see 
below)  all  have  younger  fleets. 

Next  keep  in  mind  what  these  boats 
are  hauling.  Fyhr  says  demand  for  tankers 
that  carry  refined  products — gasoline,  jet 
fuel  and  kerosene — is  healthier  than 
demand  for  crude  tankers.  Reason:  The 
U.S.  isn't  building  new  refineries,  so  when 
demand  for  gasoline  rises,  so  does 
demand  for  imports.  Witness  the  18% 
jump  in  refined  product  imports  that  the 
U.S.  saw  in  2003,  versus  4%  for  crude. 
Clarkson  Research  forecasts  U.S.  product 
imports  will  rise  3.3%  next  year. 

A  company  that  looks  good  by  those 
two  measures  is  Dampskibsselskabet  Torm. 
This  Danish  outfit,  which  lists  its  shares  on 
the  Nasdaq,  owns  24  ships,  18  of  them  car- 


cargo.  All  are  double-hulled,  and  the  age  of 
its  fleet  averages  out  at  just  6.5  years. 

Another  consideration  is  whether  a 
shipper  focuses  on  spot  or  time  charters. 
With  spot  charters,  a  customer  hires  a 
vessel  for  a  single  trip  usually  lasting  two 
to  ten  weeks.  The  owner  shoulders  all 
expenses.  Under  a  time  charter  a  ship 


this  group.  Jefferies  analyst  Fyhr  recom 
mends  paying  close  attention  to  how  tru 
stocks  are  valued  relative  to  their  cash  flovj 
(in  the  sense  of  net  income  plus  deprecia 
tion).  On  average,  maritime  shippers  g(j 
for  eight  times  trailing  12-month  cas 
flow.  The  cash  flow  multiples  for  the  stock! 
in  our  table  average  out  at  6.5.  Torm  share} 


in  mind  what  the  boats  are  hauling.  Demand 
is  healthier  for  refined  products, 


rying  refined  products  and  6  dry  bulk 

Not  Too  Late  to  Get  on  Board 


may  be  engaged  for  years  or  several  voy- 
ages; customer  and  owner  split  the  costs. 

Spot  charters  are  subject  to  severe 
price  swings.  One  Coffelt  holding,  OMI, 
owns  37  ships,  20  of  them  carrying 
refined  products  on  time  charter. 

Tankers  aren't  the  only  way  to  play  inter- 
national shipping.  Canada's  CP  Ships  trans- 
ports cargo  containers.  Its  80  vessels  ply  22 
trade  lanes,  with  business  in  Asia  accounting 
for  one-fifth  of  the  company's  sales. 

CP  Ships  has  taken  its  share  of  knocks 
lately.  In  August  the  firm's  shares  sank 
when  it  said  software  glitches  had  led  to 
overstated  2003  earnings.  Earlier  this 
month  its  chief  executive  stepped  down, 
citing  differences  with  the  board  of  direc- 
tors. But  the  company  says  the  resigna- 
tion won't  affect  earnings,  and  Moody's 
noted  that  the  restatement  was  limited  in 
scope  and  satisfactorily  resolved. 

In  the  past  five  years  the  combined 
market  value  of  U.S. -listed  shippers  has 
grown  from  $3  billion  to  $19  billion,  so 
investors  should  pick  stocks  carefully  in 


sell  for  just  four  times  cash  flow. 

Takeover  targets  are  another  invest- 
ment opportunity.  Even  with  rising  shar< 
prices,  private  equity  group  Fortres] 
Investment  launched  a  $677  million  casfl 
bid  for  Stelmar  Shipping  in  September! 
(See  story  in  Dec.  13  FORBES,  available  Or\ 
the  Web.)  At  the  time  Stelmar  had  an 
enterprise  value  (debt  plus  market  value 
of  common  stock)  of  $1.1  billion,  1 
times  its  operating  earnings,  or  profiti 
before  interest,  taxes  and  depreciation. 

The  multiple  on  the  Stelmar  deal  maj 
look  rich,  but  it  is  in  line  with  a  nine-yeal 
average  enterprise  multiple  of  11.3  foj 
maritime  mergers  and  acquisitions.  Fyhi 
argues  that  like  the  oil  drillers  in  the  mid- 
1990s,  marine  shippers  will  fetch  richei 
cash  flow  multiples  than  they  have  histor 
ically,  especially  as  more  U.S.  investor! 
take  an  interest  in  the  industry.  The  stock} 
in  our  table  carry  an  average  enterpris« 
multiple  of  7.5.  Another  plausible  takeovei 
target,  according  to  the  Value  Line  Invest' 
ment  Survey:  CP  Ships. 


If  you  believe  China  will  continue  to  suck  in  imports  and  spit  out  exports,  then  picking  up  some  shipping  shares  could  be  smart. 
On  average  these  stocks  look  reasonable  relative  to  industry  multiples  of  cash  flow  and  enterprise  value. 


PRICE 


COMPANY 

AVERAGE 
FLEET  AGE 
•YEARS) 

RECENT 

CHANGE  FROM 
52-WEEK 
HIGH 

PRICE/ 
CASH  FLOW1 

VALUE2 
(SMIL) 

MULTIPLE3 

LTD/TOTAL 
CAPITAL 

CP  SHIPS 

9.7 

$13.25 

-39% 

7.0 

$1,647 

7.5 

28% 

DAMPSKIBSSELSKABET  TORM4 

6.5 

43.44 

-3.0 

4.0 

1,980 

5.3 

40 

FRONTLINE 

8.0 

61.53 

1.3 

5.8 

7,761 

8.0 

78 

GENERAL  MARITIME 

11.4 

44.47 

-1.0 

5.9 

2,256 

6.6 

44 

OMI 

3.4 

20.98 

2.0 

8.6 

2,656 

10.9 

42 

OVERSEAS  SHIPHOl  DING  GROUP 

7.2 

64.99 

0.0 

8.0 

3,071 

6.3 

43 

TEEKAY  SHIPPING 

8.0 

52.52 

-4.0 

6.2 

6,890 

7.9 

54 

ENTERPRISE 


Prices  as  of  Nov.  29.  Cash  How  defined  as  net  income  plus  depreciation  and  amortization.  'Market  value  of  common  plus  net  debt  JEnterpnse  value  divided  by  past  12  months  earnings  before 
interest,  taxes,  depreciation  and  amortization  'Amencan  Depositary  Receipts  Sources:  Jefferies  &  Co.:  CP  Ships:  FT  Interactive  Data  and  Reuters  Fundamentals  via  FactSet  Research  Systems. 


FORBES"  December  27,  2004 


St.  Regis 

RETKCAT 
rEMENOS  ANCUIUA 


Offering  magnificent  Estates,  Villas  and  Oceanfront  Residences  -  among  the  most  breathtaking  in  the  Caribbean, 
with  a  full  array  of  st.  regis  services,  spa  and  greg  norman  designed  golf  course.  $2.95  -  8. 5m.  to  learn  more 

ABOUT  THE  PLEASURES  OF  OWNERSHIP,  PLEASE  CONTACT:  264-498-7000  OR  VISIT  OUR  WEBSITE  STREGISRESIDENCES.COM/ANGUILLA 

This  is  not  an  offer  nof  s  an  otter  made  where  prohibited  by  law  A  prospective  purchaser  should  seek  competent  legal  advice  in  connection  with  any  purchase.  Home  dopeton  is  a  Ternenos  Estate  model  homo  Some  photos  are  beaches  substantially  similar  to  the  project's 
beaches.  Hotel  services  would  be  available  at  an  additional  lee  nol  included  m  Ihe  purchase  price  Construction  ol  the  Estates,  Villas,  and  Oceanfronl  Residences  is  scheduled  to  begin  in  Ihe  fall  ol  2004.  They  will  not  be  owned,  develdped.  or  sold  by  Starwood  Hotels 
&  Resorts  Woridwide,  Inc  The  use  of  the  St.  Regis  trademark  is  pursuant  to  a  license  from  Starwood  Hotels  &  Resorts  Worldwide  Inc.  to  an  affiliate  of  Flag  Luxury  Properties,  LLC,  which  license  may  be  terminated  or  revoked  pursuant  to  the  terms  thereof. 

ll 


strategies  and  { 
a  restless  DNA 


of  business 
innovation 
have  yet  again 
reinvented 
America's 
most  diversified 
economy  — 
a  melting  pot 
of  immigrant 
M.BAs  thriving 
on  radical 
change  in  a 
great  big  city. 


f  We  told  the  world  to  let  the  marketplace  find  its  own  way.  Eventually  the  world  listened,  and 
then  gave  us  a  bunch  of  Nobel  Prizes  in  economics. 

We  got  through  faster  when  we  said  that  the  business  of  business  is  creating  shareholder 
value,  and  the  world  has  seen  the  financial  markets  democratize. 

Chicago  knows  something  about  making  money.  The  restlessly  adaptive  blood  of  market 
economics  throbs  in  our  veins.  Yet  no  other  city  on  Earth  can  match  our  businesses'  city-building 
]  commitment  to  use  private  profit  for  the  common  good  and  for  the  public's  pursuit  of  happiness. 

Comfortable  With  Radical  Change 

Chicago  is  a  town  founded  on  making  money,  and  that's  why  no  city  ever  grew  so  fast  and 
furiously  as  we  did.  Along  the  way,  we've  created  hundreds  of  industries,  only  to  innovate 
them  out  of  existence  again.  We  are  comfortable  with  radical  change,  and  that's  what  qualifies  us 
for  the  global  road  ahead. 


he  city's  economy  "has  experienced  a  more  pro- 
found transformation  —  from  'stacker  of  wheat" 
to  'service  city'  —  than  have  other  large  metro- 
politan areas  of  the  United  States,"  writes 
mmJKLmm  Federal  Reserve  Bank  of  Chicago  Vice  President 
Bill  Testa  in  a  recently  published  book.  Global  Chicago. 

Our  financial  exchanges  first  made  food  abundant  and 
affordable  for  America,  and  now  manage  the  risks  of  ever- 
more volatile  markets  worldwide.  As  the  market-stabilizing 
mechanism  of  derivatives  trading  goes  increasingly  global 
and  electronic,  Chicago-based  exchanges  (including 
Americas  first  to  go  public)  sit  on  the  fastest,  highest-volume 
telecommunications  infrastructure  on  Earth. 


From  the  forthcoming  book.  Revealing  Chicago,  by  Terry  Evil 
to  be  published  by  Harry  N.Abrams.  Inc..  in  May  20 

Growing  Rich  on  Location  and  Infrastructure 

Chicago  has  always  grown  rich  exploiting  its  location  throu 
dominant  infrastructures.  Its  North  American  railroad  suprei 
acy  has  now  made  Chicago  by  far  the  Western  Hemisphe] 
largest  intermodal  container  handler  —  the  only  contain 
"port"  with  equally  balanced  European  and  Asian  trade  v 
umes;  New  York's  gateway  to  the  Pacific;  and  Los  Angel 
gateway  to  the  Atlantic.  American  leadership  in  logistii 
trucking,  warehousing  and  distribution  naturally  coincide 
From  the  first  paid  airplane  ticket  to  the  prese 
Chicago's  airport  system  offers  the  most  flights  to  the  m 
places  —  3,300  flights  per  day,  with  nonstops  to  134  Tj 
cities  and  46  international  business  capitals.  A  just  rebi) 


Ed  Zander 

Chairman  and  Chief  Executive  Officer,  Motorola 

Motorola  was  born  76  years  ago  on  West  Harrison  Street  in  Chicago.  Today,  our  state-of-the-art  consumer  experience  design  stu 
overlooks  the  Magnificent  Mile. 

Dynamic,  multicultural,  tech-sawy  metropolises  like  Chicago  are  critical  to  Motorola's  vision  of  Seamless  Mobility.  People  on  the 
need  information  and  connections  on  the  go. 

Personal  mobile  bi  adband.  Real-time  traffic  and  navigation.  A  VOIP  phone  with  an  office  WLAN  inside.  Motorola  brings  them  to  ; 
—  from  home  to  car  to  office  and  the  spaces  in  between. 

Motorola  gives  b       o  communities  where  we  live,  work  and  do  business.  As  part  of  our  commitment  to  enriching  educatior 
science  and  math,  for  example,  we  are  a  title  sponsor  for  the  Chicago  Public 
Schools  Science  Fair  vG  helped  prepare  kids  for  the  future  with 

|unior  Achievement  c  o  since  the  1 940s.  gA  MOTOFR&LA 

Motorola  and  Chic         wing  forward  together.  intelligence  everywh^ 


RESOURCEFUL  BY  NATURE  " 
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Boeing's  Global  Enterprise  —  Flight  Plan  to  Chicago 

When  the  Boeing  Company  moved  to  Chicago  a  few  years  ago  from 
West  Coast,  two  of  its  four  key  headquarters  relocation  criteria  were 
related  —  quick  access  to  its  operations  throughout  America  and  c 
venient  nonstop  connections  to  customers  worldwide. 

The  ability  to  wake  up  and  go  to  sleep  in  their  own  beds  with  a  i 
business  day  of  face  time  in  New  York  and  D.C.  has  transformed 
quality  of  life  for  Boeing's  corporate  leaders  —  who  previously  lost 
days  in  travel  time  to  work  the  East  Coast.  And  C-level  visitors! 
Boeing  World  Headquarters  can  stay  in  three  of  Zagat's  top-five  u 
hotels  in  a  vibrant  downtown,  where  the  majority  of  the  region's  of| 
space  is  concentrated  within  walking  distance. 

Boeing's  other  two  key  headquarters  relocation  criteria  were  to  fiij 
business-friendly  environment  and  a  culturally  diverse  city  with  a 
spectrum  of  ethnic  amenities  to  attract  the  world's  best  talent  and  fui 
its  corporate  diversity  strategy.  Both  roads  led  to  Chicago. 


IF  YOU'VE  GOT  ENOUGH 
WAT  E R„  YOU  CANi  MAKE  STEEL 
AND  CONCRETE  GROW/.. 


•  Win  - 
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hicago  business  is  a  tightly  knit  com 
munity,  communicating  for  mutua 
benefit  and  collaborating  for  the  public 
good.  Chicago 


"If  I  ask  a  Chicago  business  leaden 
'What  have  you  done  lately  for  Chicago?' 
he  knows  I  expect  an  answer" 

—  Jamie  Dimon, 
Chief  Operating  Officer,  JPMorgan  Chase 


c 

^^^^^^^  Mayor  Richard 
M.  Daley  frequently  says  he  is  the 
envy  of  his  peers  throughout  the 
country  "because  I  enjoy  a  close 
partnership  with  business  in  every 
important  thing  we  do  here." 

New  Yorker  Jamie  Dimon, 
chief  operating  officer  of  JPMorgan 
Chase,  put  it  this  way:  "If  I  asked  a 
New  York  business  leader,  'What 
have  you  done  for  the  city  lately?' 
he'd  wonder  what  I  was  talking 

about.  If  I  ask  a  Chicago  business  leader,  'What  have  you 
done  lately  for  Chicago?'  he  knows  I  expect  an  answer." 
What  20  corporations,  13  foundations,  and  56  fami- 


and  individuals 
done  for  Chicago  lately  wi 
come  up  with  at  least  SI 
lion  each  —  for  a  total  of  S 
million  —  to  ensure  than 
city's  new  Millennium 
makes  an  adequate  statement  about  Chicago's  21st  cen 
intentions,  through  public  art  and  architecture  for  the  pe 
of  Chicago. 


Michael  RViollt 

President,  Robert  Morris  College 

Robert  Morris  College  (RMC)  is  an  independent,  accredited,  not-for-profit  institution  offering  associate  and  baccalaureate  de 
programs  focusing  on  integrating  hands-on,  experiential  instruction  together  with  general  education  foundations  and  real-world  en 
ment  opportunities. 

The  College  offers  programs  in  business,  graphic  arts,  healthcare,  culinary  arts  and  computer  studies.The  curricula  are  designed 
input  from  leaders  in  those  respective  fields  and  evolve  with  changes  and  growth  in  each  industry.  Partnerships  with  Chicago  and  II 
corporations  and  healthcare  institutions  help  ensure  that  RMC  graduates  are  prepared  for  careers  that  are  integral  to  the  futur 
employers  and  employees  alike. 

Serving  over  6,000  students  statewide,  RMC's  main  campus  is  in  downtown  Chicago  with  branch  campuses  in  Orland  Park, 
County,  DuPage  (Aurora),  O'Hare  (Bensenville),  Peoria  and  Springfield.  Robert  Morris 

College  is  the  largest  private  college  grantor  of  Bachelor's  Degrees  in  Business  in  ,    sflPU  ■»  «- 

Illinois  and  the  state's  top  provider  of  associate  degrees.  XvODCIX  ''^K^  IVIOn 


Chicago     v?  -  i 
Symphony  Orchestra 


Chicago  claims  the  best  urban 
quality  of  life  in  America 

"You  could  never  do  this  in  New  York,"  Dimon  recently  told  | 
Economic  Club  of  Chicago. 

The  people  of  what  the  New  York  Times  has  called  "the  quintesserJ 
American  city"  are  immigrants  from  everywhere  —  from  200  nations  dj 
ing  just  the  past  30  years.  There  is  no  majority  race  in  metropolis 
Chicago,  a  city  with  130  foreign-language  media,  and  a  9-1-1  system  tl 


William  A.  Osborn 

Chairman,  President  and  Chief  Executive  Officer,  Northern  Trust 

Northern  Trust  has  been  part  of  the  fabric  of  Chicago  since  our  founding  in  1889.  Since  then,  we  have  grown  to  be  one  of  the  lead 
providers  of  custody,  asset  administration  and  asset  management  services  for  institutional  and  private  clients  worldwide.  Northern  Trii 
employs  more  than  8,200  people  worldwide,  with  over  5,300  in  the  Chicago  area. 
.  We  are  committed  to  contributing  to  the  growth  and  vitality  of  the  city  through  our  support  of  social  welfare,  educational,  civics 
cultural  institutions,  and  through  more  than  130,000  volunteer  hours  provided  to  these  organizations  by  our  employees.  We  do 
because  a  strong  and  healthy  community  benefits  all  Chicagoans,  and  because  we  want  to  give  back  to  the  city  that  has  helped  m; 
Northern  Trust  successful.  Chicago  is  a  world-class  city  in  which  a  global  business  can  thrive,  and  Northern  Trust  is  proud  to  call  it  hon 


Northern  Trui 


2nd  to  none. 
Hmmm,  sounds  familiar. 


Burson 


Brand  Marketing  I  Change  Communications  I  Corporate/Financial  Relations 
Crisis  Management  I  Government  Relations  I  Public  Affairs  I  Media  Relations 
Healthcare  I  BKSH  &  Associates  I  Direct  Impact  I  Marsteller  Advertising/Interactive 

Technology  I  Worldwide 


To  learn  more,  visit  www.bm.com, 
or  call  John  LaSage  or  Bob  Kornecki  at  312.596.3400. 
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can  answer  emergency  phone  calls  in  27  languages. 

Chicagoans  are  a  profoundly  diverse  population  that  gjl 
together  frequently  and  comfortably,  a  million  at  a  time  at  fi 
lakefront  festivals,  speaking  a  hundred  languages.  Chicago  claii 
the  best  urban  quality  of  life  in  America  —  offering  financially  a 
logistically  manageable  lifestyles  filled  with  an  abundance  of  ca 
classic,  global  and  authentic  options  for  cosmopolitan  ways  of  li 

"America's  Most  Diversified  Economy"  —  Moody's 

Chicago's  economy  is  as  diversified  as  its  population  is  di\  cr 
Moody's  Investors  Service  ranked  it  the  country's  most  diversifii 


Other  Services  5% 


Leisure  &  Hospitality  9% 


Educational  & 
Health  Services  14% 


Professional  & 
Business  Services  18% 


Financial  Activities  9% 


Construction  5% 


Manufacturing  Mj 


Wholesale  Trade  i 


Retail  Trade  12% 


Transportation  &  i 
Utilities  S% 


Information  3% 


Chicago's  labor  pools  rank  in  the  top  five  largest  for  all  but  one  of 
the  22  major  occupational  groups  tracked  by  the  U.S.  government. 

Source:  World  Business  Chicago 


Chicago  Airport  System 

The  Chicago  Airport  System  is  the  centerpiece  of  the  nation's  aviation  network.  More  than  88 
million  travelers  experience  O'Hare  and  Midway  International  airports  annually.  Everyone  at 
Chicago's  airports  has  a  strong  commitment  to  operating  superior  and  award-winning  airports, 
offering  unparalleled  levels  of  service  and  choice  to  air  travelers. 

Chicago's  airports  are  working  to  meet  the  challenges  and  demands  of  the  21st  century.  The 
recent  completion  of  the  Midway  Terminal  Development  Program  has  increased  the  number  of 
airline  gates,  restaurants  and  retail  options  for  visitors.  We're  also  planning  for  the  future  with  the 
O'Hare  Modernization  Program,  which  will  reconfigure  the  airport's  intersecting  runways  into  a 
more  modern,  parallel  layout, 

O'Hare  and  Midway  International  airports,  the  region's  largest  economic  engine,  are  owned 
and  operated  by  the  City  of  Chicago.  The  airports  are  self-supporting  and  receive  no  local  tax- 
payer dollars. 


-  •  ^  J! t 


meaning  it  is  the  one  place  that  most  resembles  the  American  eq 
omy  as  a  whole.  This  diversification  has  always  protected  Chicag(j 
downturns  and  has  serendipitously  contributed  to  entrepreneu| 
innovation.  Since  1990,  the  value  of  locally  produced  goods  ? 
services  has  increased  37%,  resulting  in  a  $366  billion  metropoli! 
economy  (21%  larger  than  Sweden's). 

In  many  ways  we  are  America's  leading  business  city.  Not  j 


George  Nolen 

President  and  Chief  Executive  Officer,  Siemens  Corporation 

Whether  traveling  from  O'Hare,  watching  a  game  at  Soldier  Field  or  getting  a  checkup  at  Northwestern  Memorial  Hospital,  Chicago 
benefit  from  Siemens'  innovations  in  everything  from  security  and  power  to  medicine  and  lighting  to  transportation  and  communicatK 
Through  1 5  divisions  in  the  Chicagoland  area,  including  the  worldwide  headquarters  of  Siemens  Nuclear  Medicine,  3,300  Siemens  emp 

ees  are  enhancing  the  way  Chicagoans  live  and  work. 

In  2005,  Siemens  Building  Technologies  will  introduce  the  Siemens  Energy  Academy.  This  partnership  with  "Chicago  After  Scr 
Matters"  will  expose  students  from  13  schools  to  the  science,  economics  and  policies  of  energy,  as  well  as  provide  job  shadow 
internships  and  skills  training. 

Siemens  also  donates  millions  each  year  to  programs  that  encourage  students  to 
pursue  studies  and  careers  in  math  and  the  sciences.  Siemens  and  its  employees  are 

I 

committed  to  helping  "the  city  that  works"  work  better. 


SIEMEN 


CONSIDER  YOUR  NATIONAL 
RETAIL  NETWORK. 
Consider  the  dots  connected. 
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Now  we  can  design,  deliver  and  manage  a  data 
integration  system  that  brings  it  all  together. 
Converge  every  kind  of  business  network  -  dealers, 
brokers,  suppliers,  customers  -  across  platforms, 
across  America.  All  on  the  strong,  reliable  backbone 
of  the  SBC  network.  To  connect  the  dots  coast  to 
coast,  talk  to  your  SBC  account  representative. 

GOING  BEYOND  THE  CALLf 

SBC 

com/dots 


. . .  there  is  virtually  no 
segment  of  the  American 
economy  in  which  Chicago 
is  not  a  key  player 


measured  by  98  headquarters  of  large  publicly  trad- 
ed corporations,  but  by  the  fact  that  there  is  virtu- 
ally no  segment  of  the  American  economy  in 
which  Chicago  is  not  a  key  player.  Our  niche  is  no 
niche  but  change,  the  national  leader  in  a  dozen 
rapidly  —  and  often  radically  —  evolving  indus- 
tries, including  a  still-strong  and  diversified  man- 
ufacturing base. 

"Dominating"  in  Business  Expansion 

During  the  most  recent  economic  slowdown,  the 
city  that  created  the  skyscraper  as  an  efficient  sym- 
bol of  business  success  continued  to  build  vigor- 
ously. Millennium  Park  was  just  one  of  numerous 
breakthrough  public  projects  executed  by  "the  city 
that  works."  As  a  strategic  indicator,  a  quarter  bil- 
lion of  the  $11  billion  spent  since  1989  on  public 
works  in  the  Daley  administration  has  been  for  51 
new  public  libraries,  usually  as  the  avant-garde  of 
neighborhood  redevelopment. 


Joe  Walkoviak 

President  and  Chief  Executive  Officer,  SBC  Midwest  (a  subsidiary  of  SBC  Communications  Inc.) 

When  it  comes  to  fostering  a  dynamic  business  community,  Chicago  is  indeed  the  "city  of  big  shoulders."  Chicago  supports  compar 
with  its  tremendous  resources,  attractive  economic  opportunities  and  a  top-notch  infrastructure.That  infrastructure  includes  world-cl 

telecommunications  services  from  the  SBC  family  of  companies. 

Whether  a  business  operates  on  a  local,  national  or  global  scale,  SBC  companies  offer  an  array  of  voice,  data,  wireless  and  Inter 
Protocol  (IP)  communications  services  that  help  bring  businesses,  their  employees  and  their  customers 
closer  together.  Having  invested  in  IP  networks  and  advanced  technologies,  SBC  companies  today 
deliver  next-generation  services  to  our  business  and  residential  customers  across  Chicago. 

SBC  companies  have  more  than  17,000  employees  in  the  Chicago  area  and  we  are  a  major 
supporter  of  local  cultural  and  educational  institutions.  With  125  years  of  service,  the  SBC  family  of 
companies  is  proud  to  be  Chicago's  hometown  communications  company. 


SBC 


Midway 
Interna  tional 
Airports 

m 


Serve  more  than  88  million  passengers  annually 
with  flights  to  more  than  200  destinations  globally 


►  Generate  over  $45  billion  annually  to  the  region's 
economy 


►  Provide  more  than  540,000  jobs 


:hard  M.  Daley,  Mayor 

*HN  A.  ROBERSON,  COMMISSIONER  OF  AVIATION 


www.flychicago.com 
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ship 


Shedd  Aquarii 


The  city's  latest  reinvention 
of  its  economy  posted  its 
most  dramatic  job  growth  — 
43%  —  in  "business 
services"  employment. 


0_ 
side,  metropolitan 
Chicago  "domi- 
nated" America's 
cities  in  new  and 
expanded  corporate  construction  in 
each  ol  the  past  three  years  with  $18  billion  in  private  cap- 
ital investment,  according  to  Site  Selection.  Chicago's  down- 
town still  has  room  to  grow,  with  dramatic  residential 
development  well  under  way  and  with  32  million  square 
feci  of  new  office  growth  projected  over  the  next  15  years. 

Huge  and  Diverse  Workforce 
Now  #1  in  Business  Services 

Willi  a  workforce  in  excess  of  4  million,  Chicago's  diversified 
labor  pools  are  huge.  Of  the  22  occupational  groups  tracked 
by  the  U.S.  government,  Chicago  is  a  major  employer  in  all 


but  one.  The  city's  latest  reinvention  of  its  economy  posj 
its  most  dramatic  job  growth  —  43%  —  in  "business  seHj 
es"  employment.  Chicago  actually  surpassed  New  Yorkl 
the  total  number  of  these  jobs  —  the  necessary  human  inlj 
structure  of  the  global  economy  —  during  the  precedl 
business  cycle. 

That  cycle  created  476,700  new  private-sector  jl 
—  more  than  New  York,  Los  Angeles  and  Boston  col 
bined.  Financial  services  jobs  are  up  17%  since  1^90| 
Chicago,  whereas  both  New  York  and  Los  Angeles  hi 
seen  declines. 


John  LaSage 

Midwest  Chairman,  Burson-Marsteller 


Bob  Kornecki 

President  &  CEO,  Midwest  Region,  Burson-Marsteller 


Chicago  enjoys  a  reputation  as  one  of  the  world's  best  places  to  live  and  work.  Chicagoans'  warm  hospitality,  civic  commitment  l 
drive  to  succeed  have  come  to  define  this  dynamic  city.  Residents  and  business  leaders  alike  are  active  community  members  who  en' 
gize  all  aspects  of  city  life.  We  applaud  Mayor  Richard  M.  Daley's  leadership  in  building  Chicago's  well-deserved  reputation  as  "1 
City  That  Works." 

Burson-Marsteller  is  proud  to  have  been  an  integral  member  of  Chicago's  communications  community  since  our  firm's  found 
in  1953.  We  have  built  a  reputation  as  one  of  the  world's  leading  communications  firms,  representing  many  of  the  best-known  glo 
ai  brands.  Burson-Marsteller  serves  many  of  Chicago's  largest  companies  and  nonprofits,  and  stands  as  the  industry  leader  in  repu 
tion  management. 

We  look  forward  to  continuing  to  serve  Chicago  and  all  those  who 
make  it  "The  City  That.  Works." 


Burson-Marstelle 


Karen  Scott 

Co-owner  of 
Chelsea  &  Scott  Ltd. 

'reator  of  One  Step  Ahead 
and  Leaps  and  Bounds 


Trust  Northern. 

To  help  you  manage  the  growth  spurts. 


Bringing  home  baby  can  mean  sorting  through  a  bounty  of 
baby  products.  And  just  as  Karen's  catalog  customers  trust  her 
to  pick  out  the  best  and  brightest  of  the  bunch  for  their  children, 
Karen  trusts  Northern  for  the  best  financial  solutions  lor  her 
business.  From  lines  of  credit  to  treasury  management,  our 
clients  know  the  financial  professionals  at  Northern  Trust  will 
craft  a  quality  plan  for  their  specific  situation.  And  give  them 
the  personal  attention  they  need  to  raise  their  company  from 
infancy  to  adulthood. 

To  ensure  your  financial  life  is  handled  with  kid  gloves, 
call  William  Morrison,  President  —  Persona!  Financial  Services, 
at  800-468-2352. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I  Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation       Member  FDIC 


Our  People  Are  Our  Top  Priority 

The  development  of  our  people  is  the  top  priority  of  Chicago's 
government  and  its  business  leaders,  who  have  together  pio- 
neered a  national  revolution  in  public  education.  This  trans- 
formation began  through  Mayor  Daley's  demand  for  account- 
ability, and  continues  through  Renaissance  2010  in  order  to 
rebuild  significant  parts  of  the  system  as  public-private 
endeavors.  A  culturally,  racially  and  religiously  diversified 
workforce  of  collaborative  problem-solvers  is  Chicago's  strat- 
egy for  maintaining  America's  competitive  edge  in  innovation. 
Savvy  knowledge  and  creative  leadership  are  primary 


survival  tools  in  a  radically  evolving  worldwide  marl 
place.  Chicago's  great  business  schools  for  decades  h 
been  charting  profitable  paths  through  new  global  junj 
of  opportunity. 

Globally  Influential  Business  Schools 

Nineteen  Nobel  Prizes  —  eight  to  teaching  faculty  — 
the  past  30  years  have  acknowledged  the  leadership  of  | 
Chicago  School"  of  economics  at  the  University  of  Chic; 
Constant  innovation  at  Northwestern  University's  Kell 
School  of  Management  has  made  it  the  mentor  of  busii 


Carolyn  Brookter 

Director,  Corporate  Communications.Target  Stores 

Target  Stores  first  entered  the  Chicago  market  in  1993  and  has  never  looked  back.  Fifty-seven 
stores  and  approximately  10,000  employees  later,  there  is  aTarget  or  SuperTarget  Store  within  min- 
utes of  every  person  living  in  Chicago,  and  there  isn't  a  better  community  in  which  to  do  business. 
The  city  continues  to  grow  and  embraces  a  similar  vision  to  our  company  —  education  and  acces- 
sible arts  programs  —  and  offers  a  favorable  business  climate. 

We  at  Target  found  it  easy  to  integrate  into  the  Chicago  community.  Whether  presenting  a 
major  holiday  parade,  bringing  a  multicity  art  exhibit  to  local  museums,  finding  support  for  our 
school  fund-raising  program  or  supporting  large  volunteer  initiatives  such  as  the  MLK  Celebration 
with  Chicago  Cares,  residents  welcome  our  efforts  to  give  back  to  the  communities  in  which  we 
do  business  and  show  their  appreciation  by  shopping  in  our  stores. 


EXPECT  MORE.  PAY  LESS 


an 
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G.Allen  Andreas 

Chairman  and  Chief  Executive  Officer,  Archer  Daniels  Midland  Company 

ADM  owns  and  operates  20,000  railcars,  2,000  barges,  400  grain  elevators  and  250  processing  plants 
in  60  countries  around  the  world.  But  our  most  valuable  asset  by  far  is  our  people.  From  a  trucker  in 
Decatur  to  a  trader  in  Chicago,  our  employees  are  our  most  important  resource  at  ADM. 

Through  the  creativity  and  capabilities  of  our  employees,  as  well  as  a  strong  asset  base  and  ability  to 
marshal  our  global  resources,  ADM  is  making  significant  contributions  toward  feeding  the  world, 
preserving  the  environment  and  unlocking  the  endless  potential  of  nature's  bounty.  Our  value-added 
approach  to  agriculture  is  creating  everything  from  better  foods  to  cleaner,  renewable  fuel  sources. 

At  ADM,  Resourceful  by  Nature™  doesn't  just  describe  what  we  do,  it  represents  who  we  are. 
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The  architecture  of  Chicago's  economic 
strategy  is  three  braided  pillars  — 
workforce,  quality  of  life  and  infrastructure. 


schools  worldwide,  consistently  topping  Business  Weeks 
annual  survey  and  being  the  only  #1  Executive  M.B.A.  pro- 
gram (a  concept  it  pioneered)  since  U.S.  News  &  World 
Report  began  its  ratings  in  1990.  DePaul  University's 
Kellstadt  Graduate  School  of  Business  has  for  a  decade 
shared  lop- 10  rankings  with  Kellogg  and  Chicago  for  its 
part-time  M.B.A.  program. 

The  architecture  of  Chicago's  economic  strategy  is  three 
braided  pillars  —  workforce,  quality  of  life  and  infrastruc- 
ture. Quality  of  life  is  what  attracts  and  retains  creative, 
problem-solving  employees.  The  development  of  our  people 
—  and  their  individual  pursuit  of  happiness  —  is  the  liber- 
ating and  democratizing  goal  of  our  hard-nosed  Chicago 
school  of  economics.  Since  our  pioneer  days  of  speculating 
on  mud,  building  the  world's  greatest  city  has  been  our  core 
purpose.  We're  making  good  progress. 

Chicago  remains  a  wide-open  business  city  where  the 
top  rung  of  the  ladder  is  nobody's  birthright.  We  are  always 
eager  to  plug  in  more  business  partners  who  enjoy  the 
unabashed  adventure  of  business  and  the  unique  satisfac- 
tion of  getting  to  build  hands-on  a  great  American  city,  for 
the  prosperity  of  all.  ■ 


Barbie  Adler 

President,  Selective  Search,  Inc. 

Founded  in  1991  in  Chicago,  Selective  Search  is  recognized  nationally  as  the  most  reputable  matchmaking  firm.  Time-constrair 
successful  executives  trust  Selective  Search  as  their  "personal  recruiter"  to  introduce  them  to  exceptional  life  partners. 

The  company  prescreens,  personally  interviews  and  handpicks  appropriate  female  matches  for  its  clients. 

With  leading  businesses  headquartered  in  Chicago  and  numerous  executives 
traveling  to  this  world-class  city,  Selective  Search's  location  makes  it  desirable  to  a 
wealth  of  clients.  Selective  Search's  growth  is  enhanced  collaboratively  between  the 
city's  business  community,  civic  and  government  leaders. 

Led  by  Barbie  Adler,  a  native  Chicagoan  and  highly  sought  relationship  expert, 
the  company  has  become  a  nationally  recognized  brand.  Securely  rooted  in  the 
$40  billion  matchmaking  industry,  Selective  Search  is  proud  to  contribute  to  the  SELECTIVE  SEARC 

City's  growth  and  profoundly  impact  its  clients'  lives.  WL~  /d .,„•/.,■«,  TtUh  /I*™/  WidcL* 
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Gourmet  market,  Six  restaurants, 
Dry  cleaners,  ATM/Bank,  Salon, 
Florist,  Available  indoor  parking, 
xt  Center  with  high-speed  Internet, 
5,000-sq.  ft.  health  club  with  pool 
J  running  track,  Full-time  concierge 


PRESIDENTIAL  TOWERS 
Life's  easier  here. 

tudios  from  $820  ♦  Convert,  from  $1000 
♦  1BR  from  $1050  ♦  2BR  from  $1650 

312.902.2000 

WWW.PRESini-INTIALTOWERSArTS.COM 
.  Spacious  Rental  Apahtmlnts 
"The  City  Within  The  City" 
555  West  Madison  Chicago,  lL6p6jS  t&ds 


w9M»fr*m  Tin  Habitat  Company  •  Pricss  and  availahii  n  v. 

■  IX),i:ilANCIt  WITItOI  IT  NOTICE  •  QUALIFIED  WW  AITIjrANTS  I  'MI  V. 


Web  Address 
Directory 

World  Business  Chicago 

www.  worldbusinesschicago  .com 
312-553-0500 

Archer  Daniels  Midland 

www.admworld.com 

Boeing 

www.boeing.com 

Burson-Marsteller 

www.bm.com 

Chicago  Airport  System 

www.flychicago.com 

Chicago  Convention  and 
Tourism  Bureau 

www.choosechicago.com 


DeVry  University 

www.devry.com 


Motorola 

www.motorola.com 


Northern  Trust 

www.northerntrust.com 


Presidential  Towers 

www.presidentialtowersapts.com 

Robert  Morris  College 

www.robertmorris.edu 

SBC  Communications  Inc. 

www.sbc.com 

Selective  Search,  Inc. 

www.selectivesearch-inc  .com 

Siemens  U.S.A. 

www.usa.siemens.com 

Target  Stores 

www.target.com 


Chicago 

Public  School 
Students  Get  the 

ADVANTAGE 

at  DeVry  University 


CONGRATULATIONS  to  the  students 
chosen  to  participate  in  DeVry  University's 
Chicago  campus  Advantage  Academy.  This 
program  enables  students  to  graduate  with  a 
high  school  diploma  and  an  associate  degree 
nearly  two  years  ahead  of  their  class. 

■  DeVry  is  one  of  the  world's  premier  post- 
secondary  education  systems  with  over 
70  locations  nationwide  and  online. 

■  DeVry  offers  undergraduate  and  graduate 
programs  in  business,  technology  and 
management. 

■  Since  1931,  more  than  a  quarter  million 
DeVry  graduates  have  become  successful 
professionals. 

■  And,  for  the  last  ten  years,  over  90%  of 
DeVry  graduates  who  actively  pursued 
employment  or  who  were  already  employed 
when  they  graduated,  held  positions  in 
their  chosen  fields  within  six  months 

of  graduation. 

■  For  more  information,  visit  us  at 
www.devry.edu 


DeVry  V7 

University 

WHERE  SUCCESS  STORIES  BEGIN1" 
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Computer  viruses,  once  the  province  of 
teenagers  and  geeks  looking  to  impress  their 
pals,  are  taking  on  a  new  role:  profit  engine 

for  Organized  Crime  By  Nathan  Vardi 


IN  THE  STRANGE  AND  VIRULENT  LITTLE 
netherworld  of  computer  viruses,  Sobig 
was  a  big  deal.  It  made  front  page  headlines 
last  year  when  it  infected  a  million  com- 
puters around  the  world,  racking  up  bil- 
lions of  dollars  in  costs  and  damage  by 
clogging  Internet  traffic,  crashing  dozens 
of  Web  sites  and  disrupting  business  at  Air 


Canada,  railway  behemoth  CSX  Corp.  and 
other  corporate  victims. 

But  the  next  generation  of  computer 
viruses  will  be  far  more  dangerous — and 
it's  already  here.  In  June  a  new  virus 
popped  up,  known  by  the  name  Scob,  little 
noticed  but  especially  malicious  and  inge- 
nious in  its  design.  Sobig  was  brazen  and 
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Cyberfraud 


conspicuous,  all  but  announcing  its  presence  in  millions  of 
e-mail  accounts.  Scob,  by  contrast,  is  stealthy  and  insidious.  It 
has  shunned  e-mail  swagger  in  favor  of  taking  up  silent  resi- 
dence on  corporate  servers,  including  those  of  Kelley  Blue  Book's 
online  car-pricing  guide.  When  someone  visits  an  infected  site, 
his  PC  gets  tagged  with  unseen  code  that  sits  idle  and  later  col- 
lects his  credit  card  numbers,  passwords  and  other  digital  secrets 


when  he  buys  stuff  online.  Then  Scob  helpfully  sends  all  that  use- 
ful data  to  an  organized  crime  outfit  in  Russia,  possibly  for  resale 
at  online  bazaars  where  criminals  buy  and  sell  such  secret  fare. 

And  while  many  viruses  exploit  well-known  holes  in 
Microsoft  software,  Scob  aims  at  vulnerabilities  no  one  had 
detected  before.  When  it  first  hit,  it  was  a  "zero-day  attack,"  in 
hacker  parlance.  As  in:  no  warning.  Microsoft  learned  of  Scob 
last  June,  and  at  first  it  advised  users  to  disable  a  part  of  Internet 
Explorer  because  it  couldn't  stop  the  new  virus.  A  few  weeks 
later  Microsoft  alerted  millions  of  customers  and  made  available 
a  software  patch  to  stop  Scob,  though  it  has  no  idea  how  many 
people  bothered  to  download  it. 

But  millions  of  people  didn't — and  Scob  is  still  out  there 
today,  infecting  a  screen  near  you.  In  September  a  national 
retailer  based  in  Ohio  discovered  that  Scob  had  weaseled  its  way 
into  headquarters,  taking  up  residence  on  a  server  used  for  clear- 
ing credit  card  transactions.  An  employee  had  used  that  machine 
to  download  music  lyrics  from  a  Web  site  that  Scob  had 
infected.  Once  Scob's  writers — most  likely  an  organized  band  of 
code-crunchers  in  Russia — spotted  that  retail  server,  they  were 
able  to  then  implant  a  "Trojan  horse"  on  it  to  collect  credit  card 
data  and  zap  the  info  over  the  Internet  to  16  separate  computers 


in  Russia.  Every  hour  on  the  hour. 

"This  went  on  for  four  months,"  says  Bryan  Sartin,  a  New 
York-based  cybcrsleuth  called  in  on  the  case  by  a  big  U.S.  bank  that 
processed  transactions  for  the  unnamed  retailer  (both  companies 
decline  to  let  Sartin  identify  them).  Law  enforcement  officials  con- 
tinue to  probe  Scob's  links  to  organized  crime  in  Russia. 

Computer  viruses,  once  the  mischievous  work  of  get-a-lifel 
geeks  and  high  school  kids  looking  for  a  little  recogni- 
tion, suddenly  are  a  profit  engine  for  the  criminal 
underground.  Malignant  code  is  big  business.  A  new 
breed  ot  digitally  savvy  mobsters  in  Russia  uses  viruses 
to  steal  financial  data  and  send  spam  without  being 
detected.  Counterfeit  passport  makers  in  Bulgaria 
team  up  with  hackers  in  Arizona  to  run  a  Web  site — 
based  in  New  Jersey — to  conduct  credit  card  fraud. 
Middlemen  in  Latvia,  in  cahoots  with  virus  writers  in 
neighboring  Russia,  were  so  brazen  as  to  try  to  extort 
ransom  from  companies  in  exchange  for  sparing  them 
from  a  virus-aided  attack. 

"We  are  no  longer  in  the  world  of  the  teenagers,"  says 
Marcus  Sachs  of  Herndon,  Va.,  director  of  the  Sans  In- 
ternet Storm  Center.  "There  has  been  a  clear  merger! 
among  hackers,  spammers  and  organized  crime,  espe- 
cially from  Russia."  Christopher  Painter,  the  deputy  chief] 
for  cybercrime  at  the  U.S.  Department  of  Justice  who 
once  prosecuted  Kevin  Mitnick,  one  of  the  first  notorious! 
hackers,  adds:  "Indications  are  that  this  is  becoming  a| 
more  financially  motivated  thing." 

Yet  much  of  corporate  America  hasn't  awakened  toi 
this  criminal  threat.  Even  the  chief  of  Symantec,  the| 
antivirus  software  giant,  recently  was  quoted  as  sayingj 
viruses  were  the  work  of  people  looking  "for  notoriety 
in  many  instances,  as  opposed  to  some  financial  gain." 
(Symantec  says  his  quote  was  truncated.)  Government  is  ill-1 
equipped  to  keep  up  with  this  new  breed  of  digital  miscreants,) 
whose  tactics  are  well  orchestrated  and  ever  more  sophisticated.! 

The  first  signs  that  the  computer  virus  was  becoming  a  busi- 
ness tool  for  online  criminals  can  be  traced  to  Sobig,  which,  at  itsl 
peak  in  August  2003,  was  contained  in  1  of  every  17  e-mail  mes- 
sages coursing  around  the  Internet.  Sobig  likely  arose  from  pro- 
grammers in  Russia  who  wanted  to  make  a  tool  that  would 
gather  passwords  and  account  numbers,  while  also  letting  spam- 
mers take  control  of  other  machines  and  use  them  to  spew  out 
millions  of  junk  messages  anonymously. 

Digital  detectives  who  have  tracked  Sobig's  origins  now 
describe  an  elaborate  criminal  enterprise  in  which  code-writers 
issued  steadily  improving  versions,  each  one  harder  to  kill  than 
its  predecessor.  "This  was  not  some  weekend  project,  this  was 
someone's  job,"  says  John  Watters,  chief  executive  of  Idefense,  a 
Reston,  Va.  cyberintelligence  firm.  "Sobig  took  months  to 
develop,  and  early  variants  were  R&D  to  get  to  a  major  hijacking 
effort  of  financial  data." 

Idefense  techies  were  amazed  by  how  well  orchestrated  the 
attack  was.  The  first  version  of  Sobig  prompted  infected  com- 
puters to  download  Trojans  that  had  been  invisibly  parked  at 
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OUR  KNOWLEDGE  OF 
WHAT  CIOs  NEED  GOES  BACK 

and  forzuard 

A   LONG  WAY. 


While  the  title  of  CIO  may  not  have  existed  65  years 
ago,  that's  how  long  Fujitsu  has  been  developing 
innovative  technology  solutions  for  the  world's 
leading  companies. 

Today,  we're  leveraging  our  multi-billion  dollar 
annual  R&D  budget  to  give  CIOs  the  powerful  new 
enterprise  solutions  they  need  to  automate  even 
the  most  complex  business  infrastructures.  Our 
customers  and  business  units  work  closely  with  our 
research  teams  to  guide  new  product  development. 
This  teamwork  ensures  our  discoveries  make  it  out  of 
the  lab  and  into  the  enterprise. 

Of  course,  there's  a  lot  more  to  a  $45-billion 
company  than  just  R&D.  Our  high-performance  mobile 
computers,  scalable/reliable  servers,  and  managed  and 
professional  services  also  give  CIOs  all  the  tools  they 
need  for  a  world-class  IT  partnership.  For  details  go  to 
us.fujitsu.com/computers  or  call  1-800-83 1-3  1 83. 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


PRIMEPOWER  Servers 


LifeBook'  Notebooks 


Stylistic  Tablet  PCs 


PRIMERGY  Servers 
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John  Watters,  chief 
of  Idefense,  helped 
the  feds  stop  Sobig 
in  its  tracks. 


Geocities,  Yahoo's  free  Web-hosting  service.  In  ensuing  months 
each  successive  version  tweaked  the  design  and  was  embedded 
with  a  kill  date  to  stop  it  from  hampering  the  next  one.  Several 
versions  instructed  infected  computers  across  myriad  time  zones 
to  download  a  Trojan  at  the  same  single,  synchronized  moment. 
By  the  time  the  good  guys  had  shut  down  Web  sites  hosting 
Sobig's  malicious  code  at  Geocities,  Sobig  already  had  gone 
through  a  sixth  version.  It  had  ditched  Geocities  and  instead 
parked  Trojan  horse  code  at  up  to  20  randomly  chosen  individ- 
ual computers  scattered  across  the  U.S.,  Canada  and  Asia. 

That  final  version  (so  far,  anyway)  was  set  to  instruct  all 
infected  PCs  to  grab  the  "Lala  Trojan"  from  the  20  infected 
machines  on  the  same  date:  Aug.  22,  2003.  But  by  then 
Idefense  had  sifted  out  the  20  culprit  PCs,  breaking  the  state- 
of-the-art  encryption  that  had  masked  their  Internet  addresses 
and  handing  the  information  to  the  Department  of  Home- 
land Security,  the  FBI  and  Canadian  law  officials.  And  by 
Aug.  21  the  Internet  access  firms  serving  the  20  sick  PCs, 
including  those  of  Time  Warner  Cable  and  Sprint,  shut  off 
their  Internet  links.  "There  was  little  financial  loss"  from  the 
last  round  of  Sobig  "because  the  places  where  it  was  logging 
to  were  disabled,"  says  Martin  Lindner  of  the  Computer 
Emergency  Readiness  Team  at  Carnegie  Mellon. 

Microsoft  has  put  out  a  $250,000  bounty  for  information 
leading  to  the  arrest  of  Sobig's  author;  no  takers  as  yet.  In 
November  a  detailed  report  accused  a  Russian  spamming  expert 
of  spawning  Sobig,  but  he  denied  it.  The  report  likely  was  writ- 
ten by  security  professionals  who,  fearing  retaliation,  posted  it 
online  anonymously. 

As  the  Sobig  threat  eased,  a  new  profit-driven  virus 
appeared:  Mimail,  which  crashed  machines  and  directly  asked 
users  to  type  in  their  credit  card  numbers.  Mimail  sent  the  data 
to  e-mail  addresses  hosted  in  Russia.  It  was  also  used  to  launch 
attacks  against  antispam  Web  sites.  Some  versions  warned 
e-mail  service  firms  that  they  would  be  attacked  online  if  they 
disabled  the  accounts  to  which  Mimail  was  sending  data.  "These 
activities  show  Mimail's  primary  purpose  is  for  spam  and 


Damage  Done 

Viruses  cost  companies 
billions  in  time,  labor  and 
fraud.  While  the  numbers 
aren't  precise,  they've  been 
going  up. 
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fraud,"  says  Joe  N.  Stewart,  a  researcher  at 
Lurhq,  a  security  firm  in  Myrtle  Beach,  S.C. 

Canbet,  a  U.K.  online  betting  service,  was 
shut  down  by  malicious  code  last  year;  soon 
after  that  Canbet  got  an  e-mail  saying  to 
avoid  such  attacks  it  must  pay  $50,000  a  year 
to  a  money  transfer  agency  in  Latvia.  "It  was 
a  protection  racket  just  like  those  run  40 
years  ago  in  London's  nightclubs,"  says* 
Michael  Deats,  detective  superintendent  onj 
the  U.K.'s  National  Hi-Tech  Crime  Unit.  His 
agents  followed  the  money  to  Russians  who 
allegedly  were  extorting  betting  Web  sites 
around  the  world. 

Ten  supposed  middlemen  in  Latvia  were 
arrested  last  year,  and  suspects  said  to  be  re- 
sponsible for  writing  and  deploying  the  code 
were  picked  up  by  Russian  police  in  July.  Deats' 
unit  now  is  investigating  a  tra-] 
ditional  eastern  European  mob 
family  believed  to  be  involved  | 
in  a  separate  cyberscheme. 

Stolen  financial  data  havej 
been  sold,  alongside  viruses 
and  Trojans,  at  such  online| 
communities  as  Boa  Factory, 
and  now  defunct  sites  Carder- 1 
planet  and  Darkprofits.  In 
October  the  Secret  Servicel 
busted  a  site  with  4,000  mem- 
bers called  Shadowcrew,  call- 
ing it  "a  one-stop  marketplace! 
for  identity  theft,"  a  federal  indictment  says.  Lawmen  arrested  28 
men  in  six  countries,  charging  they  had  swapped  1.7  millionl 
stolen  card  numbers  and  caused  $4.3  million  in  losses.  They 
included  U.S.  hackers,  Bulgarian  passport  counterfeiters  and 
Shadowcrew's  alleged  cofounder  Andrew  Mantovani,  a 
Scottsdale,  Ariz,  man  otherwise  known  as  "Deck"  and) 
"ThnkYouPleaseDie."  The  feds  allege  that  Mantovani  transferred) 
passwords  for  18  million  e-mail  accounts  in  September;  he  hasi 
pleaded  not  guilty  to  five  counts,  including  facilitating  criminall 
conduct. 

And  in  November  the  virus  bunch  moved  to  a  new  venue: 
adware.  Hackers  infected  banner  ads  run  by  marketing  firms: 
such  as  Germany's  Falk  Esolutions,  causing  users  who  vis- 
ited certain  Web  sites  displaying  Falk  ads  to  download  a  Tro- 
jan horse  that  steals  credit  card  numbers  by  exploiting  yet| 
another  undetected  vulnerability  in  Microsoft's  Internet' 
Explorer  (a  zero-day  attack,  once  again).  Adware  is  ubiquitous 
on  the  Internet,  but  it  isn't  yet  clear  how  far  this  latest  piece 
of  crime-by-design — so  new  it  hasn't  yet  been  given  a  coolj 
name — has  spread. 

On  balance,  though,  it  seems  like  the  days  of  the  teenage 
virus  writer,  roaming  the  Net  in  search  of  an  ego  boost,  mayl 
soon  be  missed.  F! 
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Macro  Money  Maker 

ecretive,  risk-conscious,  a  bit  paranoid— Louis  Bacon  has 
lany  of  the  traits  of  a  hedge  fund  boss.  A  nice  chunk  of  the 
7  billion  he  plays  with  is  his  own  |  By  Dyan  Machan 


T'S  HARD  TO  KNOW  WHEN  HEDGE 
fund  trader  Louis  Bacon,  48,  of 
Moore  Capital  Management,  first 
put  up  the  walls  that  protect  him 
from  a  cruel  market  and  a  cruder 
world.  Could  it  have  been  when  the 
kids  in  Raleigh,  N.C.  made  fun  of  his 
loolboy  spectacles?  "Glasses  were  an 
ront  to  my  youthful  vanity,"  is  how  he 
is  it  now.  He  took  them  off  at  school 
til  his  strict  parents  got  wind  of  it. 
i  Or  was  it  when  the  mentor  at  whose 
lee  he'd  learned  to  trade  commodities 
j:w  his  brains  out  after  a  single  mistake 
lised  his  net  worth?  Philip  Hehmeyer,  a 
e-wheeling  Southerner,  was  a  larger- 
lin-life  character  on  the  New  York  Cot- 
n  Exchange.  He  was  also  short  the  S&P 
|  Index  before  the  August  1982  rally  and 
)k  his  life  at  37  rather  than  face  bank- 
btcy  and  public  humiliation.  "I  saw  the 
I  er  agony  and  ruination  of  sticking  with 


a  losing  position,"  Bacon  says. 

Or  could  it  have  been  in  1985,  when 
Bacon  first  tried  to  run  money  for  Com- 
modities Corp.,  the  firm  that  gave  traders 
like  Bruce  Kovner  their  start,  and  got  his 
own  taste  of  ashes?  Mortified  after  losing  a 
third  of  $100,000  in  principal,  he  insisted 
on  giving  the  balance  back.  Elaine  Crocker, 
the  Commodities  Corp.  executive  who 
funded  traders,  coaxed  him  a  couple  years 
later  to  try  again.  Crocker,  his  ally  and  pro- 
tector back  then,  has  that  job  officially  as 
the  president  of  Moore  Capital  today. 

Whatever  shaped  him,  Bacon  turned 
wariness  into  might.  Moore  Capital  (after 
his  mother's  maiden  name)  manages  $7 
billion  out  of  New  York  and  London.  It's  a 
trading  powerhouse,  and  its  founder  a  new 
member  of  The  Forbes  400.  Bacon  is  a 
global  macro  trader,  a  genre  that  includes 
George  Soros,  the  Bush -hating  billionaire, 
and  Paul  Tudor  Jones.  They  storm  into  any 


moving  market,  be  it  a  cur- 
rency in  an  obscure  corner 
of  the  globe  or  stocks  in  wild 
and  woolly  Moscow. 

As  well-known  as  Bacon 
is  in  trading  circles,  he's  lit- 
tle-known outside  of  them. 
That's  partly  because  he  is 
good  at  controlling  his  own 
exposure,  with  suspicion 
that  can  verge  on  paranoia. 
A  former  Moore  employee 
recalls  a  day  in  1991  when 
James  Kelly,  Moore's  presi- 
dent at  the  time,  strolled 
through  the  office  with  a 
private  detective  who  car- 
ried a  box  that  had  a  TV-like 
antenna  and  blinking  lights, 
sweeping  for  bugs.  Staffers 
won't  even  tell  you  whether 
Bacon's  in  town.  He's  seri- 
ous about  confidentiality 
agreements  and  not  above 
some  intimidation.  "If  I 
talk,  only  bad  things  can 
happen,"  says  James  Capra 
of  hedge  fund  Capra  Asset 
Management  in  New  York. 

As  much  as  his  privacy, 
Bacon  craves  order  and 
control.  "As  a  speculator 
you  must  embrace  disorder 
and  chaos,"  he  explains.  In  the  early  1990s 
he  would  have  New  York  underlings  jet  over 
hot-off- the-press  Barron's  copies  on  Friday; 
the  boss  liked  to  read  it  on  Saturday.  He 
would  then  send  them  home. 

But  judging  risk  has  also  become  his 
calling  card.  Bacon's  flagship  offshore 
fund,  Moore  Global  Investments,  claims 
to  have  returned  24%  annually  (net  of 
fees)  since  its  inception  in  1990,  with  a 
volatility  (annualized  standard  deviation 
of  monthly  returns)  of  13%,  well  below 
the  15%  you'd  get  on  an  S&P  500  Index 
fund.  While  Jones  and  Kovner  both  have 
funds  with  higher  annualized  returns, 
their  portfolios  also  have  higher  volatility. 

One  reason  is  that  Bacon  is  quicker  to 
fold  a  losing  hand.  "Kovner  might  say,  'I'm 
losing.  But  I  think  I'm  correct.  I'll  keep  my 
positions.'  Louis  can't  stand  it.  He'll  go  to 
cash,"  says  James  Hodge  of  Permal  Asset 
Management,  an  operator  of  fund  of 
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funds.  "Louis  can  reduce  a  trade  down  to 
a  couple  of  key  themes  and  focus  on  them, 
rather  than  getting  lost  in  the  chatter,"  says 
Jones.  "In  macro  that's  what  separates  the 
winners  from  the  losers." 

Twice  Moore  Capital  had  negative 
years:  in  1994,  after  a  dramatic  hike  in  in- 
terest rates,  and  in  2002,  when  an  Enron-led 
meltdown  in  corporate  credit  derailed  him. 
(The  S&P  500  has  had  four  negative  years 
since  1990.)  Bacon  lost  90%  of  his  client 
base  after  the  1994  blowup  but  rebounded 
with  a  25%  gain  the  next  year.  "He  actually 
trades  the  very  best  after  a  drawdown, 
much  like  a  boxer  who  is  the  most  danger- 
ous when  he  is  hurt,"  says  Jones. 

On  the  global  macro  fund  and  half  a 
dozen  other  Moore  offerings,  Bacon 
charges  on  the  high  side  of  an  industry 
known  for  obscene  fees.  His  clients  pay  up 
to  3%  annually  plus  up  to  25%  of  profits. 
The  minimum  account  size  is  $5  million 
and  client  money  is  initially  locked  up  for 
three  years.  "When  someone  multiplies 
your  capital,"  says  Antoine  Bernheim  of 
Dome  Capital,  a  hedge  fund  advisory  firm 
that's  been  a  client  for  15  years,  "the  last 
thing  you  do  is  complain  about  fees." 

At  its  current  size  Moore  could  reap  fees 
of  $500  million  in  an  average  year.  Even  shar- 
ing the  spoils  with  30  partners  leaves  Bacon 
building  on  a  net  worth  of  roughly  $750  mil- 
lion, although  he  disputes  the  figure. 

Last  year  Moore  was  up  34%.  Doing 

Even  Better  Living 


what?  His  moves  included  shorting  the 
falling  U.S.  market  in  the  first  quarter  and 
switching  to  a  long  position  in  the  second. 
He  also  sold  short  the  weakening  dollar  and 
profited  from  the  rallying  high-yield  bonds 
and  base  metals.  He's  reluctant  to  say  much 
more  than  that,  and  he  says  next  to  nothing 
to  his  customers  about  what  bets  he  is  mak- 
ing. In  a  letter  to  clients  last  March  Bacon 
predicted  a  tough  environment  for  hedge 
fund  operators  in  2004.  "In  these  waters 
tactical  trading  will  be  key,"  he  said.  Moore 
was  up  10%  at  the  end  of  November, 
roughly  on  par  with  a  world  stock  index. 

Even  big  investors  rarely  lay  eyes  on 
him.  "Client  meetings  that  are  supposed 
to  be  face-to-face  inevitably  wind  up  as 
conference  calls,"  says  Hodge,  whose  firm 
has  $  1  billion  invested  with  Moore. 

Bacon  was  a  literature  major  at  Mid- 
dlebury  College.  One  summer  he  cap- 
tained a  sport-fishing  boat  for  Walter 
Frank,  who  had  a  seat  on  the  New  York 
Stock  Exchange.  He  caught  the  bug.  En- 
tering Columbia  Business  School,  he  tried 
trading  the  proceeds  of  a  low-interest  loan 
he'd  taken  out  for  living  expenses  three 
terms  in  a  row.  He  lost  on  sugar,  cotton 
and  gold  contracts  each  time.  Humbled, 
he  had  to  go  to  his  dad  and  ask  for  spend- 
ing money.  Only  by  the  fourth  and  final 
term  did  he  climb  into  the  black. 

Having  earned  his  M.B.A.,  Bacon  en- 
tered the  Bankers  Trust  trading  and  sales 


Arpad  (Arki)  Busson  has  a  dream  job.  We  don't  mean  his  long  relationship  with  for- 
mer supermodel  Elle  MacPherson.  Arki  Busson,  41,  makes  money  just  breathing. 

Busson  is  the  well-born  French  mystery  man  behind  Switzerland's  EIM  Group 
who  recommends  hedge  fund  managers  to  a  jet-set  clientele.  He  got  his  start  rais- 
ing capital  for  Paul  Tudor  Jones  of  Tudor  Investments.  Good  choice.  In  1987  the  year 
the  market  crashed  and  Jones  shorted  the  market,  Tudor's  clients  earned  201%  on 
their  money  after  fees.  Then  Busson  repped  Louis  Bacon  as  the  young  Moore  Cap- 
ital manager  debuted  with  an  86%  gain.  "After  that,  people  took  his  phone  calls," 
notes  a  Busson  employee  dryly. 

EIM  made  Bacon,  but  Bacon  also  made  EIM.  While  Bacon  must  sweat  to  de- 
liver his  share  of  profits,  Busson  gets  up  to  1.5%  of  an  account's  assets— for  the  life 
of  the  account.  For  instance,  on  the  $500  million  he  raised  for  Bacon,  clients  would 
pay  Busson  up  to  $7.5  million  a  year  as  long  as  they  kept  their  money  with  Bacon. 
But  Busson  wasn't  content  with  his  sides  of  Bacon  et  al.— he  started  taking  money 
for  his  own  fund  of  funds  in  1992.  Today  that  business,  with  $5.5  billion  under 
management,  pays  EIM  $83  million  in  management  fees,  plus  a  cut  of  any  profits. 
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program  in  1 98 1 .  "They  took  an  instant  dis| 
like  to  me,"  says  Bacon,  "I  thought  I  was  tod 
cool."  His  superior  attitude  brought  hirrj 
the  equivalent  of  a  Siberian  assignment—^ 
banker's  acceptances.  To  further  the  insul 
this  son  of  the  South  would  have  to  wora 
for  a  woman.  "I  got  the  point,"  says  BacorJ 

Back  to  work  for  fishing  buddy  Walte 
Frank  trading  currencies  in  1982,  he  lod 
some  of  the  capital  Frank  fronted  him.  Still 
Shearson  Lehman  hired  him  as  a  future) 
broker.  Lucky  for  Bacon  that  his  brothe] 
Zack,  a  trader  at  Soros'  Quantum  Fund 
and  his  friend  Jones  both  traded  througl) 
his  desk,  making  him  a  big  producer. 

By  1989  he  was  on  his  own.  Jonei 
wasn't  accepting  new  money,  so  he  recom 
mended  his  clients  invest  in  Moore.  Bacon] 
first  year  proved  his  best;  he  correctly  pre! 
dieted  the  first  Gulf  war's  impact  on  worU 
oil  prices  and  shorted  the  Nikkei  index  jus 
before  it  collapsed.  The  fund  was  up  86%| 

Today  Bacon  has  a  hedge  fund  king1 
trophies:  several  boats,  his  own  jet  and  tw« 
private  polo  fields.  He  has  his  own  privatj 
island  near  a  spread  in  the  Hamptons, 
1 5,000-acre  ranch  in  the  Southwest  nea) 
Ted  Turner's,  a  house  in  the  Bahamas,  on| 
in  the  Scottish  countryside  and,  of  course 
a  penthouse  in  Manhattan.  He  shares 
home  in  London,  his  main  base,  with  hi 
fiancee  and  their  child.His  first  marriag« 
to  Cynthia  Ingraham,  gave  him  four  kid 
and  a  divorce  bill  for  more  than  $100  mil 
lion  in  2002.  While  there  was  animosil 
on  both  sides,  the  divorce  was  quick  and- 
blessedly  for  a  privacy  zealot— stayed  oi 
of  the  tabloids. 

LJnlike  his  friend  Jones,  whose  star-stuc 
ded  Robin  Hood  nonprofit  extravaganza 
attract  frenzied  media  coverage,  Bacon: 
philanthropic  activities  are  less  visible.  Cor 
servation  and  land  preservation  are  target 
This  descendant  of  Indian  fighter  Nathani 
Bacon  loves  to  hunt,  especially  with  bo 
and  arrow.  He  bought  Long  Island  Sound 
435-acre  Robins  Island  in  1993  for  $1 1  mi 
lion  and  the  nearby  540-acre  Cow  Nec 
Farm  in  1998  for  $25  million.  After  lan 
prices  rose  steadily  in  both  places,  he  ga^ 
conservation  easements  to  the  Nature  Coi 
servancy  and  the  Peconic  Land  Trust.  Tl 
resulting  charitable  deduction  reclaims 
several  millions  of  dollars  spent  on  til 
properties.  A  good  trade. 
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Can  You  Sa\ 

A  Washington  attorney  is  on  a  crusade  to  export  America's  legal  system 
around  the  world.  Call  your  lawyer.  By  Michael  Freedman 


MICHAEL  HAUSFELD  HAS  BUIIT 
a  career  pushing  the  bound- 
aries of  American  law.  In  the 
1 990s  his  firm  wrung  a  $  1 76 
million  settlement  out  of 
Texaco,  then  the  most  ever  in  a  race  dis- 
crimination case.  A  leader  in  Holocaust 
litigation,  he  obtained  $8  billion  from 
Swiss  banks  and  German  industry  and 
government.  His  firm  is  now  lead  counsel 
in  the  largest  class  action  in  history,  repre- 
senting 1.5  million  current  and  former 
female  Wal-Mart  employees. 

Now  the  58-year-old  lawyer  is  build- 
ing an  international  network  of  plaintiff 
lawyers  in  such  diverse  places  as  Great 
Britain,  India,  Panama  and  South  Africa. 
The  goal:  to  export  U.S.-style  litigation 
tactics,  including  contingency  fees  and 
class  actions,  throughout  the  world.  In 
coming  months,  he  says,  he  and  allied 
lawyers  in  various  countries  plan  to  file 
antitrust,  product  liability,  securities  and 
human  rights  cases. 

Hausfeld's  plan  should  terrify  corpo- 
rations already  reeling  from  the  U.S. 
plaintiffs'  bar.  But  he  says  his  plan  is  for 
the  defendants'  own  good.  By  hooking  up 
with  foreign  law  firms  he  can  offer  corpo- 
rate defendants  a  settlement  that  will  stick 
in  other  countries.  Now  a  corporation 
that  settles  in  the  U.S.  might  still  get 
socked  with  billions  of  dollars'  worth  of 
claims  abroad. 

Cold  comfort  maybe,  but  he's  already 
naming  targets.  Parmalat  and  Marsh  8c 
McLennan  look  ripe  for  securities  actions 
in  the  U.K.  His  British  partner  firm,  Irwin 
Mitchell,  is  looking  for  potential  Vioxx 
claimants  against  Merck.  In  India  Haus- 
feld  and  a  partner  are  investigating  filing 
a  claim  related  to  the  cleanup  of  the  site 
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Michael  Hausfeld  thinks  every  country  should  enjoy 
class  actions,  contingency  fees  and  punitive  damages. 


f  the  1984  Bhopal  disaster.  And  in  South 
ifrica  Hausfeld  and  U.K.  human  rights 
wyer  Martyn  Day  are  exploring  an  envi- 
onmental  suit  against  Anglo  American. 

Hausfeld  and  partners  at  Cohen, 
4ilstein,  Hausfeld  &  Toll  have  been  lay- 
g  the  groundwork  for  this  sort  of 
ross-border  work  for  years.  The  firm 
ras  among  the  first  to  use  the  once- 
bscure  Alien  Tort  Claims  Act  in  U.S. 
ourts  to  pursue  human  rights  viola- 
ons  abroad.  Over  the  last  few  years  it 
lso  represented  in  the  U.S.  a  group  of 
Dreign  vitamin  purchasers  who  sued 
)reign  companies  for  antitrust  viola- 
ons  that  had  already  sent  1 1  defendants 
)  jail.  The  U.S.  Supreme  Court  ruled 
gainst  Hausfeld's  clients  in  June,  send- 
lg  it  back  to  an  appeals  court.  The  firm 
lso  attempted,  with  mixed  results,  to 
btain  powerful  lead  plaintiff  status  in 


securities  actions  for  foreign 
investors  who  lost  money  in 
Royal  Dutch/Shell  Group, 
Royal  Ahold  and  Parmalat. 

Hausfeld  is  tapping  into  a 
trend  suggesting  U.S.-style  lit- 
igation is  already  spreading, 
■  particularly  in  the  European 

Union.  Recently  departed  EU 
competition  commissioner 
Mario  Monti  has  repeatedly 
stressed  the  need  for  private 
legal  action  in  antitrust  cases. 
And  last  year  the  European  Commission 
hired  the  London  law  firm  Ashurst  to 
examine  ways  to  encourage  more  suits. 
Next  year  the  EU  is  expected  to  begin  a 
potentially  heated  debate  on  adopting 
U.S.-style  tactics,  including  allowing  con- 
tingency fees  and  monetary  damages  in 
class-type  suits. 

But  Hausfeld  is  fighting  immense 
procedural  differences  among  countries. 
In  the  U.K.,  for  instance,  each  member  of 
a  class  must  be  identified,  a  policy  that 
prevents  lawyers  from  dreaming  up  cases 
where  there  are  few  identifiable  victims. 
In  the  U.K.,  New  Zealand  and  Australia, 
where  legal  fees  are  carefully  regulated, 
lawyers  must  take  on  part  of  the  cost  risk, 
and  potential  plaintiffs  often  take  out 
insurance  policies  to  cover  costs  if  their 
cases  flop.  Securities  class  actions  do  not 
even  exist  in  most  of  Europe.  Instead, 


\bogados,  Advokaters,  Advocaten 


ations  in  the  European  Union  vary  widely  in  which  U.S.-style  litigation  tactics  they 
will  tolerate.  Here's  a  look  at  some,  as  outlined  in  a  study  commissioned  by  the 
European  Commission  and  prepared  by  Ashurst,  a  London  law  firm. 
NITIVE  DAMAGES  Only  Cyprus,  Ireland  and  the  U.K.  recognize  punitive  or  exem- 
ary  damages,  though  they  are  rarely  awarded.  France,  Italy  and  the  Netherlands  re- 
ire  public  acknowledgment  of  the  court  decision.  Polish  defendants  may  be  ordered 
make  a  donation  to  charity. 

SS  ACTIONS  Nearly  every  EU  nation  has  some  sort 
collective  or  representative  action,  but  nothing  quite 
plicates  the  U.S.  class  action.  Sweden  comes  closest, 
d  Spain  has  a  similar  but  more  limited  action.  But 
ishurst  found  pending  class  claims  seeking  damages 
ly  in  Austria  and  the  Netherlands. 
INTINGENCY  FEES  Eight  nations,  Estonia,  France  and 
ovakia  among  them,  allow  lawyers  to  accept  fees  as  a  per- 
ntage  of  an  award.  Others,  like  Spain  and  Austria,  allow 
wyers  to  take  bonuses  based  on  the  size  of  the  award,  or 
accept  payment  only  if  they  win  the  case.         —  M.F. 


thousands  of  claims  are  "federated"  and 
move  forward  as  a  cumbersome  mass  of 
individual  cases.  In  Belgium  shareholder 
lawsuits  must  wait  until  the  outcome  of 
criminal  investigations. 

Even  some  of  Hausfeld's  simpaticos 
wonder  whether  U.S.-style  litigation  will 
ever  take  root  overseas.  At  least  in  the 
U.K.,  America's  "compensation  culture" 
is  frowned  upon.  Elsewhere  people  have 
not  historically  thought  of  private  litiga- 
tion as  a  remedy.  "They've  always  allowed 
the  governments  to  protect  them,  and 
they're  used  to  that,"  says  Paul  T.  Gal- 
lagher, a  Cohen,  Milstein  partner.  "In  a  lot 
of  countries,  even  when  people  are  given 
the  ability  to  go  into  court  and  prove  civil 
damages,  it  is  difficult  to  find  people  who 
will  step  up  and  ask  for  it." 

Meanwhile  Hausfeld  is  planning  to 
exploit  the  differences  in  legal  systems. 
Great  Britain,  Ireland  and  Cyprus,  for 
instance,  all  allow  limited  discovery 
before  potential  plaintiffs  even  file  a 
claim.  The  U.S.  provides  greater  latitude 
for  digging  up  evidence  once  litigation  is 
under  way.  So  under  one  scenario  Haus- 
feld could  pry  open  corporate  secrets  in 
the  U.K.  with  prefiling  discovery  and  fol- 
low up  with  massive  document-dredging 
in  the  U.S.  His  network  of  firms  would 
share  information — and  fees — and  offer 
defendants  court-approved  global  resolu- 
tion of  claims. 

In  the  next  90  days  Hausfeld  plans  to 
file  a  private  antitrust  case  in  Great 
Britain  with  law  firm  Irwin  Mitchell. 
Only  60  private  antitrust  cases  in  Euro- 
pean history  have  led  to  awards.  This  one 
will  be  brought  on  behalf  of  an  unnamed 
British  company  that  claims  to  be  a  vic- 
tim of  the  same  global  vitamin  cartel  that 
Hausfeld  sued  in  the  U.S.  (Defendants 
then  included  BASF,  Aventis  and  Roche.) 
Hausfeld's  Washington,  D.C.  firm  already 
has  witnesses  and  thousands  of  pages  of 
evidence  that  will  be  shared  with  his 
partner  firm. 

If  successful,  they  have  a  half-dozen 
other  cases  lined  up,  including  those 
related  to  alleged  price-rigging  of  mediio- 
nine,  an  amino  acid  used  in  animal  feed, 
and  of  electrical  and  mechanical  carbon 
and  graphite  products.  Says  Hausfeld: 
"We  feel  we're  at  the  frontier."  F 


he  NBA  dreams  of 
ooming  TV  revenue  in 
ie  rest  of  the  world— but 
ew  labor  strife  and  an 
gly  penchant  for 
urliness  could  get  in 
ie  way  |  By  Brett  Pulley 
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AVID  STERN,  THE  SLICK  PACK- 
ager  and  shrewd  dealmaker 
who  remade  the  National  Bas- 
ketball Association  into  one  of 
the  best-run  professional 
orts  leagues  in  the  world,  sat  for  an 
terview  on  Nov.  19  to  discuss  the 
ture  of  the  NBA  and  the  notion  that  it 
ight  be  losing  the  family-friendly 
age  that  helped  make  it  a  $3  billion-a- 
ar  business. 

Basketball  has  "become  a  reflection  of 
e  culture,"  Stern  said  that  afternoon.  The 
JA  of  the  last  two  decades  had  a  rather 
lolesome  image  and  nice-guy  stars  like 
ichael  Jordan  and  Larry  Bird.  Today's 
IA  is  populated  by  players  filled  with  the 
p-hop,  gangsta-rap  swagger  of  their  gen- 
ition.  Cut  from  the  same  cultural  cloth, 
ops  stars  long  to  be  rappers;  rappers 
int  to  chill  with  the  NBA.  Rappers  Jay-Z 
d  Nelly  recendy  bought  separate  stakes  in 

0  NBA  clubs.  Basketball  greats  Shaquille 
Neal  and  Kobe  Bryant  made  embarrass- 
g  attempts  at  recording  rap  music;  when 
ir  guard  Allen  Iverson  recorded  a  rap  disc 
eked  with  crude  and  violent  lyrics  a  few 
ars  ago,  Stern  helped  persuade  him  to 
rgo  releasing  it. 

"We  are  reality  programming,  both 

1  and  off  the  court,"  Stern  said.  The 
i predictability  of  the  game  and  its  play- 
s  and  the  league's  changing  persona 
re  what  make  it  exciting,"  but  "one 


must  always  worry  about  the  potential" 
for  things  to  go  awry. 

That  was  prescient.  A  few  hours  later 
Stern  got  a  bitter  dose  of  reality  in  the  now- 
infamous,  ugly  melee  at  a  game  between 
the  Detroit  Pistons  and  the  Indiana  Pacers. 
The  video,  aired  around  the  world  for 
weeks  afterward,  shows  Ron  Artest,  Indi- 
ana's combustible  power  forward  (and 
part-time  rapper),  charging  into  the  De- 
troit stands — all  6  feet  7  inches  and  250 
pounds  of  him — to  pummel  mere  mortals 
for  pelting  him  with  a  cup  of  beer.  "Shock 
and  revulsion  and  fear  were  my  reaction," 
Stern  said  later. 

And  it  couldn't  have  come  at  a  worse 
time.  Stern  has  been  contending  with  one  of 
the  most  challenging  periods  of  his  20-year 
reign  over  pro  basketball.  The  NBA's  elite 
reputation  suffered  when  the  U.S.  Olympic 
team  failed  to  win  the  gold  medal  in  the 
2004  Summer  Games  in  Greece.  League 
revenue  is  growing  far  more  slowly,  as  this 
year's  total  was  up  7%,  compared  with  the 
peak  increase  of  20%  in  the  early  1990s. 

The  league's  labor  agreement  with 
players  expires  at  the  end  of  this  season. 
Contentious  negotiations  have  begun,  with 
players  miffed  by  the  salary  caps  that  NBA 
officials  won  in  previous  contracts.  "They 
are  setting  themselves  up  for  a  fight,"  warns 
William  Hunter,  executive  director  of  the 
players'  union. 

With  teams  dependent  on  wealthy 


fans  and  corporate  sponsors,  Stern  also 
faces  an  increasingly  difficult  task  in 
blending  the  NBA's  young,  urban  tough- 
ness with  the  more  conservative,  main- 
stream tastes  of  many  fans.  Yet  the  basket- 
ball-hip-hop link  has  been  a  financial 
blessing  for  the  NBA.  League  merchandise 
sales  were  up  60%  two  years  ago,  follow- 
ing a  drought  in  the  late  1990s.  Last  year 
they  grew  20%,  driven  by  the  popularity 
of  the  team  jerseys  now  de  rigeur  among 
young  rappers  and  entertainers. 

These  young  hoop  stars,  though  they 
are  rich,  are  expected  by  their  fans  to 
"keep  it  real" — to  demand  respect  and 
never  back  down  from  anyone  (not  even 
a  foolish  beer-tosser).  But  other  fans  have 
disdain  for  the  machismo  from  players 
they  consider  pampered,  overpaid  and  ill- 
behaved.  One  unspoken  element  is  race 
and  money,  and  it  is  demanding  a  delicate 
balancing  act  of  Stern. 

"There  are  some  people  who  might  not 
find  hip-hop  to  be  their  first  entertainment 
option,"  he  says,  yet  "others,  because  of 
their  age,  move  to  that  as  their  first  enter- 
tainment option."  The  NBA,  he  says,  must 
"bridge  both  populations." 

Stern  is  largely  credited  with  rescuing 
the  NBA  from  a  serious  image  problem 
years  ago.  In  the  early  Eighties  the  league 
was  floundering  and  illegal  drug  use  by 
players  was  a  serious  problem.  The  tat- 
tered image  hurt  the  bottom  line.  Team 
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franchises  were  valued  at  less  than  $20 
million.  Only  a  few  corporate  sponsors 
had  signed  on,  total  league  revenue  was 
just  $125  million,  and  television  networks 
had  little  interest.  CBS  aired  playoff  games 
late  at  night  on  tape  delay. 

Along  came  David  Joel  Stern,  a  New 
York  native  and  Columbia  Law  School 
graduate  who  had  advised  the  league  for 
12  years  before  signing  on  full-time  in 
1978.  He  was  the  NBA's  legal  counsel  for  six 
years,  four  of  them  spent  also  heading  busi- 
ness affairs.  When  he  became  the  league 
commissioner  in  1984,  succeeding 
Lawrence  O'Brien,  Stern  and  the  players' 
union  agreed  to  strict  punishment  for  drug 
use  and  a  revenue-sharing  plan  that  guar- 
anteed salaries  and  benefits  total- 
ing 53%  of  the  league's  revenue.  It 
reaped  players  fortunes  when  TV 
rights  caught  fire  in  the  ensuing 
years,  but  it  also  put  a  "soft  cap" 
on  their  compensation,  meaning 
that  only  with  some  exceptions 
could  total  salary  and  benefits  ex- 
ceed the  53%  of  total  revenue. 

Along  with  the  antidrug  pol- 
icy, the  deal  gave  team  owners  the 
financial  certainty  they  needed 
and  set  the  stage  for  rising  fran- 
chise values  and  remarkable 
growth.  "Those  two  things  to- 
gether led  to  a  reversal  of  for- 
tune," says  Charles  Grantham, 
former  head  of  the  union  who 
now  is  at  the  Wharton  School.  ■ 

Soon  Coca-Cola,  American  Express, 
McDonald's  and  other  blue-chip  names 
became  sponsors.  Merchandise  sales 
soared,  and  the  TV  networks  waged  billion- 
dollar  bidding  wars  to  carry  the  games.  In 
2002  Stern  struck  a  six-year,  $4.6  billion 
deal  in  the  U.S.  with  Disney's  ABC  and  ESPN 
networks  and  Time  Warner's  TNT.  Today 
TV  rights  and  ticket  sales  account  for  85% 
of  total  revenue. 

Stern  later  won  new  limits  on  veterans' 
pay  and  restraints  on  rookie  salaries.  A 
competitive  and  clever  negotiator,  he  re- 
lentlessly pursues  concessions  while  subtly 
charming  his  adversaries  on  the  other  side 
of  the  table.  When  Stern  bargains  he  always 
looks  into  the  eyes  of  the  players  seated  at 
the  table,  not  those  of  their  union  officials, 
say  people  who  have  negotiated  with  him. 
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Under  his  provisos,  for  the  last  three 
seasons  players  have  put  10%  of  their  pay  in 
escrow  to  cover  the  amount  that  salaries  ex- 
ceed the  cap.  When  this  season  ends  they 
will  have  refunded  $450  million  to  owners. 
It's  essentially  a  "hard  cap,"  something  the 
players  vehemently  opposed.  "They  can  call 
it  what  they  want,  but  everybody  knows  it's 
a  hard  cap,"  says  agent  Craig  Christian,  who 
represents  rookie  Jameer  Nelson  of  the  Or- 
lando Magic.  Team  owners  rewarded  Stern 
with  an  annual  salary  of  $8  million. 

With  such  financial  certainty  in  place 
new  buyers  of  NBA  teams  are  willing  to 
pay  rich  prices.  Black  Entertainment  Tele- 
vision founder  Robert  L.  Johnson  agreed 
in  2002  to  pay  $300  million  for  the  Char- 


ghness  out  of  control: 
Stern  must  prevent  players 
like  Ron  Artest  from  battering 
the  league's  image. 


lotte  Bobcats  expansion  franchise — up 
25-fold  from  the  $12  million  that  Donald 
J.  Carter  paid  in  1979  for  the  Dallas  Mav- 
ericks expansion  franchise.  In  April  of  this 
year  Western  Alliance  Bancorp  Chief 
Robert  Sarver  and  partners  paid  $401  mil- 
lion for  the  Phoenix  Suns. 

Now,  at  age  62,  Stern  must  find  new 
growth  for  the  NBA,  which  he  describes  as 
a  "self-actuating"  entertainment  brand 
built  around  a  simple  game,  450  players 
and  more  than  1,300  unscripted  episodes 
each  season.  The  league  now  owns  NBA  TV, 
a  cable  channel  that  reaches  66  million 
homes  and  shows  more  than  200  games, 
and  NBA.com,  which  averages  2  million  vis- 
itors daily.  He  has  launched  the  women's 
NBA,  a  minor  league  and  a  35,000-square- 
foot  NBA  Store  in  New  York.  The  new 


businesses  have  yet  to  earn  a  profit. 

Far  more  explosive  growth  may  lie  oul 
side  the  U.S.  Stern  predicts  "a  sharp  growl 
curve"  in  TV  fees  and  merchandise  sal^ 
from  foreign  markets.  Total  TV  rights  cui 
rently  amount  to  $900  million  each  yea 
But  even  though  NBA  games  are  alreac 
shown  in  214  countries,  just  $130  millio 
annually  comes  from  foreign  deals,  leavir 
plenty  of  room  for  higher  rights  fees. 

With  dozens  of  new  European  player 
the  7-foot-6  Chinese  sensation  Yao  Mir 
and  American  superstars  like  LeBro 
James,  the  NBA  is  becoming  tailor-made  fc 
a  diverse  international  market.  "We're  soi 
of  in  the  early  stages  of  taking  the  U, 
model  and  adjusting  it  to  a  much  larg» 
global  marketplace,"  says  Stern.  1 
October  Stern  took  Ming's  Houi 
ton  Rockets  and  the  Sacrament 
Kings  to  China  for  exhibitia 
games  in  Beijing  and  Shanghai. 

First,  however,  the  produ> 
needs  some  refinement  at  horn 
In  the  impending  labor  talks  Steu 
will  push  hard  to  get  rid  of  lonj 
term  contracts  for  players  and  ti 
to  bolster  his  authority  to  punis 
players  for  fistfights  or  other  ui 
ruly  behavior.  He  also  proposi 
forbidding  players  from  joining  tl 
NBA  until  they  are  at  least  20  yeai 
old,  a  bet  that  more  mature  gu' 
can  better  handle  the  pressure 
being  in  the  NBA. 

Despite  the  challenges,  Stet 
predicts  that  franchise  values  will  gro 
over  the  next  20  years  as  much  as  they  ha' 
over  the  last  20.  "Can  we  do  it  again? 
think  so,"  he  says.  He  is  only  the  fourl 
commissioner  in  the  league's  59  season 
but  Stern  recognizes  he  might  not  b 
around  to  fulfill  such  a  lofty  promis 
Looking  over  at  his  two  lieutenants  seats 
beside  him — Deputy  Commissioner  Ru 
sell  Granik  and  Adam  Silver,  head  of  NE 
Entertainment — Stern  admits:  "If  you' 
not  planning  to  be  here,  it's  eai 
to  make  pronunciamentos." 

Please  turn  th 
page  for  our  specia 
NBA  foldou 


IOW  WHEN  SOMEONE  ASKS, 
VHAT  DO  YOU  GOT  IN  THAT  THING? 
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rich  arenas 
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2002 

Boston  Celtics 

$360 


s  nothing 
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Bad-boy  stars  have  given  NBA  tearr         ^  I 


2004 

Phoenix  Suns 
$401 


Editor:  Kurt  Badenhausen 
Research:  Cecily  Fluke,  Lesley  Kump,  Mich 

TODAY'S  BASKETBALL  PLAYERS  SEEM  TO  GET  AS  MUCH  INK  FO 
do  for  scoring  on  the  basketball  court.  Team  owners  are  no 
as  they  might  want  you  to  believe.  The  bad  behavior  help 
the  spotlight  just  the  way  the  Rolling  Stones  used  their  nau 
NBA,  now  a  $3  billion  business,  needs  to  connect  with  bot 
seems  to  need  bad  boys  like  Allen  Iverson  and  Ron  Artest  £ 
and  Grant  Hill.  Last  year  NBA  teams  made  $4.4  millio 
as  apparel  and  videogames,  20%  more  than  the  previou 
$302  million,  up  14%  from  last  year's  survey. 
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Seattle  SuperSonics 

$200 


2004  2C 

Charlotte  Ne 
Bobcats 

$300 
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1983 

Indiana  Pacers 
$10.5 


1985 

Milwaukee  Bucks 
$18.5 


STARS  OF  THE  HARDW00 

From  Magic  to  Air  Jordan  to  Shaq,  the  NBA  under  Commissio 
David  Stern  has  marketed  its  stars  above  its  teams.  But  the 
pay  of  both  the  NBAs  average  and  highest-paid  players  has 
increased  elevenfold  since  1986.  An  agreement  between  play 
and  owners  capping  salaries  means  only  Shaquille  O'Neal's 
grandfathered  $27.7  million  salary  now  lies  outside  the  cap. 
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2003-04  Season 
NIKE  FEE 

$13  million 

NBA  SALARY 

$4  million 

OINTS  PER  GAME 

21 

1ST  IN  ATTENDANCE 

278,000 

SNEAKERS SOLD 

500,000 


N  THE 
.L  BOUNCES 

;s  for  the  NBA  during  the 

season  were  up  7%.  Media 
count  for  the  biggest  chunk  of 
,  $1.1  billion.  (In  second  and 
ce:  tickets  and  premium 
i  National  TV  revenue  has 
d  from  $32  million  in  1985  to 
illion  now.  But  locai  cable 
|)U,  which  give  fans  the  home 
ild  promise.  That's  why 
I  Nuggets  owner  Stanley 
,  who  also  owns  hockey's 
)  Avalanche,  recently  started 
regional  sports  channel. 


market  size  and  real  estate.  The  three  most  valuable  teams  play  in  big 
their  buildings.  They  generated  a  combined  $230  million  from  tickets  and 
(son.  The  bottom  three  teams  play  in  smaller  markets  and  lease  their  build- 
enue  was  just  $80  million.  The  Houston  Rockets  went  up  the  most  in  value 
i,  taxpayer-financed  building  that  gives  most  of  the  revenue  to  the  team. 
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77 

4.8 

302 

14 

31 

101 

9.6 

eason.  'Value  of  team  based  on  current  arena  deal  (unless  new  arena  is  pending) 


'85  '87 


89 


'91  '93 


For  an  expanded  version  of  this  table,  go  to  www.forbes.com/NBA. 
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OPEN  IT  IND. 


GRAB  LIFE  BY  THE  HORNS 


THE  ALL-NEW  2005  DODGE  MAGNUM. 
STARTING  AT  $22,495. 


VELOCITY 

•  AVAILABLE  5.7L  HEMI  V8  ENGINE 

Best-in-class*  340  horsepower 
Best-in-class*  390  Ib-ft  of  torque 

•  3.5L  HIGH  OUTPUT  V6  ENGINE  ON  SXT 
•2.7LV6  ENGINE  ON  SE 

•  AVAILABLE  ALL-WHEEL  DRIVE  (SXT.RT) 

•  STANDARD  FIVE-SPEED  AUTOMATIC 
TRANSMISSION  WITH  AUTOSTICK  (V8) 

Four-speed  automatic  (V6) 

•  ALL-NEW  FOUR-WHEEL  INDEPENDENT 
SUSPENSION  FOR  WORLD-CLASS  HANDLING 

•  AVAILABLE  ELECTRONIC  STABILITY 
PROGRAM  WITH  EMERGENCY 
BRAKE  ASSIST 

■  - 

•  AVAILABLE  ALL-SPEED  TRACTION 
CONTROL  WITH  FOUR-WHEEL  DISC 
AN Tl LOCK  BRAKE  SYSTEM 

•  STANDARD  18-INCH  POLISHED 
ALUMINUM  WHEELS  (RT) 

17-inch  wheels  (SE,  SXT) 

•  MULTI-DISPLACEMENT  SYSTEM  (V8) 

Seamlessly  switches  between  four-  and  eight- 
cylinder  mode  for  improved  fuel  economy* 


VERSATILITY 

»  SEATING  FOR  UP  TO  FIVE 

»  60/40  SPLIT-FOLD  REAR  SEATS 

Provides  up  to  71.6  cu  ft  of 
cargo  volume 

>  UNIQUE  ACCESS  LIFTGATE 

•  REMOVABLE/REVERSIBLE  TRI-FOLD 
CARGO  FLOOR 

Bi-level  with  deep  side  cargo  wells 

•  OPTIONAL  FRONT  AND  REAR 
SIDE-CURTAIN  AIR  BAGS 

>  OPTIONAL  SIRIUS  SATELLITE  RADIO 
AND  BOSTON  ACOUSTICS 
AUDIOPHILE  SOUND  SYSTEM 

Six  speakers,  276-watt 
digital  amplifier 

>  AVAILABLE  IN-DASH  DVD-BASED  GPS 
NAVIGATION  SYSTEM 

>  AVAILABLE  UCONNECT™ 
VOICE-ACTIVATED,  HANDS-FREE 
COMMUNICATION  SYSTEM 

•  AVAILABLE  POWER  ADJUSTABLE  PEDALS 

•  AVAILABLE  INFRARED  DUAL  ZONE 
AUTOMATIC  TEMPERATURE  CONTROL 


GRAB  LIFE  BY  THE  HORNS 


FIVE-STAR 


DODGI 


HIGHEST  GOVERNMENT 
FRONTAL  CRASH  TEST  RATING 


*Based  on  Ward's  2004  Middle  Cross/Utility  Vehicle  Segmentation.  'No  system,  no  matter  how  sophisticated,  can  repeal  the  laws  of  physics 
or  overcome  careless  driving  actions.  Performance  is  limited  by  available  traction,  which  snow,  ice  and  other  conditions  can  affect.  When  ESP 
warning  lamp  in  the  speedometer  flashes,  the  driver  needs  to  use  less  throttle  and  adapt  speed  and  driving  behavior  to  prevailing  road  conditions. 
Always  drive  carefully,  consistent  with  conditions.  Please  always  wear  your  seat  belt.  '17  EPA  est  city  mpg,  25  EPA  est  hwy  mpg  for  5.7L  HEMI  V8. 
SAIways  use  seat  belts!  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  SIRIUS,  the  dog  logo  and  SIRIUS  stream  names  are 
fcjgps  and  trademarks  of  SIRIUS  Satellite  Radio  Inc.  For  more  information  about  Chrysler  Financial,  ask  your  local  dealer. 
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Soriana 


A  still  relatively 
little-known  Mexican 
hypermarket  is  turning 
into  Wal-Mart's  nemesis 
south  of  the  border. 
By  Richard  C.  Morais 

HgHHH  O  GRASP  HOW  THE  BATTLE 

^^H^^"  for  Mexico's  middle  class  is 
shaping  up  among  the 
country's  biggest  retailers, 
just  walk  with  a  notepad 
and  pen  through  the  aisles 
of    competing  hyper- 
markets in  Monterrey,  a  fast-growing  city 
of  3.5  million  in  the  mountains  of  north- 
ern central  Mexico.  At  Wal-Mart  de 
Mexico,  a  security  guard  is  immediately 
upon  us,  politely  but  firmly  telling  us  that 
note-taking  is  not  permitted.  At  Gigante, 
a  rival  Mexican  chain,  a  security  guard 
threateningly  orders  us  to  cease  and 
desist.  At  Organizacion  Soriana,  we're 
cornered  in  the  spirits  section — by 
giggling  saleswomen  asking  if  they  can 
help  us  pick  out  a  tequila. 

Those  little  run-ins  offer  a  revealing 
insight  into  the  state  of  Mexico's  retail  war. 
Wal-Mart — since  it  acquired  the  largest 
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nnanciers  :  unain 
Chief  Ricardo  Martin. 


Mexican  chain,  Cifra,  seven  years  ago — 
has  efficiently  seized  55%  of  Mexico's 
retail  market  (as  measured  among  the 
tour  biggest  publicly  traded  chains  only). 
The  former  number  two,  Controladora 
Comercial  Mexicana,  a  supermarket  and 
restaurant  chain,  is  down  to  a  15%  share 
of  the  market,  and  the  fast-falling  number 
three,  Grupo  Gigante,  is  below  13%. 
And  yet  not  all  has  gone  according  to 


A  further  sign  Soriana  has  arrived:  A 
shopper  walking  into  Wal-Mart's 
Monterrey  stores  will  first  pass  through 
columns  of  odd  goods — oranges,  salad 
crackers,  flour — heavily  promoted  as 
cheaper  than  what's  over  at  rival 
Soriana.  Deeper  inside  the  Supercenters, 
sales  receipts  from  Soriana — its  higher 
prices  highlighted  in  marker — are  osten- 
tatiously taped  to  shelves.  No  other 


"A  woman  wants  an  experience  like  what  she  had 
in  the  old  markets— tasting  the  fruit,  enjoying  a 

social  moment.  Wal-Mart  is  very  straight." 


the  rule  book.  Soriana  was  a  distant  fourth 
just  a  few  years  ago;  the  weakest  Mexican 
retailer  was  predicted  to  fold  first.  But  this 
fast-growing  Monterrey  chain  store  with 
$3.7  billion  in  estimated  2004  revenues 
has  pole-vaulted  over  its  homegrown 
competitors  and  is  now,  with  a  17% 
market  share,  the  number  two  behind 
Wal-Mart.  Soriana,  writes  Merrill  Lynch 
analyst  Robert  Ford,  is  "well  positioned 
strategically"  for  the  "ultimate  consolida- 
tion" yet  to  hit  Mexico's  retailers. 


competitor  is  singled  out  by  Wal-Mart  in 
this  way.  Pedro  Mejia,  director  of  plan- 
ning at  Soriana,  shrugs  and  points  out 
that  his  firm  uses  similar  tactics  against 
Wal-Mart  in  its  stores.  "It's  just  part  of 
the  war,"  he  says. 

Soriana's  sales  have  compounded 
annually  at  a  17%  rate  since  1994.  The 
company  is  debt  free,  and  its  growth — 
160  stores,  up  from  41  a  decade  ago — is 
entirely  financed  by  operations.  More 
impressive  still:  Soriana's  margins  are 


among  the  fattest,  neck-ar 
neck  with  the  Mexico  Cid 
traded  Wal-Mart  de  Mexu 
despite  that  company's  hu 
purchasing  and  cost  adva) 
tages  imported  from 
American  parent.  In  tj 
third  quarter  of  2004,  fl 
example,  Soriana's  operatij 
margin  of  6.1%  equal] 
Wal-Mex's. 

Mexico's  low-prof 
Martin  family  contra 
Soriana,  and  such  results  ha 
made  it  immensely  wealtli 
"We  are  just  merchants,"  sa 
the  chain's  soft-spoken  era 
executive,  Ricardo  Martin,! 
the  minimalist  office  he  by 
hard  into  the  Sierra  Mad 
mountains  of  Monterrey, 
work  hard.  We  are  i 
financiers." 

Maybe  so,  but  the  4| 
year-old  Ricardo  Martin  ai 
cousin  Alberto  Martin,  t 
nonexecutive  chairman  of  Soriana,  ai 
the  heads  of  two  family  branches  th 
jointly  own  $1.7  billion  worth  of  Sol 
ana's  Bolsa-traded  stock.  To  this  one  a 
add,  for  the  Ricardo  Martin  side  of  ti 
family  alone,  private  holdings  in  re, 
estate,  a  restaurant  chain  and  departme 
stores. 

Things  weren't  this  good  a  deca< 
ago.  The  modern  Soriana  hypermarN 
chain  was  created  in  1968 
Don  Francisco  and  D<j 
Armando  Martin,  retailii 
brothers  from  Torreon,  2\ 
miles  from  Monterrey.  Ea< 
had  a  large  family,  and  eve; 
tually  the  two  had  a  bitt 
falling-out,  splitting  the  company  ini 
two  fairly  even  cash-flow  streams  before 
simple  coin  toss  in  1984  decided  who  g 
what.  Don  Francisco — the  father 
Ricardo  and  his  six  brothers — walk* 
away  with  eight  Soriana  stores  near  Mo 
terrey,  some  warehouses,  a  transportatic 
company,  a  ranch  and  a  restaurant  chai 
Don  Armando's  family  got  the  assa 
focused  around  Torreon. 

Both  Martin  companies  went  pubi 
on  the  Bolsa  in  Mexico  City  in  1987,  hi 
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25  hours  for  $84,995* 
all  inclusive 
youngest  private  jet  fleet 


ClTATIONSHARES 

JetPassiorr 


JetUsership  >  1.877.832.8678x121  >  CitationShares, 


uming  25  hours  of  transportation  in  the  domestic  U.S.  (which  includes  transportation  225  miles  beyond  the  U.S.  border  into  Canada  and  Mexico),  total  price  is  $91,370.  including  Federal  Excise  Tax  Total 
is  $84,995  for  25  hours  of  international  transportation  Actual  total  price  is  based  on  the  actual  number  of  hours  flown  domestically  and/or  internationally.  All  Vector  JetCard  flights  are  operated  by 
onShares  under  its  FAR  Part  135  Air  Carrier  Certificate.  ©  2004  CitationShares 
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OPENING  THE 

GOLDEN 

DOOR 


TO  INVESTORS 


BY  KATH  CUMMINS 


Nobody  was  surprised  when  China 
overtook  the  United  States  last  year  to 
become  the  biggest  recipient  of  foreign 
direct  investment  (FDD. 

After  all,  China  had  already  led  Asia 
and  developing  countries  in  the  collec- 
tion of  FDI  for  a  decade.  In  2003,  China 
had  also  leapfrogged  Japan  to  become 
the  world's  third-largest  importer  of 
goods.  Its  resource-ravenous  boom  was 
eating  up  close  to  30%  of  the  world's 
total  output  of  coal,  steel  and  aluminum, 
and  in  the  process  pushing  global  com- 
modity prices  up  by  some  40%.  Next  to 
this,  the  transplant  of  manufacturing 
into  China  from  Asia  and  the  U.S.  has 
continued  apace.  At  the  end  of  2003, 
there  were  just  under  500,000  foreign- 


invested  enterprises  in  China  —  with  con- 
tracted capital  worth  US$545.03  billion. 

FDI  STAYS  HOT  IN  A 
COOLING  ECONOMY 

Fast-forward  to  April  2004,  and  China's 
central  government  was  attempting  to 
cool  the  feverish  economy.  Banks  were 
ordered  to  curb  lending  —  particularly  to 
sectors  like  property  and  infrastructure, 
which  were  deemed  to  be  overheated. 
The  world  drew  a  collective  breath. 
Would  an  economy  that  had  averaged 
9%  annual  growth  for  20  years  actually 
slow  down? 

Six  months  since  then,  the  answer  for 
foreign  investment,  at  least,  is  a  resound- 
ing no.  While  overall  growth  looks  like  it's 


set  to  be  trimmed,  official  figu! 

released  in  mid-November  show  1 
Beijing's  macroeconomic  intervened 
have  not  dampened  the  desire  of 
rest  of  the  world  to  invest  in  China.  1 
record  US$53.5  billion  milestone  fl 
China  set  in  2003  was  passed 
October  of  this  year.  More  than  US$5 
billion  in  FDI  poured  into  China  in 
first  10  months  of  2004  —  and  offic 
predict  this  figure  will  exceed  US3 
billion  by  year's  end.  That  would  m< 
the  world's  investment  in  China  I 
almost  doubled  in  the  past  decade, 
is  20  times  what  it  was  in  1990. 

The  mushrooming  of  FDI  in  Chins 
all  the  more  exceptional  when 
consider  that  overall  global  FDI  has  be 

(Continued  on  page 
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Winning  in  noble  style. 
Enjoying  the  honorable  life  in  Shanahain 


Shanghai  Shimao  Riviera  Garden 


firmer  of  real  estate's  top  sales  award  three  years  in  a  row,  from  2001  to  2003,  the  Shanghai 
jo  Riviera  Garden's  sixth  international  theme  apartment  makes  its  worldwide  debut. 


I  Shanghai  Location  for  the  Elite 

era  Garden  is  located  in  Shanghai's  CBD  --  the  prosperous  Lujiazui  Finance  and  Trade  Zone,  which  is  right  on  Metro  line  2,  connected  to  the 
Lu  Tunnel.  West  Fuxing  Lu  Tunnel,  Dalian  Lu  Tunnel.  Yangpu  Bridge  and  Lupu  Bridge,  easily  accessible  to  different  areas  in  Shanghai.  It  is 
/  with  integrated  facilities  such  as  the  Yaohan  Shopping  Mall  and  the  Huahan  Supermarket  Flagship  Outlet.  A  hospital,  school  and  cinema  are 
I  .tone's  throw. 

ing  Six  International  Themed  Parks 

Suzhou  Garden':  Picturesque  garden  based  on  traditional  architectural  philosophy.  Rivals  the  famous  Zhuozheng  Garden  in  Suzhou. 
'  Surfing  Beach*:  Beach  materials,  wave  machines,  palm  trees  and  modem  club  recreate  the  Hawaiian  lifestyle. 

Swan  Lake*:  Classic  architecture,  plant  life  and  stunning  lakeside  scenery  evoke  a  palatial  European  lifestyle. 
■  iwn:  Classic  English  garden  with  lush  green  grass  and  a  backdrop  of  dense  forest. 
*  laze  Garden:  Neatly  sculpted  box  hedges  in  beautiful  designs  with  royal  charm. 

Garden":  Based  on  the  concept  of  the  Five  Olympic  Rings;  an  excellent  venue  for  multifunctional  recreation. 

d  Clubs 

(Service:  24-hour  laundries,  24-hour  stores,  banks,  western  restaurants,  multi-functional  halls;  /  American  Clubs:  reading  room,  wall-ball 
I;  room,  gym,  indoor  swimming  pools,  swimming  pool  by  beach,  restaurants,  cafes,  bars;  /  Olympic  gym:  indoor  basketball  pitch,  wall 
'iwling  ball  pitch,  indoor  swimming  pools,  pingpong  room,  gym,  tennis  court,  pool  room,  bars,  and  cafes;/  Chinese  Garden  Clubs:  Chinese 
I  VIP  meeting  room,  antiques  and  art  crafts  show,  chess,  cards,  classic  music  and  tea  party. 

appointed  Luxury  Apartments 

I  iera  Garden  is  canonized  by  the  people  both  at  home  and  abroad  and  is  most  popular  in  its  worldwide  promotion  process.  It  has  been 

II  in  sales  volume  in  Shanghai  residential  market  for  3  years  since  2001,  and  has  also  won  the  Golden  Award  for  Environmentally 
t  Garden  of  International  Riveable  Communities  2004-the  championship.  The  construction  materials  and  interior  fixtures  include  many 
lus  brands  such  as  POGGENPOHL  cabinets,  Whirlpool  stoves  and  refrigerators,  ROCA  bathroom  products,  Hoppe  lockers  (the  choice 
bean  Parliament  Mansion)  and  TRANE  air-conditioning  systems.  Bathroom  walls,  floors  and  sinks  are  of  high-quality  marble  All  of  these 
|n  carefully  to  meet  the  elite's  excellent  pursuance  of  the  taste  of  life. 


v  of  Bund  of  Shanghai 


Xiao  Nanguo  Restaurant 


Hawaiian  Surfing  Beach 


Germany  Swan  Lake 


the  Wharf  of  Swan  Lake 


;r:       Shanghai  Shimao  Real  Estate  Co.  Ltd.     Investment:  Shim\3  Shimao  Group     Hotline:  Q21  ■*< 

The  developer  reserves  all  rights  to  interpretation  &  explanation  of  this  advertisement. 
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SHIMAO 
GROUP 


THE  DAZZLING  ECONOMIC  BOOM  IN  CHINA  IS  BEING 
WATCHED  AROUNDTHE  WORLD  — BUTTHE  REALITY  FOR 
MOST  OVERSEAS  INVESTORS  IS  THAT  WATCHING  IS  ALL 
THEY  CAN  DO.  THE  OPPORTUNITIES  FOR  DIRECT  INVEST- 
MENT IN  THE  CHINA  GROWTH  STORY  ARE  LIMITED. 

However,  one  company  has  staked  its  claim  as  a  bridge 
between  overseas  investors  and  the  China  property  market. 

SHIMAO  Group  is  the  real  estate  company  of  choice  for 
overseas  property  investors  in  China.  Positioned  at  the 
absolute  top  end  of  the  real  estate  market,  SHIMAO  is 
developing  and  marketing  the  most  sought-after  apartments, 
villas,  five-star  hotels  and  entertainment  venues  to  a  select 
clientele  —  half  of  whom  live  outside  mainland  China. 

One  of  the  top  three  real  estate  developers  in  China, 
SHIMAO  is  behind  iconic  developments  such  as  the  US$1.5 
billion  Riviera  Gardens  Estate  on  the  Pudong  riverfront;  the 
SHIMAO  International  Plaza,  Shanghai's  second-tallest 
building,  which  is  due  to  be  completed  in  People's  Square 
next  year;  and  the  twin  towers  of  the  new  Hyatt  hotel  and 
apartment  complex,  which  will  be  the  centerpiece  of  the 
North  Bund  development. 

Of  the  4,000  developers  in  Shanghai,  SHIMAO  ranks 
number  one  in  sales  and  number  three  in  revenues,  with 
sales  hitting  US$1  billion  in  2004. 

SHIMAO  Executive  Director  Jason  Hui  says  the  majority  of 
his  company's  foreign  clients  come  from  the  U.S.  —  but  they 
also  hail  from  Canada,  Hong  Kong,  Taiwan,  Singapore, 
Malaysia  and  the  U.K.  About  30%  of  overseas  clients  buy  for 
investment,  more  than  60%  for  their  own  use  and  about  10% 
to  add  to  their  'collectors'  real  estate  portfolio.  "These  are 
clients  who  own  some  of  the  most  prestigious  real  estate  in 
the  world  —  and  now  Shanghai  is  the  city  they  want  to  buy 
into,"  says  Hui. 

SHIMAO  is  currently  developing  China's  most  exclusive  villa 
residences,  adjacent  to  the  beautiful  natural  lake  scenery  of 
the  She  Shan  Mountain  near  Shanghai  —  along  with  a  golf 
course  and  Shanghai's  first  resort  hotel.  The  top  villa  in  this 
complex  is  expected  to  sell  for  US$30  million. 

Mr.  Hui's  father,  Mr.  Hui  WingMau,  who  is  currently  ranked 
among  the  top  five  on  the  Forbes  China  Rich  List,  founded 
SHIMAO  in  the  1980s  in  Beijing.  In  addition  to  elite 


JASON  HUI,  EXECUTIVE  DIRECTOR 


residential,  commercial  and  hotel  properties  in  Shanghai  a 
Beijing,  the  company  is  developing  projects  around  China  a 
in  Malaysia. 

Mr.  Hui  says  SHIMAO  is  different  from  other  China-bas 
developers.  Instead  of  selling  properties  as  a  'shell,'  all  con 
fully  equipped  with  state-of-the-art  international  applianc 
and  fittings. 

"We  can  deliver  up  to  30%  after-tax  profit  because  of  c 
focus  on  the  high-end  market  and  our  insistence  on  t 
world's  best  fit-out,"  says  Hui.  "And  we  combine  that  w| 
low-cost,  high-skill  labor  in  China." 

This  attention  to  quality  and  detail  is  backed  by  super 
sales  and  leasing  services.  SHIMAO  partners  with  the  t 
agents  in  each  overseas  city  in  which  it  markets  properties 
recent  SHIMAO  North  America  road  show  traveled  to  Ne 
York,  Los  Angeles,  San  Francisco,  Houston  and  Vancouv 
Other  recent  trips  included  Tokyo,  Taipei,  London,  Pan 
Sydney  and  Auckland. 

"Our  goal  is  to  be  one  of  the  world's  top  developers,"  sa 
Hui.  "But  we  believe  that  we  are  doing  more  than  just  sell 
real  estate  overseas.  We  are  providing  a  bridge  from  the  Uj 
and  other  investor  markets  to  China." 


Pushing  Snow 
with  your  Feet. 


"When  the  big  Russian  knocked  me  down 
the  first  time,  I  really  did  see  stars!  But  the 
second  time  was  worse.  I  slid  along  the  ground 
pushing  the  snow  ahead  of  me  with  my  feet  like 
a  little  snow-plough. 

And  then  I  started  to  cry.  I  was  so  angry 
with  myself.  The  football  team  was  my  idea  after 
all.  And  playing  in  a  Moscow  winter  in  the  snow 
against  these  Russians  ...what  was  I  thinking? 

And  a  woman's  football  team  at  that. 

But  when  they  picked  me  up,  dusted  the 
snow  from  my  jacket  and  gave  me  a  hug,  I  knew 
we  were  becoming  more  than  just  a  football  team 
we  were  becoming  a  Huawei  team. 

We  were  a  team  of  partners.  And  that  is 
what  Huawei  is  all  about. 

When  we  opened  our  Moscow  office  we  had  telecom  projects  right 
across  the  country  on  our  books  worth  over  a  US$100  million.  And  every 
one  of  them  needed  meticulous  care  and  attention. 

So  our  logistics,  co-operation  and  team  spirit  all  had  to  be  perfect. 

And  they  were.  Because  we  pulled  in  every  single  project  ahead  of 
schedule  and  under  budget. 

Just  like  we  always  do  at  Huawei.  Come  rain  or  shine  ...or  snow. 
And  we're  not  bad  at  football  either!" 

Zhang  Yin.  Huawei  Telecom  Infrastructure  Engineer  Moscow. 


SINCE  OPENING  THE  MOSCOW  OFFICE  IN  2001,  HUAWEI  HAS  BECOME 
ONE  OF  THE  MAJOR  SUPPLIERS  IN  THE  CIS  TELECOM  MARKET. 

TODAY  HUAWEI  HAS  8  REGIONAL  HEADQUARTERS  AND  MORE  THAN 
50  BRANCH  OFFICES  WORLDWIDE. 

partner  for  a  networked  world 
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THE  MOSTTALKED-ABOUTTECHNOLOGY  COMPANY 
IN  CHINA  IS  QUIETLY  REVOLUTIONIZING  THE 
GLOBAL  TELECOM  INDUSTRY. 

If  you  are  looking  for  a  single  company  that  embodies  the 
energy,  innovation  and  astounding  growth  of  China's  economy, 
then  it  is  hard  to  ignore  Huawei. 

The  leading  supplier  of  telecom  equipment  in  China  has 
earned  itself  a  place  at  the  table  with  the  world's  telecommu- 
nications equipment  giants,  taking  on  the  likes  of  Alcatel,  Cisco 
and  Siemens.  In  2004,  the  company  is  set  to  achieve  sales  of 
over  US$5  billion  across  70  countries. 

According  to  independent  industry  analysts,  Huawei  is  fast 
becoming  one  of  the  leading  telecom  equipment  and  solution 
providers  in  the  world.  Huawei  ranks  number  one  in  switching 
and  NGN  (Dittberner),  number  two  in  optical  transmission  and 
DSLAM  (RHK)  and  number  three  in  integrated  access  networks 
(RHK).  Huawei  is  also  one  of  the  few  vendors  in  the  world 
that  can  provide  an  end-to-end  3G  solution.  For  example, 
Huawei  has  helped  Etisalat  in  the  UAE  to  build  the  world's 
first  R4-based  UMTS  network.  Currently,  40%  of  Huawei's 
revenues  come  from  export  markets.  The  company  confi- 
dently predicts  that  this  will  be  70%  by  2008. 

So  why  has  this  fast-growing  company  become  the  most 
talked-about  new  technology  company  in  the  world?  Huawei's 
success  comes  down  to  a  single  philosophy,  according  to 
Huawei  Executive  Vice  President  William  Xu:  spending  big  on 
research  and  development. 

Overlooking  Huawei's  corporate  campus  in  the  Hong  Kong- 
adjacent  boom  city  of  Shenzhen,  Mr.  Xu  says:  "Even  as  our 
revenues  have  doubled  year  on  year,  we  have  consistently 
spent  10%  or  more  on  R&D.  Of  the  22,000  people  Huawei 
employs  around  the  world,  some  10,000  are  employed  in  R&D  " 

This  dedication  to  innovation  has  brought  engineering 
excellence  —  and  costs  that  come  in  at  up  to  40%  less  than 
Huawei's  international  competitors. 

"We  are  pleased  to  offer  a  competitive  price  to  our  cus- 
tomers," says  Mr.  Xu.  "But  we  do  not  always  have  the  lowest 
price.  Cost  is  as  important  as  quality  —  quality  in  standards  and 
service.  We  want  a  win-win  for  our  clients  and  our  company." 

Unusually  for  China's  local  high-tech  sector,  Huawei  is  not  a 
state-owned  company,  but  is  owned  by  employees.  They 
receive  incentive  payments  and  company  shares  based  on  their 
performance  and  experience. 


WILLIAM  XU,  EXECUTIVE  VICE  PRESIDENT 

Mr.  Xu  believes  that  the  company's  strength  in  innovation: 
the  direct  result  of  this  employee-based  ownership.  "All  c 
staff  cares  about  the  sales  and  strength  of  the  company,  and 
have  a  real  stake  in  our  customers'  needs." 

Huawei  is  proud  to  be  a  truly  Chinese  company,  but 
global  outlook  has  seen  it  form  joint  ventures  with  internatior 
players  like  3Com,  Siemens,  NEC  and  Matsushita.  Huawei  hi 
aiso  set  up  joint  labs  with  such  world-leading  technolo» 
companies  as  Agere  Systems,  Microsoft,  Motorola,  Intel,  j 
Qualcomm,  Sun  Microsystems  and  Infineon. 

Its  management  systems  are  also  the  best  the  world  a 
offer.  PwC,  KPMG,  IBM,  Mercer,  Towers  Perrin,  Hay  Group  an 
FhG  are  all  retained  by  Huawei  to  ensure  optimum  standards 
accounting,  auditing,  finance,  corporate  restructuring,  employe 
stock  option  plan,  human  resources  and  quality  control. 

In  2004,  Huawei  restructured  its  business  into  four  entitle 
Huawei  Technologies,  Huawei  Mobile,  Huawei  Investment  an 
Huawei  Real  Estate.  The  aim  is  to  better  service  clients  I 
focusing  on  developing  the  company's  core  business.  While  tP 
restructure  has  prompted  market  speculation  of  an  immine 
listing  or  a  strategic  equity  partner,  Huawei  manageme 
stresses  that  listing  is  a  long-term  goal. 

"Whether  and  when  a  company  lists  is  a  case-by-cas 
analysis,"  says  Mr.  Xu.  "For  some  companies,  listing  is  critic 
to  development.  For  others,  staying  private  can  be  better  fi 
development.  We  will  always  be  driven  by  what  is  best  fj 
the  company." 
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mntinued  from  page  1) 
Mining,  and  that  other  high-growth 
Rnomies  are  getting  a  relatively  small 
Ice  of  the  global  FDI  pie.  India,  for 
pimple,  got  less  than  US$5  billion 
I  year,  despite  exceeding  8%  growth. 

I3RKSH0P  OF  THE  WORLD 

he  single  biggest  driver  of  foreign 
set  investment  in  China  is  low-cost 
cnufacturing,  which  accounts  for  two- 
sds  of  all  the  money  overseas  entities 
est  here.  Throughout  the  1990s, 
•ding    auto,    electronics,  telecom 
jipment,  pharmaceutical,  textile  and 
Imical  companies  opened  plants  in 
■  low-wage,  low-cost  economic  zones 
China's  south.  The  boom  centers  in 
1  around  Guangzhou,  Shenzhen  and 
anghai  have  been  the  big  beneficiar- 
{.  These  municipal  and  provincial 
ti'ernments  have  aggressively  courted 
I  ;rseas  companies  with  tax  incentives, 
j  s  regulation  and  extra  incentives  for 
i  erprises  that  set  up  regional  head- 
:  inters  or  R&D  centers. 
I ' he  higher-wage  Asian  economies 
'  'e  been  the  big  investors  in  plants  in 
'  inland  China.  Hong  Kong  supplies 
[re  than  32%  of  the  total.  If  you  add 
'.  >an,  Taiwan  and  South  Korea's  invest- 
'  nt,  together  they  account  for  more 
:jn  half  of  China's  total  FDI,  and  this 
3S  not  include  any  of  their  companies 


or  financiers  domiciled  in  tax  havens 
like  the  Virgin  Islands.  The  U.S.  also 
ranks  among  the  top-five  investors  —  its 
companies  account  for  around  US$5 
billion  annually. 

But  while  manufacturing  remains  the 
big  FDI  story.  World  Trade  Organization- 
prompted  regulatory  and  ownership 
reforms  are  seeing  the  service  sector 
draw  in  more  FDI.  Even  real  estate  — 
both  residential  and  commercial  —  is 
seeing  a  boost  in  overseas  investment. 

The  onward  march  of  FDI  in  China 
is  good  news  for  those  banking  on 
China's  growth  not  being  trimmed  too 
severely  by  Beijing's  cooldown  policy. 
That's  because  China's  export-driven 
economy  has  a  lot  to  thank  foreign 
investment  for.  Foreign-funded  compa- 
nies produce  55%  of  all  Chinese 
exports.  If  FDI  is  unruffled  by  any 
slowing  of  the  macro  economy,  then 
more  exports  and  export-related  jobs 
derived  from  foreign-funded  plants  and 
equipment  should  follow. 

While  FDI  remains  a  critical  engine  for 
the  Chinese  economy,  it  is  interesting 
not  just  to  look  at  the  industry  sectors 
where  the  spending  goes,  but  also 
the  corporate  vehicles  through  which 
the  money  is  allocated.  The  overwhelm- 
ing choice  —  over  60%  and  rising  each 
year  —  is  to  channel  the  money  through 


wholly  foreign-owned  enterprises.  A 
raft  of  WTO-based  reforms  has 
allowed  an  increasing  number  of 
industry  sectors  to  abandon  or  avoid 
once-compulsory  joint  ventures. 
Foreign  investor  companies  say  that 
foreign-owned  enterprises  have  infinitely 
less  risk  in  terms  of  financial  losses 
and  intellectual  property  theft,  increasing 
the  incentives  to  invest  in  China. 

WHY  CHINA  DRIVES 
THE  WORLD 

It  has  already  become  a  cliche  to  talk 
about  China  as  "the  workshop  of  the 
world."  However,  in  terms  of  the  revolu- 
tion it  will  bring  to  the  world  economy, 
this  cliche  has  bareiy  begun  to  play  itself 
out.  If  we  look  at  just  one  industry  — 
textiles  —  China  already  produces  nearly 
60%  of  the  world's  clothing.  This 
staggering 
figure  is  put 
into  a  new 
context  when  we 
note  that  this 
is  before 
the  global 
textile  quota 
system  currently 
barring  China  from 
some  world 
markets  ends 


on  January  1,  2005.  The  potential  for 
China  to  further  capitalize  on  this  global 
industry,  and  others,  looks  assured. 

Much  has  been  made  over  the  past 
two  years  about  the  impact  that  China's 
currency  peg  to  the  U.S.  dollar  has  had 
on  the  relative  competitiveness  of  U.S. 
manufacturing.  It  is  true  that  the  8.28 
yuan-to-the-dollar  peg  meant  that  as 
the  dollar  weakened,  the  yuan  followed, 
and  America's  exports  did  not  enjoy 
a  gain  in  relative  competitiveness. 
However,  currency  and  global  economic 
analysts  also  point  out  that  the  wage 
and  cost  differential  is  so  high  in  some 
manufacturing  industries  that  it  is 
doubtful  that  a  floating  Chinese  currency 
would  change  the  inward  flow  of  manu- 
facturing jobs  —  particularly  when  most 
of  these  are  coming  from  economies 
other  than  that  of  the  U.S. 

It  won't  just  be  the  world  moving 
more  of  its  manufacturing  to  low-wage, 
low-cost  China  that  will  continue  this 
revolution.  China's  fast-emerging  local 
consumer  market  is  going  to  be  a  big 
driver  of  FDI  into  the  future.  FDI  is  cred- 
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ited  with  raising  some  100  million  people 
out  of  poverty,  thereby  creating  a 
domestic  market  for  consumer  goods 
with  the  potential  to  dwarf  all  others. 
China  already  consumes  more  pork, 
soybeans,  fish,  cotton  and  rice  than  any 
other  country.  Most  foreign-funded 
consumer  goods  companies  producing 
in  China  already  sell  as  much  in  the 
local  market  as  they  export  elsewhere. 
China  is  now  the  world's  biggest  market 
for  white  goods,  mobile  phones  and 
cigarettes,  and  within  a  few  years,  it  will 
be  able  to  add  computers  and  cars  to 
this  list. 

UNSATED  DEMAND  FOR  FDI 

Foreign  direct  investment  in  China 
looks  set  to  continue  its  record-breaking 
levels.  As  China  gears  up  for  the 
2008  Olympics,  the  government  is  pri- 
oritizing high-tech  manufacturing  and 
infrastructure  projects  that  require 
foreign  expertise.  In  addition,  Beijing's 
commitment  to  WTO  and  other  eco- 
nomic reforms  will  further  improve 
the  attractiveness  of  China  as  an  invest- 


ment  destination.  The  coming  fd 
years  will  see  more  work  on  intellect! 
property  enforcement,  tax  incentij 
and  trade  barriers.  The  only  potem 
dampener  on  investment  may  coj 
from  the  demands  of  local  companii 
which  argue  that  they  should  | 
longer  have  to  compete  with  I 
tax  and  other  incentives  given 
foreign-funded  entities. 

Local  companies  may  be  powerle 
to  stop  this  incentive  auction  for  F 
China's  so-called  second-tier  cities  a 
provinces  are  now  competing  fierc 
to  woo  investment.  This  year,  cit 
like  Suzhou,  Tianjin,  Chengdu  a 
Chongqing  continued  to  attract  mi 
relative  FDI  than  in  the  past,  with  F 
saturated  cities  like  Shanghai  a 
Guangzhou  now  facing  higher  relat 
wages  and  labor  shortages. 

With  more  than  half  of  China's 
billion  population  still  largely  untouch 
by  FDI,  it  seems  unlikely  that  this  hunt 
for  global  funds,  and  the  jobs  and  ei 
nomic  development  it  produces,  will  I 
sated  any  time  soon. 
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pn  Francisco  was  the  more  successful  of 
e  two.  He  brought  in  professional  man- 
ers  and  removed  all  his  sons  but  the 
ungest,  Ricardo,  from  the  newly 
cused  hypermarket  chain.  He  doubled 
s  stores  to  16  and  traveled  the  world 
oking  for  ideas,  proudly  telling  his  sons 
■  was  a  mere  "copyist." 

Monsters  like  the  U.S.'  Wal-Mart, 
olland's  Ahold  and  France's  Carrefour 
oved  full  force  into  Mexico  around  the 
'93  signing  of  the  North  American  Free 
ade  Agreement.  Running  the  two  weak- 
t  of  all  the  Mexican  hypermarket 
ei  tains,  Ricardo  and  cousin  Alberto 
lietly  discussed  ways  to  bring  the  two 
mily  businesses  back  together  again.  In 
'94  the  aging  Don  Francisco  and  Don 


offset  its  higher  prices  with  a  little  star- 
dust  and  a  better  understanding  of  Mex- 
icans' middle-class  aspirations.  A  BMW 
X5  at  the  front  of  the  store  can  be  won 
with  a  $26  raffle  ticket;  Royal  Doulton 
pots  and  pans,  a  luxury  for  most  Mexi- 
cans, can  be  purchased  at  a  discount  by 
trading  in  "loyalty  points";  and  a  stall  in 
the  back,  run  by  GE  finance,  offers  a  first- 
stage  credit  card  to  taxi  drivers  and 
plumbers  who  have  never  opened  a  bank 
account.  Both  chains  sell  stacks  of  com- 
petitively priced  liquor,  of  course,  but 
Soriana  adds  a  wood-shelf  construc- 
tion— faintly  suggestive  of  a  wine  cel- 
lar— to  show  off  "reserve"  Don  Julio 
tequila  and  Chivas  Regal. 

"At  Wal-Mart  you  get  the  same  store 


"The  split  was  because  of  a  personal 
lonflict,  but  [the  aging  founders]  knew  the 
merger  was  good  for  the  business." 


"mando  gave  their  blessings  to  the 
(coupling.  "They  ere  happy,"  claims 
cardo  Martin.  "The  split  was  because  of 
^personal  conflict,  but  they  knew  the 
jerger  was  good  for  the  business." 

Reunited  and  at  peace,  the  Martins 
:re  free  to  turn  their  warring  instincts 
Wal-Mart  and  the  other  global  play- 
entering  the  market.  Soriana,  unlike 
her  Mexican  companies,  shunned 
rtnerships  with  the  large  foreign 
tailers  and  accomplished  its  solo  rise 
lile  its  middle-class  audience  was 
ing  whiplashed  by  macro  events,  like 
17%  devaluation  of  the  peso  during 
e  nation's  1995  near-default  and  the 
1%  fall  in  GDP  during  the  recession 
2001. 

The  Soriana  difference  starts  the 
oment  a  shopper  drives  onto  its 
emises.  Wal-Mart  offers  vast  outdoor 
king  lots;  Soriana  often  adds  overhead 
vers  to  protect  customers'  cars  from 
exico's  blistering  sun.  Wal-Mart's  low- 
ged,  windowless  boxes  can  induce 
ustrophobia;  Soriana  built  its  store 
les  and  ceilings  extra  wide  and  high, 
oducing  an  airy  mix  of  natural  and 
cial  light. 

Soriana's  strategy,  in  short,  was  to 


wherever  you  go,"  says  Jose-Manuel 
Sanchez,  Soriana's  pugilistic  commercial 
director.  "Not  at  Soriana,  because  con- 
sumers are  not  the  same  everywhere  you 
go."  That  philosophy  partly  explains  why 
the  company  recently  started  building 
small-scale  hypermarkets  in  Mexico's 
hardscrabble  towns  of  100,000  or  less. 

No  one,  of  course,  can  beat  Wal- 
Mart's  economies  of  scale,  purchasing 
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 Soriana. 

clout  and  financial  prowess.  Earlier  this 
year,  however,  Mexico's  competition  com- 
mission ruled — under  some  strict 
antitrust  guidelines — that  Soriana,  Com- 
ercial  Mexicana  and  Gigante  could  pool 
their  purchasing  power  to  negotiate  prices 
with  suppliers.  But  Soriana  had  already 
figured  out  how  to  limit  the  worst  damage 
of  Wal-Mart's  "one  low  price." 

Soriana  sells  "high-low."  On  Tuesday, 
fruit  and  vegetable  day,  Soriana  stores 
across  the  country  discount  produce: 
jalapenos  (28  cents  a  pound),  avocados 
(56  cents)  and  pineapples  (24  cents). 
Every  day  Soriana  guarantees  the  lowest 
prices  on  1 ,000  products  in  its  store.  Loy- 
alty cards,  "air-mile"-type  points,  "elec- 
tronic money"  and  colorful  announce- 
ments promoting  special  offers  provide 
Soriana  shoppers  with  an  additional 
dizzying  array  of  discounts. 

The  Soriana  shopping  experience,  in 
short,  is  not  only  about  price  but  also 
about  entertainment.  Stores  are  opened 
with  a  mariachi  band.  "We  understand 
the  Latin  culture,"  says  Sanchez.  "When 
a  woman  consumer  goes  to  the  market, 
she  wants  to  have  an  experience  like 
what  she  had  in  the  old  markets — 
tasting  the  fruit,  bargaining  with 
the  shopkeeper,  enjoying  a  social 
moment.  Wal-Mart  is  very  straight  and 
very  successful,  but  it's  a  big  difference 
between  us." 

The  next  stage  of  the  retail  war  will  be 
crucial.  Soriana's  recently  launched  City 
Clubs  are  direcdy  taking  on  Sam's  Clubs, 
and  next  year,  says  Ricardo  Martin,  the 
company  will  charge  into  its  last  big  fron- 
tier: Mexico  City.  Soriana,  he  says,  will 
open  five  or  six  stores  in  that  high- 
altitude  capital  of  20  million,  establishing 
a  beachhead  in  a  single  neighborhood, 
much  like  a  military  campaign.  Some 
analysts  are  worried.  According  to 
Morgan  Stanley's  Lore  Serra  and  Robert 
Wertheimer:  "New,  unproven  formats 
will  represent  80%  of  selling  area  addi- 
tions this  year. ...  We  think  that  the  com- 
petitive retail  environment  in  Mexico  is 
forcing  Soriana  to  make  risky  bets." 

The  analysis  misses  the  point:  When 
you're  the  competitive  target  in  Wal- 
Mart's  sights,  standing  still  and  doing 
what's  safe  is  the  riskiest  option  of  all.  F 


FORBES 


Huawei 


Mystery  Man 

Huawei  boss  Ren  Zhengfei  is  skillful  at  selling  telecom  gear.  How  well  can 
he  sell  an  improved  corporate  image?  By  Russell  Flannery 


GEARING  UP  FOR  A  WIDELY  EXPECTED  INTERNATIONAL 
stock  offering,  China's  high-flying  Huawei  Technolo- 
gies launched  a  rare  global  image-building  campaign 
in  the  middle  of  this  year  that  emphasizes  the 
reliability  of  its  telecommunications 
wares.  One  print  ad  boasts  that  Huawei's  net 
works  are  able  to  withstand  Siberian  win- 
ters and  Saharan  summers. 

But  just  as  the  campaign  was  get 
ting  started,  trouble  struck  at  the 
Supercomm  trade  show  in  Chicago. 
Suspected  corporate  espionage  by 
a  Huawei  staffer  received  heavy 
press  coverage.  This  only  brought 
up  memories  of  an  earlier  charge 
of  intellectual-property  theft. 
Cisco  sued  Huawei  in  2003, 
claiming  that  the  Chinese  firm 
had  infringed  on  its  technology. 

Huawei  and  Cisco  reached 
an  undisclosed  settlement  this  year;  for  its  part, 
Fujitsu,  the  putative  trade  show  victim,  hasn't 
pursued  the  matter  in  court.  But  the  media's  willing- 
ness to  jump  all  over  Huawei  for  both  incidents 
illustrates  a  problem  at  one  of  China's  most  successful 
technology  companies  (it  netted  $390  million  on 
$2.7  billion  in  revenues  last  year)  just  as  it  is  poised  to 
enter  the  international  big  leagues.  Huawei  must 
fashion  a  healthy  corporate  image. 

At  the  center  of  the  challenge  stands  Huawei's 
chief  executive  and  cofounder,  Ren  Zhengfei.  Even 
before  the  allegations  of  piracy,  rarely  did  a  report 
about  Huawei  fail  to  note  suspiciously  that  Ren,  60, 
was  once  an  officer  in  the  People's  Liberation  Army 
or  that  many  of  his  biggest  customers  are  Chinese 
state- run  businesses.  Another  concern:  Huawei's 
opaque  ownership.  The  company  says  1%  belongs  to 
Ren  (enough  to  land  him  on  the  FORBES  list  of 
China's  200  richest  people  at  $96  million)  and  the 
rest  to  a  "union"  whose  principals  Huawei  has  never 
identified. 

Adding  to  the  air  of  mystery,  Ren  rarely  accepts 
press  interviews  (including  the  one  requested  for 
this  article);  instead,  he  dispatches  insiders  to  public 
events.  Set  against  a  global  wariness  among  businesspeople 
regarding  China's  dismal  record  of  intellectual -property  protec- 


tion, it's  an  approach  that  makes  Huawei  a  magnet  for  suspicio 
even  as  it  consistently  delivers  winning  products  (routers,  switch 
and  wireless  networking  equipment,  among  other  things). 

Yet  with  its  overseas  push  Huawei  needs  to  assun 
more  of  the  transparency  of  its  global  peers, 
the  U.S.  chief  executives  are  more  visib) 
says  Kathy  Xu,  who  follows  Huavw 
and  other  private-sector  business 
as  managing  director  and  com 
try  head  at  Baring  Priva 
Equity  Asia.  So  when  alleg 
tions  suggest  property-thfl 
troubles  and  the  bo 
doesn't  present  himse 
"people  will  assume  tl 
worst,"  she  says. 

The  stakes  are  hig, 
China  is  a  big  source 
growth  in  the  world's  tell 
communications  markt 
and  Huawei  is  its  rising  sta 
More  important,  Huawei 
building  links  to  partners  ar 
markets  in  the  West.  In  the  past  ye 
Huawei  has  forged  joint  ventures  wi 
Siemens  and  3Com.  Exports  in  2003  doi 
bled  to  $1  billion  as  its  customer  base  expande 
to  40  countries. 
Huawei  employs  22,000,  including  3,000  foreigi 
ers;  its  national  recruitment  system  is  the  envy  of  i 
peers.  Huawei's  headquarters  in  Shenzhen,  just  aero 
the  border  from  Hong  Kong,  seems  to  have  been  tran 
planted  from  Silicon  Valley.  IBM  consultants  helped  crea 
many  of  Huawei's  management  systems. 

Huawei  rejects  suggestions  that  it  is  murk 
"We're  transparent  to  customers  and  partners,"  sa 
Fu  Jun,  director  of  corporate  communications.  "Ju 
because  Mr.  Ren  is  low-key  doesn't  mean  we're  n< 
transparent." 

But  as  Huawei  becomes  a  top-tier  global  supplit 
"Ren  is  going  to  have  to  stand  up  and  get  out  there" 
face  the  transparency  issue,  says  Xiao  Zhixing,  profess* 
of  management  at  the  China  Europe  International  Bus 
ness  School  in  Shanghai. 
On  that  day  Ren  may  think  fondly  of  those  Saharan  landscape 
that  are  bereft  of  pesky  analysts  and  nosy  reporters. 
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What  makes 
the  T.  Rowe  Price 
SmartChoice  Rollover 
smarter? 


SM 


With  theT.  Rowe  Price  SmartChoice  Rollover  IRA, 
you  get  the  rollover  you  want,  and  we  do  the  work. 

We  select  the  investments —  with  theT.  Rowe  Price  SmartChoice  Rollover  IRA,  you  don't  have  to 
go  through  the  complex  task  of  choosing  individual  funds.  We'll  provide  a  well-diversified  port- 
folio for  you  with  one  of  our  Retirement  Funds.  And  we'll  adjust  the  fund  over  time  to  reflect 
your  need  for  reduced  investment  risk— gradually  making  the  investment  more  conservative 
as  your  retirement  date  approaches. 

Proven  performance  —  with  our  67  years  of  proven  performance,  you'll  feel  confident  knowing 
thatT.  Rowe  Price  is  the  smart  choice  for  your  rollover. 

Low  expenses  — with  no  loads,  sales  charges,  or  commissions,  and  expense  ratios  for  the 
Retirement  Funds  40%  below  their  category  averages,*  al  Rowe  Price  Rollover  IRA  is  the 
smarter  choice.  All  funds  are  subject  to  market  risk. 

To  get  started,  just  call.  Our  Rollover  Specialists  will  handle  the  rest.  If  you  want,  we  can 
even  open  your  account  right  over  the  phone  and  handle  most  of  the  paperwork  for  you. 


TROWEPRICE.COM/ROLLOVER 


1-877-7  1  7-8709 


T.RoweRlce 


INVEST  WITH  CONFIDENCE 


Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

Based  on  the  fiscal  year-end  data  available  as  ot  9/30/04.  The  Retirement  Funds'  total  expense  ratios  versus  their  Lipper  category  averages  lor  individual  investor  lunds  are  0.66%  lor  the 
Retirement  2005  Fund  versus  1 .44%  lor  the  balanced  lunds  category.  0.70%,  0.78%.  0.83%,  and  0.83%  lor  the  Retirement  2010, 2020, 2030,  and  2040  Funds,  respectively,  versus  1 .48%  lor 
the  flexible  portfolio  lunds  category,  0.74%,  0.80%,  and  0.82%  for  Hie  Retirement  201 5, 2025,  and  2035  Funds,  respectively,  versus  1 .54%  for  the  multi-cap  core  lunds  category;  and  0.59% 
lor  the  Retirement  Income  Fund  versus  I.I6%  lor  the  income  funds  category.  (Source  for  data:  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc..  Distributor .  IRAR070466 
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onderful 
things,"  said  Howard 
Carter,  asked  what 
knickknacks  he  spied 
inside  Tut's  tomb. 
That,  too,  describes 
the  trove  of  goodies 
cast  up  by  this  year's 
Collectors  Guide:  Meiji 
antiques,  duck  decoys, 
daguerreotypes, 
French  art  deco 
furniture,  rare  coins 
and  Kurt  Cobain's 
drawings.  Here  you'll 
find  bargains  and 
cautionary  tales,  plus 
a  peek  behind  the 
curtain  to  see  how 
dealers  conspire  to  lift 
prices  and  how 
auctioneers  learn  the 
tricks  of  their  trade. 


Quack! 


A  million  bucks  for  a  wooden  duck?  It 
hasn't  quite  happened  yet,  but  antique 
waterfowl  decoy  collectors  say  this  cate- 
gory is  paddling  swiftly  in  that  direction. 
Gary  Guyette,  of  decoy  auctioneer 
Guyette  &  Schmidt  in  West  Farmington, 
Me.,  reports  that  prices  have  doubled 
and  tripled  in  the  last  few  years.  In  April 
2004  Guyette  sold  a  decorative  goose  by 
the  Picasso  of  decoymakers,  Cape  Cod's 
A.  Elmer  Crowell,  for  $605,000.  Guyette 
says  it  would  have  brought  half  that 
amount  three  years  ago.  At  a  sale  in 
November  2004  Guyette  smashed  the 
previous  auction  record  for  decoymaker 
Nathan  Cobb  Jr.  of  Cobb  Island,  Va., 
when  he  sold  a  wooden  Brant  (that's  a 
small  goose)  for  $241,500,  double  its 
estimate.  The  alltime  decoy  record  still 
stands  at  $802,000  for  this  Crowell  1915 
preening  pintail  (above),  which  sold  at 
Christie's  in  2003.  The  most-prized 
pieces  were  crafted  in  the  classical 
period  of  decoy  making,  from  the  late 
1800s  through  the  first  quarter  of  the 
20th  century.  Condition  is  key.  Look  for 
fine  original  paint  and  no  replacement 
pieces.  Rarity  of  species  and  unusual 
poses  also  add  value. 


Doodles 
Romanoff 


Deep-pocketed  Russian  cc 
lectors  are  driving  up  prices  fS 
Russian  pictures.  Never  heard  of  Vladirr 
Baranoff-Rossine?  The  cubist  gem  "StI 
Life  with  Chair"  (below),  painted  in  19! 
while  the  artist  was  living  in  Strasboul 
sold  for  $  1 .2  million  at  Sotheby's  New  Yo> 
in  April  2004,  setting  a  record  for  the  art: 
at  auction.  It  was  the  first  time  Sothebj 
had  held  a  sale  of  Russian  paintings  stat 
side;  the  auctions  have  previously  be< 
only  in  London.  Increased  demand  e: 
plains  the  change.  Both  Sotheby's  arj 
Christie's  had  bang-up  late-fall  Russia 
sales  in  London.  At  Christie's  records  we 
set  for  seven  painters,  including  Ivs 
Konstantinovich  Aivazovskii  for  a  19t) 
century  piece  called  "St.  Isaac's  on  a  Fros 
Day,"  which  sold  for  $2.1  million. 
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Stuff 


iuitar  Mania 


I'hen  Eric  Clapton's  favorite  Fender 
ratocaster,  "Blackie,"  brought  more 
an  six  times  its  high  estimate  of 
50,000  at  Christie's  auction  of  the 
ck  legend's  guitars  in  June  2004,  ed- 
itors could  see  this  category  was  blast- 
g  through  the  roof.  The  celebrity  gui- 
r  market  is  getting  another  test  now,  as 
t  go  to  press.  On  Dec.  17  Christie's  is 
Uing  a  1964  Gibson  SG  that  was  played 
the  Beatles'  George  Harrison 
d  John  Lennon  between  1966  and 
69.  Though  the  estimate  on  this 
erry-finished  treasure  is  $500,000,  it 
uld  challenge  Blackie's  $960,000. 
^lebrity-worshipping  male  boomers 
10  once  sported  long  hair,  owned 
ilkswagen  buses  and  played  guitar 
emselves  are  all  potential  buy- 
s  in  this  inflating  market, 
ough  the  high  end  is  cur- 
ntly  dominated  by  cor- 
Drations  like  Guitar 
enter,  which  bought 
ackie,  and  the  Hard 
ock  Cafe  chain. 


Namikfs  Nibs 


Instead  of  trying  to  turn  heads  in  the 
boardroom  with  your  Sony  T  Series  lap- 
top, why  not  go  retro?  Lacquered  foun- 
tain pens  produced  by  a  Japanese  com- 
pany called  Namiki  in  the  1920s  and 
1930s,  in  collaboration  with  Western 
luxury  goods  companies  like  Cartier  and 
Dunhill,  are  exquisite  works  of  art  you 
can  sport  in  your  breast  pocket.  This 
gorgeous  Namiki  specimen,  made  in 
collaboration  with  Dunhill  circa  1930, 
fetched  $39,600  in  October  2004  at 
Bloomsbury  Auctions  in  London.  Prices 
are  soaring  on  these  rare  finds,  says 
Alexander  Crum  Ewing,  Bloomsbury's 
pen  guru.  That  pen,  he  estimates,  would 
have  brought  just  $1 1,400  as  recently  as 
2001.  Also  in  the  October  auction:  an 
oversize,  7-inch-long,  all-black  Dunhill 
Namiki  from  the  1920s  called 
variously  "the  Giant"  and  "the 
Emperor,"  which  sold  for  $9,000. 
Can  you  write  with  it?  "It's  a  big, 
fat  pen,"  says  Ewing,  "but  it  is  | 
meant  to  be  used." 


Aggies  of 
Ecstasy 


This  marble  sold  for  $14,300  in  April  at 
Morphy's  Auctions  in  Lancaster, 
Pa.  The  2-inch  "clown  onion- 
skin," so  named  for  its  Gus- 
tav  Klimt-like  colors  and 
pattern,  didn't  even  set  a 
record.  In  2002  a  similar- 
size  aqua  "sulfide"  marble 
containing  a  tiny  replica  of 


.  child  kneeling  in  prayer  sold  at  Auction 
Blocks  in  Shelton,  Conn,  for  $20,500— 
up  from  the  $15,000  the  same  marble 
had  fetched  just  three  years  earlier.  The 
high  end  of  the  marble  market,  compris- 
ing pieces  handmade  in  Germany  be- 
tween 1870  and  1915,  is  shooting  sky- 
ward. Americans  started  producing 
machine-made  marbles  in  1905,  but  the 
antique  Germans  bring  the  highest 
prices. 

Finally, 

The  Good  China 

Want  to  get  in  on  a  market  in  its 
infancy?  Try  Chinese  contemporary  art, 
made  after  Deng  Xiaoping  openly 
embraced  capitalism  in  1979.  Since  then 
Chinese  artists  have  employed  a  range 
of  styles,  from 
Andy  Warhol- 
influenced  politi- 
cal pop  art  that 
takes  aim  at  both 
the  communist 
past  and  the  con- 
sumerist  future, 
to  cynical  realism, 
which  expresses 
young  people's  boredom  and  lack  of 
direction.  Prices  are  low  but  rising  fast. 
This  bold  1999  oil  on  canvas  by  47-year- 
old  Wang  Guangyi,  "Great  Criticism: 
Disney,"  brought  $65,000  at  a  Christie's 
auction  in  Hong  Kong  in  October  2004. 
Collector/dealer  Howard  Farber  says  he 
bought  a  similar  piece  by  the  artist, 
entitled  "Great  Criticism:  Enron,"  for 
$25,000  in  200 1 .  —Susan  Adams 
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Raiders 


How  two  French  dealers 
contrived  to  put  a  little-known 
furniture  master  on  the  map. 

By  Joshua  Levine 


IN  1419  THE  DEATH  OF  HIS  FATHER  FORCED  A 
17-year-old  boy  from  Lyon  named  Andre  Sornay  to 
take  over  the  family  furniture-making  business.  He 
broke  with  the  past  and  set  his  bold  stamp  on  the 
firm's  new  models.  By  the  time  he  showed  a  daring 
bedroom  suite  in  macassar  ebony  at  the  seminal 
Paris  exposition  of  modern  decoration  in  1925,  Sor- 
nay was  an  acknowledged  young  master.  It  was  this 
exposition  that  gave  its  name  to  the  art  deco  style. 

But  instead  of  putting  Sornay  on  the  map,  the 
great  Paris  exposition  took  him  off  it.  The  Parisian 
press  snubbed  him  as  provincial.  From  then  until  his 
death  in  2000,  at  age  98,  Sornay  never  left  Lyon, 
where  he  thrived  commercially,  designing  strong 
pieces  with  clean  lines. 

He  was  among  the  first  to  use  such  modern 
materials  as  metal  tubing  and  rubber  baseboards — 
this  so  that  a  new  invention  called  the  vacuum 
cleaner  wouldn't  scuff  wooden  baseboards.  Yet  when 
prices  for  Parisian  art  deco  giants  like  Jacques-Emile 
Ruhlmann  and  Jean-Michel  Frank  began  their  daz- 
zling clirnb  in  the  mid-1980s,  prices  for  the  "provin- 
cial" Sornay  languished. 

No  more.  Today  if  you  want  a  Sornay  desk  in 
deep-red-stained  Oregon  pine — one  of  his  favorite 
woods — expect  to  pay  $150,000.  Collectors  such  as 
takeover  tycoon  Ronald  Perelman  view  Sornay  as 
the  near-equal  of  a  Parisian  art  deco  master  like 
Pierre  Chareau.  Earlier  this  month  a  gallery  devoted 
exclusively  to  Sornay  opened  in  Manhattan. 

Sornay  didn't  accomplish  this  remarkable  turn- 
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around  by  himself.  He  had  help  from  two  Paris  deal- 
ers, Michel  Giraud  and  Jacques  de  Vos,  whose 
shrewd  maneuvering  provides  a  rare  glimpse  into 
how  the  art  market  works. 

In  1985  Giraud  bought  his  first  Sornay — a  desk 
chair  that  sat  on  two  rubbery  skis.  Giraud,  a  young 
Lyonnais  himself,  was  familiar  with  the  local  furni- 
ture hero.  He  was  just  starting  out  as  a  dealer,  and 
the  $350  asking  price  for  the  chair  came  to  almost 
10%  of  his  starting  capital.  But  this  was  love. 

"I  was  never  going  to  resell  it,"  he  recalls.  That 
was  before  another  Lyonnais,  six  months  later, 
offered  him  more  than  double  what  he'd  paid.  As 
Sornay  prices  wafted  upward,  Giraud  kept  buying, 
but  only  diffidently.  The  $15,000  he  paid  in  1998  for 
a  dining  table  and  eight  chairs  was  considered  steep. 

It  wasn't  long  after  Giraud  sold  a  different  table 
to  fellow  dealer  De  Vos,  an  old  deco  hand,  that  the 
two  began  wondering  if  Sornay's  reputation  might 
not  benefit  from  some  deft  art-world  arbitrage  and 
whether  they  themselves  might  not  turn  a  nice  profit 
in  the  process.  It  meant  risking  a  good  chunk  of 
their  capital,  but  all  portents  looked  promising. 

Sornay  was  beginning  to  get  more  prominent 
play  in  auction  catalogs.  Savvy  Germans  and  Dutch 
were  starting  to  sniff  around.  American  dealer  Lloyd 
Mackiowe  had  started  buying  in  the  1970s,  not 
because  Sornay's  name  meant-  much  yet,  but 
because  Mackiowe  smellcd  a  bargain  and  liked  the 
cubist  geometry  of  the  pieces. 

Most  propitious  of  all,  stylemonger  Karl  Lager- 
leid,  whose  eye  for  such  things  is  considered  infalli- 
ble, had  just  picked  up  a  miniature  table  for  the 
equivalent  (at  today's  exchange  rate)  of  $33,200  that 
would  have  gone  for  $9,000  not  long  before.  "It  was 
because  of  people  like  Lagerfeld,  not  despite  them, 
that  we  went  ahead,"  says  Giraud. 

Giraud  and  De  Vos  pooled  their  resources  and 
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Mahogany  lamp; 
cubist-inspired 
table;  chair  with 
Sornay's  trade- 
mark studding. 
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started  buying  every  important  Sornay  that  came  on  the  mar- 
ket. But  they  did  it  in  dead  secret.  "The  trick  is  to  assemble  a  col- 
lection of  1 00  or  so  major  pieces  before  the  rest  of  the  world 
realizes  the  importance  of  the  artist,"  Giraud  says.  "It's  a  very 
small  world,  and  people  who 
see  your  hand  go  up  at  auction 
immediately  start  asking  them- 
selves what's  going  on." 

That  meant  bidding  only  by 
telephone,  so  as  to  keep  their 
identities  well  camouflaged.  It 
meant  purchasing  a  small 
building  in  the  Paris  suburb  of 
St.  Maur,  where  they  could 
stash  their  mounting  cache  of 
Sornays  by  night.  It  meant  sell- 
ing nothing  and  never  putting 
a  single  Sornay  on  the  floor  of 
either  of  their  galleries. 

When  two  pieces  of  unequal  quality  came 
up  at  auction,  De  Vos  and  Giraud  would  bid 
up  the  price  of  the  lower-quality  one,  bailing 
out  at  the  last  minute  to  save  their  resources 
for  the  superior  one.  That  way  the  winner 
would  get  stuck  with  a  second-rate  piece  and  be  too  exhausted 
to  compete  effectively  for  the  better  one  later  on. 

On  the  other  hand  if  the  lesser-quality  piece  didn't  attract 
any  interest,  Giraud  and  De  Vos  knew  they  had  to  buy  it  them- 
selves. Unsold  pieces  cast  a  clammy  shadow  on  a  reputation  in 
the  making. 

By  2002  Giraud  and  De  Vos  had  assembled  a  collection  of 
around  130  Sornays,  perhaps  the  largest  collection  in  any  one 
place.  They  had  spent  around  $1  million.  It  was  time  now  to 
run  their  pennants  up  the  masthead  and  run  out  the  guns.  For 
this  they  had  help. 

A  Lyonnais  colleague 
had  been  working  on  a 
monograph  about  Sornay. 
Giraud  and  De  Vos  decided 
to  time  their  first  sale  to  its 
publication.  "Until  an  artist 
has  a  book,  he  doesn't  exist," 
explains  Giraud,  "and  it's 
better  if  you  don't  do  it 
yourself." 

The  monograph  ap- 
peared in  2002.  There  was 
no  longer  any  point  pussy- 
footing around.  The  duo 
slapped  outlandish  prices  on 
40  items  and  put  them  up 
for  sale  at  their  galleries  in 
Paris.  Says  Giraud  with  a 


resigned  shrug,  "The  world  is  made  in  such  a  way  that  peop 
only  care  about  artists  who  are  worth  a  lot  of  money."  The 
stood  back  and  waited  to  see  what  would  happen. 

Silence.  In  two  and  a  half  months  they  sold  only  one  piec 
"We  got  worried,"  recalls  De  Vos.  The  jump  in  prices,  he  sa; 
was  a  big  psychological  hurdle  for  buyers  to  assimilate.  T 
buyers  blinked,  but  then  reached  for  their  wallets.  Says  De  Va 
"They  realized  that  the  prices  we  were  asking  were  justified." 

In  the  next  100  days  Giraud  and  De  Vos  sold  12  pieces.  Al 
English  banker  asked  if  he  could  buy  the  most  expensive  piec 
they  had — whatever  it  was — convinced  that  the  market  wj 
only  just  getting  off  the  ground.  It  happened  to  be  a  mahogar 
dining  table  priced  at  $150,000.  The  same  customer  lat« 
bought  more  pieces,  including  a  $200,000  desk. 

To  date  De  Vos  and  Giraud  have  sold  some  50  Soma 
works  at  mouthwatering  markups.  A  pair  of  bridge  chairs,  fc 
example,  which  they  acquired  in  1998  for  $13,300,  sold  to 
prominent  collector  in  2003  for  $60,000. 

Sornay  is  no  longer  art  deco's  poor  cousin  from  Lyon,  but  th 
market  still  needs  massaging.  In  the  catalog  for  their  new  gallec 
in  New  York,  Giraud  and  De  Vos  conspicuously  butter  up  th 

collectors  who  bougll 
important  pieces  earl 
In  three  to  five  years 
will  be  time  for  a  Soi 
nay  retrospective,  ani 
these  clients  then  wi 
be  asked  to  lend  the 
pieces  to  it.  With  an 
luck  that  will  crow 
Sornay  as  museur 
worthy.  "We  give  ther 
a  little  wink  now,  am 
then  in  three  years  . . . 
Giraud  flashes  a  si 
smile. 

Most  of  Girau 
and  De  Vos'  bes 
pieces  still  sit  in  storage  in  the  St.  Maur  warehouse,  and  fc 
now  there  they  will  remain.  Among  the  33  pieces  the  du 
brought  to  their  new  New  York  gallery  are  a  few  gems — "th 
best  customers  demand  it,  and  we  must  give  them  a  chance  t 
treat  themselves."  But  Giraud  is  convinced  that  today' 
$200,000  desk  will  be  worth  $500,000  within  three  or  fou 
years.  "We're  a  long  way  from  where  Sornay  prices  are  goin 
to  end  up." 

When  it  does  end,  of  course,  it's  all  over  for  Giraud  and  D 
Vos  except  for  the  clinking.  They  will  have  their  enormous  stoc. 
to  sell.  They  grandly  estimate  that  it  is  now,  thanks  to  the  fevere 
interest  they  have  helped  create,  worth  $5  million. 

Try  this  kind  of  boosterism  with  penny  stocks  and  you  couL 
get  into  all  kinds  of  trouble.  But  it  is  quite  acceptable  in  th 
world  of  art  and  antiques. 

"We're  still  the  parents  of  this  child,"  says  Giraud,  "but  al  th 
point  that  he  reaches  half  a  million  dollars  for  a  piece,  we  can 
follow  him  anymore."  He  says  this  without  a  hint  of  regret.  I 
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Man  is  of 
the  essence. 


More  than  70  years  after  its  initial  launch  in  tribute  to  the  great 

senium]  n.ition  dI  I  '<  >iUk].)I.  II  h  •  I.-  H'lK  k  11  v  1  'oiHuiuosr 
watch  is  now  available  in  an  elegant  new  edition:  the  appeal  of 
the  Portuguese  Automatic  lies  in  its  mechanical  movement, 
automatic  Pellaton  winding  system,  seven-day  power  reserve  and 
case  diameter  of  42.3  mm.  Water-resistant  to  30  metres. 
Ref.  5001  in  18  ct.  rose  gold.  Also  available  in  stainless  steel. 
And  in  platinum,  in  a  limited  edition  of  500  watches. 
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Making  the  Grade 


Jim  Halperin  is  the  leading  rare  coin 
dealer  in  America— and  the  most 
controversial  guy  in  the  business. 

By  Christopher  Helman 


AMES  HALPERIN  IS  PROBABLY  THE  MOST  SUCCESS- 
ful  professional  numismatist  of  all  time."  So  says  his  Web  page. 
And  there's  some  truth  to  this  self-assessment  by  the  co-owner 
of  Heritage  Galleries  &  Auctioneer  in  Dallas,  the  world's  largest 
rare  coin  auction  house.  From  $15  million  a  decade  ago,  Her- 
itage is  on  track  to  sell  $300  million  worth  of  coins,  comics, 
sports  cards  and  other  collectibles  this  year,  pocketing  an  esti- 
mated $60  million  in  commissions  and  netting  some  $5  mil- 
lion. Halperin  has  been  in  the  fore- 
front of  this  business  for  much  longer, 
establishing  new  benchmarks  for  coin 
grading,  sewing  up  the  rights  to  auc- 
tions at  leading  shows,  pioneering  sales 
over  the  Internet  and  making  head- 
lines unloading  the  collections  of 
celebrities  (like  Nicolas  Cage's  comic 
books). 

Halperin,  52,  is  also  probably  the 
most  controversial  professional 
numismatist  of  all  time.  He  has  had 
brushes  with  postal  inspectors,  the 
Federal  Trade  Commission  and  coin 
dealers  who  have  sued  him  for, 
among  other  things,  sticking  them 
with  inflated  prices.  But  then  this  is  a 
profession  that  attracts  controversy. 
With  an  estimated  130,000  U.S.  col- 
lectors trading  $5  billion  worth  of 
coins  a  year,  the  opportunity  for  mischief  is  considerable.  A 
coin's  value  is  exquisitely  sensitive  to  how  well  it's  preserved, 
and  grading  is  highly  subjective. 

Coins  are  rated  on  a  scale  of  1  to  70.  A  heavily  worn  coin, 
judged  merely  "good"  under  the  grading  system  used  until  a 
few  decades  ago,  would  bear  a  rating  today  of  4.  In  that  con- 
dition an  1890  Morgan  silver  dollar  with  no  mint  mark  is 


worth  not  much  more  than  its  weight  in  silver,  maybe  $11. 
The  same  coin  in  Mint  State  64  sells  for  $150.  A  slightly  more 
lustrous  65  is  so  rare  it  goes  for  $2,500  or  more.  Is  a  given 
shiny  silver  dollar  a  64  or  a  65?  Two  experts  could  have  dif- 
ferent opinions  on  that. 

Halperin  didn't  get  to  where  he  is  by  playing  nice.  "I  was 
definitely  a  scoundrel  at  13,"  he  says,  recalling  the  mail-order 
advertising  business  he  started  from  his  parents'  home  in 
Boston.  He  took  out  ads  in  magazines  looking  for  people  who 
would  pay  to  join  his  nonexistent  sales  network.  Soon  postal 
inspectors  showed  up  at  the  Halperin  house.  They  worked  out 
a  deal:  In  exchange  for  dropping  the  charges,  he  had  to  return 
$100,000  in  ill-gotten  cash. 

While  a  Harvard  freshman  in  1971,  Halperin  formed 
New  England  Rare  Coin  Galleries.  In  a  decade  he  turned  it 
into  one  of  the  nation's  biggest  rare 
coin  galleries.  Halperin  had  the  gift  of 
a  photographic  memory  for  coins, 
which  meant  that  at  a  glance  he 
could  determine  the  quality  of  a  coin, 
as  well  as  its  scarcity  and  value  in 
relation  to  other  examples.  His  How 
to  Grade  U.S.  Coins  (Ivy  Press,  1986) 
is  a  classic. 

His  discerning  eye  has  helped  him 
come  out  on  the  winning  side  of 
most  deals — and  gotten  him  into  hot 
water.  He  sold  his  dealership  in  1982 
to  an  associate,  Dana  Willis,  and 
decamped  to  warmer  and  richer  Dal- 
las, where  he  joined  forces  with  friend 
and  major  competitor  R.  Steve  Ivy  to 
found  Heritage  Rare  Coins. 

But  the  New  England  firm  went 
bankrupt  in  1987  after  the  FTC 
charged  Willis  with  fraud  for  misrepresenting  coins  he  had 
sold  at  outrageous  prices.  Willis  had  paid  Halperin  $1  mil- 
lion or  so  in  consulting  fees  while  the  dirty  dealing  was  taking 
place.  Though  Halperin  had  to  return  some  of  the  money,  he 
claims  he  wasn't  involved  in  any  bad  deeds  and  that  the 
money  he  got  from  Willis  was  part  of  the  terms  of  the  sale. 
He  was  dead  center  of  his  next  misadventure  after  launch-  si 


This  silver  dollar,  graded 
Mint  State  67,  looks  just 
as  good  as  it  did  when 
struck  in  1880  at  the 
Carson  City  mint.  Almost 
no  abrasions  mar  its  thick, 
frosted  mint  luster.  Slight 
overlay  of  patina  on  its 
surface  adds  beauty.  A 
very  rare  coin,  it  sold  for 
$17,825  in  September. 

Though  all  its  details  are 
remarkably  sharp,  this 
MS-62  Morgan  dollar  has 
been  rubbed  and  nicked 
just  enough  over  its  124 
years  to  dull  that  luster 
that  makes  its  MS-67 
sister  coin  so  superb.  It 
sold  in  May  for  $385. 
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ing  a  coin  grading  agency,  Numismatic  Certification  Institute, 
in  1984.  It,  too,  went  out  of  business,  after  the  rrc  found  that 
Halperin  was  giving  inflated  grades  to  coins  and  marketing 
them  through  a  Heritage-backed  outfit  called  Certified  Rare 
Coin  Galleries.  Using  television  ads  to  draw  in  victims,  they 
sold  high-grade  silver  and  gold  U.S.  coins  for  more  than  twice 
what  they  would  have  fetched  in  more-reputable  retail  chan- 
nels. Heritage  agreed  in  1989  to  pay  $1.2  million  in  restitution. 
The  FTC  also  insisted  that  the  company  include  a  document 
with  every  NCI-assessed  coin  stating  that  it  had  been  graded 
according  to  loose  standards.  Halperin  shuttered  NCI,  but 
insists  most  of  the  grades  he  gave  then  would  hold  up  on 
regrading  today. 

Meanwhile,  in  1986  a  new  grading  agency,  Professional  Coin 
Grading  Service,  sprang  up.  Purporting  to  be  more  trustworthy 
and  reliable  than  Halperin's  service,  it  instead  compounded  the 
problem  by  also  allowing  dealers  to  grade  coins — while  claiming 
their  methods  had  near-perfect  reliability.  Such  claims  drew  the 
attention  of  the  FTC,  resulting  in  a  spate  of  actions  in  the  late 


1980s  cracking  down  on  grading  frauds.  That  threatened  to  \ea.{ 
to  federal  regulation  of  the  coin  business. 

Since  then  PCGS  and  the  other  main  agency,  Numismati 
Guaranty  Corp.,  tightened  their  oversight  of  the  process:  Dea 
ers  couldn't  be  graders,  and  graders  couldn't  know  the  owns 
of  the  coins  submitted.  (Fees  are  on  a  sliding  scale,  starting  a 
$25,  depending  on  the  value  of  the  coin.) 

Still,  Halperin  has  found  a  way  to  exploit  the  system.  In  liej 
of  running  his  own  grading  agency,  he  has  invested  in  them  and 
by  his  own  admission,  has  made  millions  in  capital  gains  ove 
the  years  (the  agencies  process  perhaps  60,000  coins  a  month] 
He  and  Ivy  each  own  close  to  12.5%  of  NGC,  and  Heritag 
recently  bought  a  music  memorabilia  auction  business  frori 
Collector's  Universe,  the  publicly  traded  company  that  own 
PCGS  and  similar  grading  services  for  baseball  cards  and  postag 
stamps. 

Coins  graded  by  outfits  like  NGC  can  easily  be  regraded — up 
ward — in  a  trick  favored  by  Halperin  and  others  called  "the  crack 
out  game."  After  an  agency  rates  a  coin,  it  seals  it  in  a  thin  plastJ 
case  called  a  slab,  which  displays  both  sides  of  the  coin,  its  grade 
a  bar  code,  serial  number  and  an  anticounterfeit  hologram.  One 


What,  Him  Worry? 

Jim  Halperin  sells  coins,  but  he  doesn't  collect  them. 

His  heart  belongs  to  Mad  magazine,  which  he  has  col- 
lected off  and  on  since  he  was  a  9-year-old.  The  holy 
grail  is  the  original  cover  art  for  the  1952  inaugural  issue. 
(America  wouldn't  meet  the  gap-toothed  mascot,  Alfred 
E.  Neuman,  for  another  two  years.)  "Unfortunately  it's 
owned  by  Steven  Spielberg,  and  I  doubt  he'll  need  to  sell 
it  any  time  soon,"  says  Halperin,  who  claims  he'd  be  will- 
ing to  pay  $100,000  for  it.  So  he  must  content  himself 
with  a  complete  mint  collection  of  every  issue.  Many  he 
bought  from  the  personal  files  of  Mad  publisher  William 
Gaines.  Halperin's  copy  of  number  one  has  been 
graded  a  9.8  out  of  10;  he  says  it's 
worth  $50,000. 

Heritage  began  auctioning  comic 
books  in  2001.  Since  then  Halperin  has 
sold  thousands  of  Mad  magazines, 
some  duplicates  from  his  private  stock, 
others  consigned  to  the  company  by  the 
Gaines  family.  Such  sales  have  the 
advantage  of  letting  Halperin  raise  a  little 
pocket  change  for  new  acquisitions— he 
also  owns  hundreds  of  pieces  of  original 
art  as  well,  like  classic  panels  of  "Spy  Vs. 
Spy,"  as  well  as  works  by  non-Mad  legends 
like  Robert  Crumb,  Frank  Frazetta  and  superhero  artist 
Jack  Kirby.  And  it  hs!ps  establish  a  price  baseline  for  Mad 


It's  a  Mad,  Mad,  Mad,  Mad  world:  Nothing  is  realty  out  of 
n's  reach— save  the  original  art  for  the  first  issue. 


magazine.  One  way  to  make  sure  those  babies 
keep  rising  in  price:  Halperin  allows  Heritage 
employees— himself  included— to  bid  on  items  it 
auctions  off.  What  seller  wouldn't  appreciate  having  a 
shill  right  there  on  the  premises?  Especially  one  with 
deep  pockets.  —C.H. 
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e  slab  can't  be  opened  without  destroying  it. 
Now,  many  coins  are  on  the  cusp  between  two  grades  and, 
Sgo,  between  two  significantly  different  prices.  A  1944  half- 
Uar  m  the  San  Francisco  mint  that's  been  certified  64  will 
ly  fetch  $80  at  auction,  but  a  65  could  get  $700.  So  a  dealer 
n  crack  out  the  64  and  resubmit  it  as  a  raw  coin  to  the  agency 
at  he  thinks  is  most  likely  to  give  it  the  boost. 

Halperin  says  he  does  this  with  15%  of  the  thousands  of 
ins  Heritage  buys  each  year.  Much  of  the  time,  he  gets  what 
's  looking  for.  That's  good  for  the  seller  of  the  coin.  But  the 
lyer  has  no  way  of  knowing  that  his  65  used  to  be  a  64. 

A  year  ago  Scott  Travers,  a  New  York  dealer  and  author  of 
in  price  guides,  was  approached  by  a  family  with  a  collection 
t  to  them  by  an  uncle.  They  had  taken  the  coins  to  70-year- 
d  New  York  dealer  Stack's,  which,  according  to  the  executor, 
id  they  could  get  $109,000  for  the  haul.  Travers  suggested  tak- 
g  them  to  Halperin,  who  by  selectively  cracking  out  and 
submitting  coins,  prepared  the  set  for  auction  on  the  Her- 
ge  Web  site.  The  hoard  fetched  $260,000. 
1  Slab-cracking  gets  you  only  so  far.  Halperin  and  Ivy  had 
Icided  the  best  way  to  expand  the  wholesaling  business  was  to 


An  arbitration  panel  ordered  Heritage  to  pay  Blanchard  $23 
million;  Blanchard  settled  for  less.  Halperin  says  the  companies 
continue  to  do  millions  of  dollars  in  business  a  year. 

Such  entanglements  were  mere  speed  bumps  to  Heritage 
along  the  road  to  greater  market  share.  In  this  sport,  prices  real- 
ized trump  everything.  "All  it  takes  to  get  a  good  auction  result 
is  two  interested  buyers,"  says  Ganz,  who  in  1995  consigned  his 
own  40-year  collection  to  the  Dallas  firm.  "But  Heritage  gets  on 
the  phone  to  dealers  and  collectors  and  really  markets  the  sale." 

Heritage  employs  a  20-person  marketing  group  to  back  its 
Web  operations.  They  buy  up  advertising  on  Google  and  other 
search  engines  against  any  coin-related  search  terms  like  "rare 
coin"  and  "silver  dollar."  The  firm  maintains  a  database  of  tens 
of  thousands  of  coin,  comic  and  memorabilia  collectors,  many 
of  whom  enter  their  want  lists  on  the  Heritage  Web  site.  When 
interesting  items  come  up  for  auction,  Heritage  shoots  out  tar- 
geted e-mails,  matching  them  to  collector  preferences. 

Heritage  does  $5  million  in  sales  per  year  at  Ebay,  but  it's 
only  one  of  dozens  of  prominent  rare  coin  vendors  there. 
"We're  seeing  the  decentralization  of  the  collectibles  market," 
says  Steve  Ivy.  "It's  diffusing  our  own  power." 


jYhen  Heritage  jumped  into  high-profile  auctions, 

aying  $300,000  for  rights  that  had  been  going 
or  $150,000,  "competitors  had  daggers  in  their  eyes. 


ge  into  auctions.  For  years  the  big  old-line  dealers  and  auc- 
neers  like  Stack's  and  Bowers  &  Merena  organized  and  staged 
:  coin  world's  biggest  auctions,  like  the  one  at  the  American 
lmismatic  Association  annual  meeting,  where  high-profile 
ms  went  on  the  block.  Going  price  for  the  rights  to  stage  such 
ctions  back  then  was  on  the  order  of  $150,000,  which  the  auc- 
>neer  made  back  on  commissions  many  times  over.  "We  knew 
:  could  do  it  better,"  says  Halperin.  When  Heritage  started 
ying  $300,000  for  the  auction  rights,  "competitors  had  dag- 
s  in  their  eyes,"  says  David  Ganz,  a  lawyer  and  former  presi- 
nt  of  the  American  Numismatic  Association. 
Two  of  them  tried  to  get  even — in  court.  In  1998  Stack's 
d  A-Mark  Auction  Galleries  of  Beverly  Hills  sued  the  ANA 
eging  misrepresentation  and  fraud  based  on  the  group's  rela- 
Jimship  with  Heritage.  The  plaintiffs,  who  lost  out  to  Halperin 
In  auction  rights,  complained  they  had  no  idea  the  ANA  would 
■fo  grant  Heritage  exclusive  rights  to  its  mailing  lists,  referrals 
id  endorsements — or  they  would  have  bid  higher.  (The  case 
as  dismissed  before  trial  in  2001.) 

Heritage  was  itself  the  subject  of  a  1997  complaint  by  New 
rleans  dealer  Blanchard  &  Co.  The  dispute  stemmed  from  a 
'..5  million  loan  from  Heritage,  made  in  1992,  stipulating  that 
anchard  had  to  buy  two-thirds  of  its  coin  inventory  from 
eritage  at  prices  Heritage  claimed  were  fair  market.  Blanchard 
ed  Heritage  after  learning  the  firm  had  sold  similar  coins  to 
her  wholesalers  at  prices  far  below  what  Blanchard  had  paid. 


Stow  your  handkerchiefs.  Heritage  still  manages  to  thrive, 
thanks  to  its  skills  in  marketing  and  selling  the  most  highly 
sought  after  coins.  And  a  new  trend  is  helping. 

A  few  years  ago  the  grading  agencies  set  up  Web  sites  where 
collectors  can  enter  in  the  serial  numbers  on  the  slab  of  coins 
they've  had  graded.  The  sites  rank  collectors'  sets  by  the  quality 
of  the  coins,  so  that  all  the  world  can  see  who's  got  the  best- 
certified  set  of,  say,  buffalo  nickels.  With  more  than  20,000  sets 
registered  so  far,  the  competition  has  grown  insanely  fierce, 
with  profitable  implications  for  Heritage. 

In  2003  several  collectors  were  vying  to  build  the  best  set  of 
Lincoln  pennies  on  the  PCGS  registry.  Victory  came  down  to  a 
single  1963  penny,  the  only  one  known  to  have  received  the 
highest  possible  rating  of  proof  70  Deep  Cameo.  Even  in  high 
mint  grades  an  uncertified  coin  like  that  goes  for  less  than  $10. 
But  when  this  specimen  came  up  for  auction  at  Heritage,  the 
total  price  was  $39,100  (including  commissions). 

Why  pay  so  much?  Soon  after  landing  the  1963  penny,  the 
collector  consigned  his  entire  penny  set — now  certified  as  the 
best  in  the  world — to  Heritage  for  auction  where  it  brought 
$1 10,000.  But  on  reexamination  the  coin  showed  a  tiny  carbon 
spot  that  had  formed  since  grading,  greatly  diminishing  its 
value.  To  save  face,  PCGS  bought  the  coin  and  retired  it. 

No  liability  for  Heritage,  though.  For  its  part  in  selling  the 
notorious  penny  and  then  the  whole  set,  the  firm  pocketed 
around  $20,000  in  commissions.  F 
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Eugenio  Lopez  made  himself  a 
patron  of  Latin  American  art. 
Now  he  wants  gringos  to  share  his 
passion.  By  Dirk  Smillie 

IN  OCTOBER,  DURING  A  LATE-NIGHT  DINNER  AT  A  PENT- 
house  apartment  overlooking  Mexico  City's  Chapultepec  Park, 
U.S.  Ambassador  Tony  O.  Garza  is  recounting  his  recent  visit 
with  Cheech  Marin  of  comedy  duo  Cheech  &  Chong.  Marin  is 
one  of  the  biggest  coik\  on  ofChicano  art  in  the  U.S.,  explains 
Garza  to  fellow  guests  as  he  knocks  back  a  shot  of  tequila. 
"Guys  like  Cheech  are  giv ins  the  whole  Latin  art  market  a  lift," 
he  says,  gazing  at  a  5-fooi  bronze  tarantula  mounted  on  a 
nearby  wall. 

Not  as  big  a  boost,  however,  is  the  evening's  host  (and  the 
spider's  owner),  36-year-old  E-ag  do  Lopez  Alonso,  scion  of 
the  Mexican  family  that  owns  \\       .,  one  of  the  biggest  juice 


producers  in  the  world.  Since  2001  the  boyish  supercollectc 
has  been  the  largest  patron  in  Mexico's  modern  art  scene.  1 
funding  an  estimated  one-third  of  the  contemporary  art  exh 
bitions  in  Mexico  City,  Lopez  has  lifted  the  careers  (an 
plumped  the  pocketbooks)  of  dozens  of  artists. 

He  now  wants  North  Americans  to  share  his  passion.  Lat: 
art  is  still  viewed  through  the  lens  of  stodgy,  pre-World  War 
muralism.  'Tt's  time  to  break  that  mold,"  he  says  with  a  wave 
his  hand.  "Why  shouldn't  contemporary  art  from  Latin  Ame 
ica  get  the  same  respect  as  contemporary  works  from  Eurof 
or  the  U.S.?" 

To  gain  acceptance  for  his  young  proteges,  some  of  whoi 
dabble  in  video  installations  and  high-technology  sculptur 
Lopez  has  spent,  through  his  arts  foundation,  $12  million  ov 
the  past  four  years  to  underwrite  Latin-focused  museum  pr« 
grams  in  the  U.S.,  lend  art  to  U.S.  and  European  exhibition 
publish  catalogs  and  fund  Latin  arts  courses  at  north-of-the-bo 
der  colleges  and  art  schools. 
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Lopez  has  also  been  luring  the  art  world's  elite  to  Mexico, 
linviting  25  curators  a  year  to  visit  his  collection,  housed  in  a 
■40,000-square-foot  building.  Here  they  see  Mexican  conceptual 
■artist  Inaki  Bonillas'  wall  of  buzzing  neon,  situated  a  few  steps 
■away  from  a  Jeff  Koons  work  (three  basketballs  floating  in  a 
fish  aquarium).  Such  deliberate  juxtaposition  makes  Mexican 
pieces  look  like  the  equal  of  their  more  famous  northern 
cousins.  The  pairing  delivers  an  "irresistible  luster  to  an  un- 
known artist,"  says  Alma  Ruiz,  head  of  the  Latin  department 
at  Los  Angeles'  Museum  of  Contemporary  Art  (Moca). 

To  build  this  mecca  of  modernism,  known  as  La  Colec- 
cion Jumex,  Lopez  has  blown  $80  million  of  the  family  for- 
tune. At  1,300  pieces  La  Coleccion  is  both  the  largest  private 
art  collection  of  any  kind  in  Latin  America  and  the  largest 
collection  of  Latin  American  art  in  the  world.  (Some  600 
pieces  are  by  Latin  artists.) 

La  Coleccion  is  housed  inside  the  juice  factory  itself. 
[Lopez's  two-story  gallery  is  surrounded  by  pulping  and  pas- 
teurization vats.  Access  is  by  appointment  only.  Visitors  first 
must  trek  to  the  gritty  industrial  pueblo  of  Ecatepec,  a  half 
hour's  drive  north  of  Mexico  City,  on  the  way  to  the  pyramids 
of  Teotihuacan.  At  the  factory 
jthey  are  then  waved  past  two 
[armed  checkpoints. 

Lopez  himself  is  rarely 
[here.  The  company  is  run  by 
Ihis  father,  who  owns  70% 
land  takes  a  passing  interest  in 
Ihis  son's  esthetic  passions. 
[Young  Lopez,  a  Pan-Ameri- 
Ican  playboy  in  the  classic 
Imold,  spends  little  time 
ibehind  a  desk  (he's  titular 
[head  of  marketing  for 
IJumex).  Instead,  he  pops  up 
lat  fundraising  dinners,  art 


Lopez  leans  toward  such  big  installation  pieces  as  Damian 
Ortega's  "Cosmic  Thing"  and  sculpture  by  Ernesto  Neto. 


fairs  and  exhibitions.  His 
buying  habits,  says  Mari 
Carmen,  Latin  curator  at 
Houston's  Museum  of  Fine 
Arts,  have  made  him  "a 
huge  force  on  the  art 
scene."  He's  been  known  to 
acquire  as  many  as  a  dozen 
)p-quality  pieces  a  month.  He  laughs,  "Sometimes  I  think  I'm 
bsolutely  crazy."  If  so,  it's  a  vulpine  dementia:  Once  Lopez 
dds  an  artist  to  his  stable,  art  buyers,  gallery  owners  and  cura- 
:>rs — American  and  Mexican — stampede  after  him. 

He's  never  happier  than  when  schmoozing  with  artists  at 
inner  parties  that  run  until  4  a.m.  He  nurses  his  next-day 
angovers  with  a  tall  glass  of  Jumex  pear  juice  in  his  art- 
>urnal-filled  library.  Ironically,  art  didn't  interest  him  much  in 
ollege.  He  studied  business  administration  at  the  University  of 
Mexico.  Then  in  1993,  while  visiting  a  gallery  in  Beverly  Hills, 


he  met  an  art  dealer — a  striking  brunette  named  Esthella 
Provas — whom  he  invited  to  become  his  art  consultant.  "She 
turned  my  casual  interest  into  something  real,"  he  says. 

He  bypassed  Mexican  muralists  like  David  Siqueiros  and 
Diego  Rivera,  opting  instead  for  conceptualists  like  Damian 
Ortega,  creator  of  "Cosmic  Thing"  for  Moca  in  Los  Angeles. 
The  piece  is  a  disassembled  1976  Volkswagen  Beetle  that 
appears  to  be  exploding  in  midair.  Its  creation  was  funded 
through  a  grant  by  Lopez  of  $500,000  to  the  museum. 

It's  just  the  kind  of  over-the-top  installation  Lopez  likes.  His 
Jumex  collection  includes,  for  example,  pieces  by  29-year-old 
Minerva  Cuevas,  who  recently  took  over  part  of  a  Mexican 
amusement  park  to  create  "Dodgem,"  a  mad  display  of  bumper 
cars  sporting  oil  company  emblems,  smashing  into  one  another. 

Lopez  made  his  sawiest  pick  in  1994,  when  he  began  buying 
work  by  Mexican  conceptual  artist  Gabriel  Orozco,  then  relatively 
unknown.  The  following  year,  thanks  to  patronage  from  collectors 
like  Lopez,  Orozco's  career  took  off,  with  exhibitions  in  eight 
countries  and  gallery  shows  in  New  York,  Los  Angeles,  Dallas  and 
Boston.  Known  for  creating  art  from  found  objects,  Orozco  has 
used  Indian  rupees  as  canvases  and  airline  tickets  for  collages.  His 
cibachromes — photographs  saturated 
with  intense  color — fetch  $12,000  each. 

To  what  degree  is  Lopez  succeed- 
ing in  his  drive  to  gain  contemporary 
Latin  artists  wider  recognition?  The 
number  of  shows  is  one  barometer: 
Latin  modernists  like  Orozco  are 
now  showing  up  regularly  in  some 
60  galleries  and  museums  in  the  U.S. 
(in  shows  sometimes  underwritten 
by  Lopez).  Rising  prices  are  another. 
Last  year  Christie's  reported  record 
sales  for  Latin  contemporary  work 
like  that  of  Brazilian  assemblage 
artist  Beatriz  Milhazes  (part  of 
Lopez's  current  show  at  Jumex). 
At  Sotheby's,  sales  in  the  Latin  category  have  risen  23%  in 
the  past  two  years,  says  Carmen  Melian,  senior  Latin  specialist. 
At  Christie's  the  category's  sales  are  up  sixfold  since  1985.  It's 
still  the  likes  of  Rufino  Tamayo,  Rivera  and  Frida  Kahlo, 
though,  who  ring  up  the  big  money.  No  Latin  contemporary 
artist  has  yet  to  break  into  either  auction  house's  Latin  top-ten 
sales  list.  To  make  that  happen,  Lopez  will  need  to  promote 
many  more  Orozcos — an  accomplishment  the  Jumex  heir 
admits  is  still  a  long  way  off. 

"It's  too  early  to  judge  him,"  says  Gregorio  Luke,  director  of 
Los  Angeles'  Museum  of  Latin  American  Art.  If  Lopez's  favorites 
ever  get  permanent  spots  in  well-known  museums,  then  his  ec- 
centric, chauvinistic  vision  will  have  been  fulfilled.  Luke  com- 
pares Lopez's  campaign  with  the  one  waged  in  the  1980s  by  multi- 
billionaire  Eli  Broad,  another  supercollector,  who  popularized 
contemporary  American  art  by  acquiring  scads  of  it.  Lopez  him- 
self says  humbly,  "If  in  a  decade  only  two  or  three  of  these  artists 
become  famous,  I'll  know  I  did  something  significant."  F 


163 


.  


mm 


Special  Advertising  Section 


j 


Revolutior 


Unleashing  New  Business  Opportunities  Within  and  Beyond  the  Enterpr 


i  *»-  " 


BY  MICHAEL  RONEY 


ramatic  new  levels  of  efficiency,  cost  savings  and 
convenience  are  assuring  that  Wi-Fi  is  enabling  a  business 
revolution  both  within  and  beyond  the  enterprise. 


Consider  the  facts:  By  2008,  it  is  expected  that  three  out  of  every 
four  professionals  will  spend  the  equivalent  of  one  workday 
per  week  away  from  the  office,  while  In-Stat/MDR  projects  that 
worldwide  hot  spots  will  grow  from  43,850  locations  in  2003  to 
over  200,000  locations  in  2008. 

Clearly,  this  trend  is  already  changing  the  way  we  live  and  do 
business,  and  numerous  providers  offer  exciting  new  goods  and 
services  to  a  range  of  enterprise  and  vertical  market  customers, 
including  hotels,  marinas,  airports  and  metro  hot  spots,  often  lever- 
aging single  installations  for  both  operational  and  customer  use. 

Nokia,  ICOA  Corporation  and  Marriott  International  are 
among  the  companies  leading  the  charge  and  finding  success 
in  this  rapidly  growing  space,  providing  a  blueprint  for  the  next 
generation  of  wireless  business. 


NOKIA: 

BRIDGING  MOBILE  TECHNOLOGIES 

As  a  world  leader  in  mobile  communications  for  both 
enterprise  and  individuals,  Nokia  is  one  of  the  key  players 
the  center  of  the  Wi-Fi  revolution.  Its  mobile  phones,  PC 
and  networking  solutions  reflect  the  company's  focus 
lifestyle  and  workspace  enhancements,  enabling  change  in 
way  people  conduct  their  personal  and  professional  activities. 

"Wi-Fi  is  growing  rapidly  in  a  number  of  areas,"  states  M; 
Niininen,  Nokia's  senior  director  of  product  management, 
addition  to  the  obvious  convenience  for  e-mail  and  voice, 
also  expanding  in  the  retail  environment,  where  for  example 
can  use  Wi-Fi  connectivity  for  checking  bar  codes,  putt 
through  orders  at  the  point  of  sale  or  managing  inventory. 


R.O.  Ida,  The  Chief  Financial  Officer 


Profiles  in  Business  Mobility    Deploying  Your  Team 


I         Enable  better  teamwork, 
wherever  your  team  needs  to  work. 


£w  Business  can  happen  anytime,  ^ 
!  anywhere.  And  with  Nokia, 
you'll  have  the  advanced 
messaging  devices  and  secure  mobile  connectivity 


Nokia  6820  Messaging  Device 


offerings  you  need  to  make  sure  your  team  arrives  fully 
connected— and  ready  to  work.  So  whether  you're  deploying 
a  team  for  a  big  presentation,  setting  up  a  remote  office, 
or  visiting  a  customer,  Nokia  mobility  solutions  ensure  that  your 


team 
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team  can  hit  the  ground  running. 

I 

Go  to  wet> 

OMfam  Open  ink  Bad 

Nokia  One  Business  Server 

Metro  Mel 


Learn  more  about  applying  a  mobility 
strategy  to  your  business.  Download  the 
'Small  Change,  Big  Impact"  white  paper  at 
nokiaforbusiness.com 
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"With  Wi-Fi  you  can  get  many 
times  more  speed,  and  wireless 
LAN  provides  quality  indoor 
high-bandwidth  coverage  in  a 
very  economical  fashion." 

Mauri  Niininen,  Senior  Director 
of  Product  Management,  Nokia 


especially  useful  in  certain  healthcare  settings,  where  for  years 
use  of  cellular  has  been  forbidden.  And  of  course  Wi-Fi  is  also 
spreading  to  homes,  which  is  very  convenient  because  you're 
not  tied  to  your  desk  by  a  wire." 

By  the  end  of  2005,  almost  all  of  Nokia's  business  optimized 
devices  will  have  wireless  LAN  (local  area  network)  connectivity 
and  the  enablers  required  to  support  VoIP  (Voice  over  Internet 
Protocol)  capability.  Multifunction  phones  such  as  the  Nokia 
Communicator  9500  feature  both  cellular  and  Wi-Fi  capabilities 
now.  Within  the  coverage  area  of  a  wireless  LAN,  they  utilize  the 
available  high  bandwidth  and  cost  efficiencies.  Away  from  the 
network,  they  use  cellular  channels,  which  offer  a  seamless 
experience  moving  between  those  two  environments  when  local 
networks  support  the  service. 

These  tools  are  also  secure.  Nokia's  enterprise  solutions 
division  offers  a  market-leading  Check  Point  firewall  on  Nokia 
secure  platforms  and  Nokia-developed  virtual  private  network 
(VPN)  client  technology  that  allows  organizations  to  deploy  a 
single,  integrated  solution  for  secure  Internet  communications 
and  access  control.  This  allows  companies  to  make  remote 
access  widely  available  to  all  employees  no  matter  where  they 
are  or  what  client  software  they're  using.  Enterprise  clients  can 
deploy  remote  access  points  outside  of  the  firewall,  connecting 
through  the  Internet  over  the  VPN. 

"The  value  proposition  boils  down  to  the  coverage  and  quali- 
ty of  the  wireless  network,"  says  Niininen.  "There  are  a  number 
of  ways  to  get  a  wireless  connection.  Cellular  is  typically 
available  everywhere,  but  the  bandwidth  isn't  that  great.  With 
Wi-Fi  you  can  get  many  times  more  speed,  and  wireless  LAN 
provides  quality  indoor  high-bandwidth  coverage  in  a  very 
economical  fashion." 


"We  have  developed  a  scalable 
platform  to  address  any 
customer's  need,  regardless 
of  the  vertical  market." 

Rick  Schiffmann.  President,  ICOA  Corporation 


The  bottom  line?  "We  believe  that  Wi-Fi  is  a  complemenj 
technology  to  cellular,"  states  Niininen.  "Overall  it's  part  of  I 
strategy  to  build  multiple  radio  interfaces  into  our  devices.  We  i 
address  the  need  of  mobile  professionals  to  work  effectively  onj 
fly,  as  well  as  in  the  office,  by  offering  practical,  cost-effective 
easy-to-use  devices  with  a  full  set  of  connectivity  options| 
changing  environments." 

ICOA  CORPORATION: 

MAXIMIZING  VALUE  IN  MULTIPLE  MARKETS 

ICOA  Corporation  is  working  outside  of  the  enterprise  spi 
achieving  success  in  providing  a  broad  range  of  neutral  host  v( 
less  Internet  networks  and  managed  services  at  over  670  pu 
locations,  including  more  than  420  Panera  Bread  Cafes,  40  rn 
nas  representing  more  than  26,000  slips,  RV  parks,  cafes  and  a 
airports  nationwide  serving  over  22  million  passengers  annually 

ICOA  sees  itself  as  the  third  generation  of  national  Yt 
providers  and  is  ready  to  capitalize  on  the  coming  wave  of  indu 
consolidation.  "We  have  developed  a  scalable  platform  to  add( 
any  customer's  need,  regardless  of  the  vertical  market,"  says  IC 
President  Rick  Schiffmann.  "The  ICOA  family  of  companies  pro' 
tailored  business  models  to  maximize  value  throughout  ei 
market  that  we  serve,  giving  our  direct  customers  and  their 
users  the  most  cost-effective  Wi-Fi  solutions  available  today. 

"While  the  greatest  demand  for  Wi-Fi  services  remains  within 
'travel  ribbon,'  airports  and  hospitality,  we  are  also  encouragec 
increasing  use  in  leisure  markets,"  says  Schiffmann.  "ICOA 
seen  1 5%  month-over-month  activity  growth  over  the  past 
months  in  airport  locations,  and  1 2%  in  marinas. 

"We  design  all  of  our  airport  networks  to  accommodate  t 
public  and  private  access  -  to  handle  the  traveling  public  as  wa 
airline  operations  and  concessions,"  Schiffmann  notes.  "For  ex< 
pie,  in  Manchester,  N.H.,  where  we've  seen  tremendous  utiliza 
from  the  public,  we've  also  deployed  a  network  that  offers  full! 
field  coverage,  and  the  airport  plans  to  use  it  for  maintenan 
emergency  response,  runway  intrusions  and  other  applications 

"Our  neutral-host  network  design  applies  to  marinas  as  \ 
where  we  offer  Internet  access  to  the  public,  and  the  private  : 
includes  IP  cameras  that  allow  facilities  to  offer  perimeter 
specific  vessel  monitoring,"  Schiffmann  says.  "It  makes  sens 
leverage  the  same  network  for  all  public  and  private  uses." 

"Regardless  of  the  vertical  market,  a  significant  factor  for 
customers  is  how  they  can  drive  customer  loyalty,"  says  J 
Balbach,  ICOA's  vice  president.  "Panera  Bread  has  found  that 
average  total  online  time  per  bakery/cafe  has  increased  three 
since  the  advent  of  amenity  Wi-Fi  service.  And  consider  airpc 
Sacramento  International  competes  with  Oakland  for  air 
!  customers.  Sacramento  has  a  Wi-Fi  network;  Oakland  does  i 
Which  one  would  you  rather  use  if  you  want  to  be  productive  w 
you're  waiting  for  your  plane?" 

"As  the  third-generation  national  provider,  our  tailored  busir 
models  and  service  mixes  are  resonating  with  the  mark 
Schiffmann  adds.  'As  VoIP  and  other  developments  becc 
mass-market  ready,  the  infrastructure  we  provide  will  only  enha 
;  in  value  to  our  customers  and  the  consumer." 


provides  broadband  wireless  solutions  for  high  traffic  public  locations. 
I  find  us  in  40  states  serving  more  airports,  more  marinas  and  an  amenity 
ork  larger  than  any  other  in  the  U.S.  To  find  out  more  about  the  only  public 
play  broadband  wireless  provider  go  to  www.icoacorp.com. 
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"We're  driven  to  stay  ahead  of  what  customers 
need  when  they're  on  the  road  and  in  our  properties, 
and  in  whatever  manner  they  want  to  be  connected." 


Lou  Paladeau,  Vice  President, 
Technology  Business  Development, 
Marriott  internaf.onal 
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MARRIOTT  INTERNATIONAL: 
BUILDING  CUSTOMER  LOYALTY 

Already  a  hospitality  industry  leader  in  broadband  in-room 
Internet  access  for  its  guests,  Marriott  International  has  gone 
a  step  further,  building  out  wireless  service  in  meeting  rooms 
and  public  spaces  over  the  past  year  and  a  half.  Marriott  has 
2,800  lodging  properties  located  in  the  United  States  and  69  in 
other  countries  and  territories,  and  it  now  boasts  over  1 ,900 
properties  offering  Wi-Fi. 

"It's  really  all  about  the  customer  experience,"  says  Lou 
Paladeau,  vice  president,  Technology  Business  Development. 
"We're  driven  to  stay  ahead  of  what  customers  need  when 
they're  on  the  road  and  in  our  properties,  and  in  whatever 
manner  they  want  to  be  connected.  That  dynamic  has  changed 
rapidly  over  the  last  couple  of  years  as  Wi-Fi-enabled  laptops 
and  various  modes  of  wireless  connectivity  have  started  to 
spread.  We  want  to  make  sure  our  customers  have  options." 

The  company's  wireless  initiative  benefited  from  the  high-speed 
wired  networks  that  already  existed  in  most  of  its  properties. 
"We  weren't  starting  from  scratch,"  says  Paladeau,  "but  were 
adding  a  complementary  service  to  an  infrastructure  we  already 
had.  We  had  the  network  in  place  and  ended  up  with  the 
benefit  of  providing  the  options  and  choices.  Even  in  the  design 
phase,  our  parameters  and  standards  were  built  around  the 
guest  experience  -  that  drives  everything." 

Marriott  also  is  working  to  leverage  its  wireless  capability 
for  operations.  "It  helps  our  associates  serve  the  customer 
better,  whether  it's  by  wireless  point  of  sale,  remote  check  in 
or  maintenance,"  notes  Paiadeau. 

The  resulting  competitive  edge  cannot  be  overstated.  "To  the 
extent  that  we've  got  the  availability  on  a  broader  basis  than  any 


of  our  competitors,  that  sets  us  apart.  People  don't  have 
hesitate  when  choosing  a  Marriott  to  think  about  whether  ( 
service  is  going  to  be  there,"  Paladeau  says.  "With  our  wireh 
service,  we  focused  on  making  sure  we  delivered  first  in  an 
where  mobility  is  at  a  premium:  meeting  rooms  and  pui 
spaces.  It's  a  tremendous  amenity  for  groups  and  meetii 
If  you  have  a  notebook  computer  or  PDA  and  you're  anywh 
within  a  meeting  area,  or  even  in  the  hotel  lobby  or  on 
outdoor  patio,  you  can  log  on  and  get  work  done. 

"Wired  high  speed  is  now  expected  everywhere,"  Paladi 
notes.  "You've  just  got  to  have  it.  Wireless  will  reach  that  pi 
relatively  soon.  You're  not  going  to  be  able  to  buy  a  laptop 
PDA  that's  not  wireless  enabled,  and  people  are  going  to  w 
to  be  able  to  use  it  wherever  they  go.  We're  dedicated  to  si 
ing  a  step  ahead  of  customers'  needs:  making  life  easier 
businesspeople  on  the  road  by  helping  them  stay  in  touch." 


WEB  direct: 

ICOA  Corporal 
www.icoacorp.c 
Marriott  Internatic 
www.marriott.t 
Nc 
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LOG  ON  AND  ON. 
FREE  HIGH-SPEED 
INTERNET  ACCESS 
IN  EVERY  ROOM. 
Fairfield  Inn"  is  proud  to  announce 
we've  joined  the  Marriott  family  of 
brands  that  offer  free  high-speed 
Internet  access*  in  our  rooms.  That 
means  as  of  today,  no  matter  how 
far  or  how  long  you're  away  from 
the  office,  you  can  still  be  at  work 
all  day.  Or  night,  for  that  matter. 
IT'S  THE  MARRIOTT  WAY!" 


To  reserve  a  room  with 
Free  High-Speed 
Internet  Access 
call  1-800-MARRIOTT 
or  visit  Marriott.com. 

Book  today  with  Visaf 

WW 


"High-speed  Internet  access  available  at  participatini 
hotels.  0  2004  Marriott  International,  Inc. 
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Backward-looking 
photogs  are  snapping 
pics  the  Matthew  Brady 
way.  By  Susan  Adams 


Hi:N  CHRISTIE'S  HELD  AN  AUCTION  OF 
photographs  from  the  collection  of  Elton  John  this 
i  >i  tober,  lour  lots  of  pictures  seemed  strangely  out  of 
step  with  the  rest.  Though  taken  in  the  1990s,  they 
looked  vaguely  19th  century.  In  one  bright-blue  photo 
a  platter  of  strawberries  lies  on  a  white  plate  next  to 
lour  delicate  wineglasses.  Soft  and  painterly,  the  image 
is  peaceful,  haunting — like  a  frame  from  a  dream. 

Buyers  were  eager  to  possess  these  unusual 
pictures  by  44-year-old  American  photographer 
)ohn  Dugdale.  They  brought  in  $30,832. 

There's  a  reason  Dugdale's  photographs  appear  to 
be  relics  of  an  earlier  age.  He  makes  them  using  a 
century-old  I  )eardorff  studio  view  camera  and  a  sim- 
ple printing  technique  invented  by  photography  pio- 
neer Sir  fohri  I  Icrschcl  in  1842  called  the  cyanotype 
process  (see  box,  p.  172),  which  creates  what  look  like 
black  and  white  photos  tinted  blue. 

1  )ugdale  is  part  of  a  wave  of  contemporary  pho- 
tographers who  are  embracing  antiquated  techniques 
at  the  very  moment  mainstream  photography  is  going 
digital.  So  accustomed  is  the  eye  to  the  precise, 
computer  perfected  pictures  surrounding  us  that, 
suddenly,  photography  made  with  outmoded  tech- 
nology looks  start  I  i  ugly  fresh. 

I  or  Dugdale  the  choice  to  embrace  an  antique 
process  was  born  of  hardship.  In  1993  he  came  very  close  to 
dying  of  AIDS.  A  cytomegalovirus  infection  left  him  nearly  sight- 
less, except  for  20%  vision  in  one  eye.  Up  to  that  point  he  had 
worked  as  a  commercial  photographer,  pulling  in  $30,000  a  job 
for  clients  like  Ralph  Lauren  and  Bergdorf  Goodman. 

When  Dugdale  got  home  from  a  seven-month  hospital  stay, 
he  wanted  to  work  again,  but  because  he  was  battling  a  com- 
promised immune  system,  he  sought  a  method  that  involved 
minimal  exposure  to  chemicals.  A  longtime  admirer  of  19th- 
century  masters  like  Julia  Margaret  Cameron  and  Nadar,  Dug- 
dale decided  to  try  his  hand  at  an  old  process. 

An  assistant  prepares  the  paper,  but  Dugdale  sets  up  the 
scene  that  he  envisions  in  his  mind's  eye.  "It  sounds  corny,"  he 
says,  "but  I  see  from  the  inside."  Shooting  mostly  still  lifes,  close 
friends,  family  and  himself,  either  in  his  Greenwich  Village  stu- 


dio or  on  his  farm  in  upstate  New  York,  Dugdale  experiment 
with  long  exposures,  during  which  his  models  often  move,  era 
ating  ghostly  images.  In  one  self-portrait  Dugdale's  transpar 
ent  body,  perched  on  some  stairs  with  a  book  in  his  hands,  sug) 
gests  that  the  artist  has  one  foot  in  the  afterlife  or  is  lookin; 
back  in  time  to  a  more  idyllic  moment 

His  photographs  sell  briskly  (witness  the  Christie's  sale),  a 
between  $3,000  and  $15,000  apiece.  That  doesn't  begin  t< 
approach  the  prices,  though,  of  high-tech  contemporaries  lik 
Andreas  Gursky,  who  digitally  manipulates  his  photos  and  fetche 
as  much  as  $600,000  per  picture.  Collectors  of  retro  image 
belong  to  what  art  writer  Lyle  Rexer  has  dubbed  "photography' 
antiquarian  avant-garde."  (Rexer  published  a  gorgeous,  informa 
tive  book  by  that  title  two  years  ago.)  They  don't  buy  the  work  0 
Dugdale  and  his  peers  because  it's  an  especially  shrewd  invest 
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Since  going  on  a  regimen 
of  AIDS  drugs  and  regaining 
the  energy  required  to  tackle 
new  challenges  (though  his 
eyesight  is  still  impaired), 
Dugdale  has  moved  on  to 
more  complex  processes, 


incut.  They  buy  because  the 
images  are  arresting  and  Ircsli 
looking.  As  with  any  genre,  the 
process  used  to  produce  the 
picture  is  not  nearly  as  impor 
tanl  as  the  artist  whose  vision 
is  behind  it. 


including  making  platinum  and  albumen  prints.  The  next  vin 
tage  process  Dugdale  will  try:  ambrotypes.  His  assistant,  1  )aniel 
Levin,  has  studied  this  1850s  method  with  one  of  the  most 
serious  devotees  of  authentic  vintage  photography,  a  tintypist 
named  John  Coffer,  whose  life  is  a  virtual  recreation  of  the 
L9th  century. 

Coffer  has  crossed  America  in  horse-  and  ox-drawn  carts, 
shooting  portraits  and  Civil  War  reenactments.  1  le  now  lives 
on  a  Dundee,  N.Y.  farm  without  electricity,  phone  or  run- 
ning water,  where  he  makes  richly  detailed  tablcaus  of  hum 
ble  woodpiles,  kerosene  lamps  and  farm  machine]  v. 

Coffer's  work  sells  for  between  $900  and  $3,800,  at  the 
lower  end  of  the  vibrant  contemporary  photography  market. 
Though  Coffer's  last  show,  in  May  2004,  was  almost  com- 
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pletely  sold  out,  over  time  his  work  hasn't  risen  dramatically 
in  value.  The  same  goes  for  Dugdale. 

That  said,  there  are  a  few  exceptions.  Sally  Mann's  work  has 
appreciated  substantially.  Best  known  for  controversial  nude 
portraits  of  her  children  in  the  late  1980s,  Mann  now  works 
with  a  vintage  process.  In  1996  she  studied  wet-plate  collodion, 
the  same  method  Civil  War  photo- 
grapher Matthew  Brady  employed, 
lugging  her  unwieldy  antique  camera 
with  bellows  and  hood  into  the  field, 
where  she  mixes  up  smelly,  flamma- 
ble chemicals  to  make  glass  negatives. 

Unlike  Brady,  Mann  purposely 
allows  bubbles,  streaks  and  scratches 
on  her  pictures,  suggesting  both 
immediacy  and  antiquity.  A  gor- 
geous series  of  landscapes  she  calls 
"Deep  South"  have  leapt  in  price, 
from  the  $7,500  per  picture  they 
brought  in  1999  when  they  first  went 
on  the  market  to  $36,000  when  three 
of  the  pictures  resold  in  2001.  As  for 
scarcity:  Mann  printed  each  of  the  30  photos  in  the  series  in 
editions  of  ten. 

There  is  a  quality  expressed  by  photographs  made  using 
antiquated  practices  that  attracts  artists  who  explore  themes 
ili.it  some  might  find  creepy,  like  mortality.  Mann's  most  recent 
series,  "What  Remains,"  includes  disturbing  shots  of  decaying 
human  corpses  and  of  her  own  dead  dog.  Likewise  British- 


born  Adam  Fuss  has  made  daguerreotypes  of  human  skul 
Daguerreotypes  have  a  highly  detailed  image  and  a  mirrorej 
surface — an  especially  poignant  effect  in  the  skull  pictures, 
the  viewer  sees  not  only  the  skull,  but  also  his  own  imag' 
reflected  in  it. 

Like  Mann's,  Fuss'  work  brings  high  prices,  selling  for . 
much  as  $65,000.  Fuss  uses  other  vintage  processes,  includin 
some  that  don't  even  involve  cameras  or  lenses,  like  pinhol 
pictures  and  photograms,  where  an  object  is  placed  directl 
onto  photosensitive  paper. 

Chuck  Close  is  another  content 
porary  artist  who  makes  daguerreo 
types.  Six  years  ago  he  began  to  pro 
duce  extraordinary  self-portrait 
and  portraits  of  other  artists,  whic 
start  at  $25,000.  Confined  to 
wheelchair,  Close  works  with  self 
taught  daguerrcotypist  Jerry  Spag 
noli,  whose  own  impressive  body  o 
work  includes  a  series  of  pictures  h 
made  on  Sept.  1 1  from  the  roof  o 
his  West  26th  Street  Manhattan  stu| 
dio,  capturing  the  collapse  of  thj 
towers.  Spagnoli's  work  fetche) 
between  $4,500  and  $1 5,000,  but  thl 
World  Trade  Center  images  are  not  for  sale. 

The  surest  sign  that  19th-century  processes  are  firmlj 
planted  in  the  present  is  their  use,  now,  in  advertising.  The  fa 
2004  promotional  pictorial  campaign  at  Starbucks,  fo 
instance,  was  shot  by  art  photographer  Tom  Baril,  who  use< 
wet-plate  collodion  and  19th-century  camera  lenses  to  capturi 
the  rich,  creamy  brown  of  coffee  beans. 


Low  Tech  Redux 

Early  photo  processes  involve  a  variety  of  chemicals,  some 
toxic  or  highly  flammable.  The  reigning  guru  of  instruction  is 
Mark  Osterman,  process  historian  at  George  Eastman  House, 
who  teaches  photographic  processes  to  conservators  at  the 
Rochester,  N.Y  museum.  Herewith,  Osterman's  primer: 

Invented  1842.  Paper  coated  with  ferric 
ammonium  citrate  and  potassium  ferricyanide  is 
contact-printed  with  a  large-scale  negative,  exposed  to 
sunlight  and  washed  in  water.  Produces  blue-colored  prints. 

Architects'  blueprints  are  cyanotypes. 

1073.  Contact-printed  on  paper  covered 

with  platinum  and  iron  salts. 

Mid-I850s.  These  use  protein  from 

egg  whites  to  bind  the  silver  compound  used  to  capture 
the  image. 

1851.  With  these  a  mix  of  ether,  alcohol, 





nitrocellulose  and  iodide  is  poured  onto  a  glass  plate  and 
then  bathed  in  silver  nitrate.  Highly  flammable,  collodion  was 
also  used  to  make  gunpowder  and  early  plastics.  Can  be 
used  to  make  negatives  or  to  make  ambrotypes  or  tintypes. 

1853.  This  one-of-a-kind  positive  image  is 
made  with  wet  collodion.  The  end  result  is  the  glass  plate 

itself. 

1856.  Like  ambrotypes,  tintypes  (also  called 
ferrotypes)  are  one-of-a-kind  pictures  made  by  coating  a 
plate— in  this  case  black-enameled  iron  instead  of  glass— 
with  collodion.  Inexpensive  tintypes  were  the  everyday 
photos  of  the  Civil  War  era,  and  were  still  being  taken  up 
through  the  1930s. 

1839.  Invented  by  Frenchman 
Louis  Daguerre,  this  laborious  process  uses  a  hand-polished 
silver-covered  copper  plate  that  is  exposed  to  iodine  and 
bromine  fumes  and  developed  with  mercury  fumes.       —  S.A. 
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Expatriate  Art 


You  want  a  bargain  in 
Japanese  art?  Look  for  it 
anywhere  but  in  Japan. 

By  Benjamin  Fulford 


HEN  KIMIO  KOKETSU,  PRESIDENT  OF  OHYA- 
Shobo,  needs  a  print  for  his  122-year-old  woodblock  shop  in 
Tokyo,  he  often  hunts  for  it  overseas.  Japanese  artists  who  are 
not  well-known  by  Europeans  and  Americans,  he  says,  are  still 
real  bargains.  "I  once  bought  a  print  in  the 
U.S.  by  Kiyochika  Kobayashi  [1847-1915] 
for  $95  and  sold  it  for  $950  in  Japan." 
Hiroshi  Fukuda,  a  specialist  in  ceramics  who 
has  run  an  antique  shop  in  the  capital  for 
more  than  60  years,  looks  abroad,  too.  He 
bought  a  Satsuma  vase — Satsuma  was  once 
a  southern  province,  known  for  its  pottery 
and  earthenware — for  $600  in  the  States  and 
found  a  Japanese  collector  willing  to  pay 
$2,000.  "My  colleagues  who  buy  in 
the  U.S.  say  they  can  sell  the  stuff 
for  two  and  a  half  to  three 
times  more  in  Japan,"  he  says 
Who  knew?  Along  with 
the  precise  method  of  forg- 
ing samurai  swords,  one  of  the 
best-kept  secrets  of  Japan  is  that  great  bar- 
gains can  still  be  had  in  Meiji-era  (1868- 
1912)  crafts — if  you  buy  them  outside  the 
Land  of  the  Rising  Sun.  The  prints,  ceram- 
ics, ivories,  metalwork,  cloisonne  and  lac- 
querware  made  during  this  period  are 
among  the  technically  finest  ever  produced. 
Many  were  created  for  export  to  the  West, 
starting  with  the  Paris  World's  Fair  in  1867. 
For  years,  because  they  were  seen  as  "the 
Japanese  image  of  what  Westerners  wanted 
from  Japan,"  such  work  was  considered 
"kitschy  or  grotesque,"  says  Toshiyuki 
Okuma,  keeper  of  Japan's  Museum  of  Impe- 
rial Collections.  No  longer. 

Particularly  prized  is  antique  metalwork, 
much  of  which  was  melted  down  during 
World  War  II  for  the  military  machine.  In 
the  late  19th  century  unemployed  samurai 
armorers  made  ornamental  dragons,  snakes 
and  fish — with  linked  scales  and  movable 


Superb  crafts  from  the  Meiji  era— like 
this  cloisonne  bowl,  bronze  fish  and 
ornamental  dragon— were  denigrated 
at  one  time  as  mere  goods  for  export. 


arms,  legs,  tongues  and  eyes.  Such  exquisite  works,  if  you  ca 
find  them,  might  run  $10,000  and  up. 

Ivory  sculptures  are  also  very  difficult  to  find  in  Japan.  Me 
artisans  excelled  at  carving,  articulating  each  hair  on  the  he; 
of  a  monkey  figurine,  every  feather  on  a  bird.  For  $100  or  la 
you  can  still  pick  up  a  netsuke,  a  tiny  carved  toggle  often  use 
to  secure  purses  or  hold  tobacco  pouches  (both  Western  intn 
ductions).  A  big  caveat,  though:  There  are  plenty  of  fakes  ar 
modern  Chinese  copies.  Look  for  natural  wear,  caused  by  pur 
strings,  in  the  holes  of  carvings. 

More  plentiful  are  Meiji-period  woo* 
blocks,  which  can  run  as  little  as  $50  apiec 
Long  considered  the  ugly  stepsisters  of  wor 
from  the  Edo  period  (1603-1867),  sue 
prints  were  sometimes  later  used  to  wra 
fish.  But  their  subjects  can  be  arresting- 
from  news  events  and  crimes  of  passion 
portrayals  of  Westerners  through  Japane 
eyes  (think  Madama  Butterfly 
With  their  liberal  use 
garish,  imported  red  dy 
these  works  could  never  1 
mistaken  for  the  classic 
style  of  Ando  Hiroshi^ 
say,  or  Kitagawa  Utamaro.  Bi 
there  are  charming  prints 
Chikanobu  Toyohara,  who  loo 
back  at  Japan's  history  with  a  mo* 
ern  eye,  and  by  Kunichika  Toyohara,  wr 
captures  the  stormy  moods  of  actors  in  tl 
Kabuki  theater. 

This  reporter  has  occasionally  dippe 
into  artistic  arbitrage  during  a  20-ye 
career  of  reporting  from  Japan.  Among  tl 
best  places  for  bargains:  shops  in  Portug 
and  Holland,  which  conducted  trade  wi 
apan  long  before  most  other  countries,  ai 
Chile — where  Japanese  ships  docked  f 
supplies  on  their  way  round  the  Strait 
Magellan  before  the  construction  of  tl 
Panama  Canal.  But  there  are  still  deals  to 
had  in  out-of-the-way  shops  even  in  lar 
and  expensive  Western  cities.  A  vase  boug 
for  $50  recently  from  a  store  in  lower  Ma 
hattan   brought   S200-plus  worth 
antiques — a  pre-Meiji  teacup  and  a  mini 
ture  erotic  carving  among  them — back 
lapan. 
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Through  the  Roof 


Prices  for  contemporary  art  are 
stratospheric.  Watch  out  for 
meteorites.  By  Missy  Sullivan 


JPBsCENES  FROM  A  FRENZY:  JUST  '1  WO  YEARS  AFTER  [TAJ 
ian  artist  and  notorious  prankster  Maurizio  Cattelan  made 
"The  Ninth  Hour"  in  1999,  Geneva  dealer  Pierre  Huber  bought 
the  life-size  wax  sculpture  of  Pope  John  Paul  II  being  felled  by 
a  meteorite  for  $886,000.  On  Nov.  18  he  flipped  it  at  a  Phillips 
auction  in  New  York  for  $3  million. 

In  Sotheby's  first  single-owner,  living-artist  sale,  on  Oct.  18 


SacrHege  or  speculation?  Maurizio  Cattelan's  1999  sculpture  of  the  pope  felled  by  a 
meteorite  recently  sold  for  $3  million,  over  three  times  the  price  it  went  for  in  2001. 


in  London,  British  bad  boy  Damien  Hirst — known  for  worl 
ranging  from  shocking  sharks  in  formaldehyde  to  decorati1 
dot  paintings — grossed  $17  million  for  50  or  so  items  1! 
designed  for  Pharmacy,  his  defunct  London  eatery  and  ch 
celebrity  hangout.  At  the  sale  martini  glasses  estimated  to  s« 
for  $90  to  $125  brought  $8,650.  And  a  set  of  six  Jasper  Mori 
son  dining  chairs  from  the  restaurant  inspired  one  anxioi 
buyer  to  call  out  "£10,000!"  when  bidding  had  only  ju 
reached  £2,500.  Talk  about  auction  fever. 

The  "gotta  have  it"  impulse  has  ruled  the  contemporary  a 
world  for  at  least  five  years,  immunizing  it  from  the  dot-co 
crash,  Sept.  1 1  and  other  vagaries  of  the  larger  economy.  In  tl 
November  auctions  big  money  burbled  steadi 
from  collectors'  pockets,  as  56  separate  wor 
topped  the  $  1  million  mark,  etching  records  f< 
20-plus  artists. 

"Is  this  healthy  for  the  market?"  muses  ve 
eran  New  York  gallery  owner  Jack  Tilton.  "Il 
insane,"  says  contemporary  art  collector  Micha 
Hort.  He  was  recently  offered  $600,000  for  a  K 
Althoff  painting  he  bought  for  $10,000  three 
four  years  ago.  "Ultimately  the  economy  w 
shift,  people  will  start  getting  burned,  and  tl 
whole  thing  will  crash." 

Bubble?  Not  everyone  in  the  contempora 
art  world  sees  imminent  danger,  particular 
sellers  who  are  managing  swelling  client  waitii 
lists  and  packed  auction  rooms.  But  you  have 
wonder. 

Survivors  of  the  boom-and-bust  cycle  of  tl 
late  1980s  and  early  1990s  saw  the  water  level  ri 
and  fall  for  everything.  Others  see  rock-sol 
strength  at  the  top  and  possible  collapse  at  tl 
bottom  rungs  of  the  market.  Everyone  agre 
that  contemporary  art  has  been  in  a  bull  mark 
ever  since  stocks  crumbled  in  early  2000.  The 
are  more  collectors,  artists,  dealers,  fairs — ar 
hype — than  ever  before,  leading  to  a  relentk 
upward  march  of  prices. 

Driving  those  prices  is  a  new  breed  of  buy 
opines  Brett  Gorvy,  international  co-head 
Christie's  contemporary  department:  Wj 
Streeters  in  their  forties  who  are  looking  in  tl 
cultural  mirror  and  acquiring  works  of  their  ov 
generation.  As  always,  some  are  engaging 
high-end  decorating  and  competitive  tropl 
hunting.  But  there  are  also  those,  say  Gorvy  an 
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ARA  Othe  gaming  company 
\Jir^l  which  has  become  one 
of  the  country's  fastest  growing  and 
most  profitable  concerns,  is  in  the 
process  of  revamping  the  image  of  the 
country's  betting  business  by  making  it 
more  attractive  to  a  wider  public,  partic- 
ularly women. 

It  is  changing  the  look  and  style  of  its 
5,330  outlets  across  the  country  to  give 
them  a  more  sophisticated  and  cus- 
tomer-friendly appeal. 

Tina  Triantafyllou,  one  of  the  first 
women  to  operate  as  an  OPAP  agent, 
renovated  her  premises  in  coffee-shop 
style  to  make  women  feel  more  wel- 
come. 

"The  women  used  to  remain  outside 
whiie  their  menfolk  came  in  to  place 
their  bets,"  she  says.  "Now  women 


Canadian  Paralympic 
Jeff  Adams  celebrates 
Athens  Acropolis  climb. 


make  up  30  percent  of  my  clientele." 

Similar  measures  are  being  adopted  at 
other  OPAP  operations  up  and  down  the 
country. 

This  re-branding  exercise  has  helped  to 
make  OPAP  Europe's  largest  gaming  and 
lottery  company  -  and  one  of  the  conti- 
nent's 300  biggest  blue-chip  enterprises. 

Founded  in  1958,  OPAP  at  first  occu- 
pied itself  with  the  relatively  routine 
business  of  running  Greece's  football 
pools.  Five  years  ago  however,  it  sought 
to  expand  its  horizons  in  the  field  of  the 
fixed-odds  betting  business,  which  was 
becoming  more  popular  with  the  public. 

At  that  time  OPAP  was  fully  state- 
owned,  but  the  Greek  government  saw 
a  good  opportunity  to  benefit  from  the 
booming  business  and  since  2000  has 
gradually  floated  49  percent  of  the 


enterprise  on  the  Athens  stock  mark^ 
OPAP  never  looked  back. 

The  share  price  began  to  rocket 
upward  almost  at  once,  and  has 
remained  blue-chip  ever  since.  "It  waf 
one  of  the  most  successful  IPOs  in  th 
history  of  the  Greek  stock  market,"  s) 
OPAP  Chief  Executive  Officer  Sotinos 
Kostakos,  who  was  appointed  by  the) 
present  Conservative  government  fol- 
lowing its  election  last  March 

By  early  this  year  OPAP  had  earned 
way  into  the  top  five  Greek  concerns) 
terms  of  capitalization,  becoming 
Europe's  second-best  blue-chip  per- 
former in  the  process. 

Legal  gaming  appears  to  have  an 
assured  future  in  Greece.  OPAP  in  pa 
ular  has  tapped  into  the  Greeks'  pasi 
for  football  and  turned  it  into  an  impj 
sive  money-spinner.  Projected  2004 
adjusted  net  profit  is  estimated  at  €4 
million,  up  some  30  percent  over  20(1 

Not  surprisingly,  foreign  institutions 
investors  have  been  quick  to  spot  thg 
golden  eggs  in  the  OPAP  goose,  and 
have  turned  OPAP  stock  into  one  of 
their  very  few  Greek  favorites.  In  the 
first  ten  months  of  this  year,  OPAP 
topped  all  Greek  stocks  with  a  return 
around  40  percent,  lighting  the  way 
other  investors  such  as  hedge  funds 
join  the  party.  Foreign  investors,  says 
Kostakos,  "have  found  stability." 

The  year  2003  was  seminal  in  the 
local  growth  of  OPAP.  As  its  share  pri 
jumped  by  20  percent  under  the  spu 
aggressive  management,  the  annual 
tomer  inflow  surged  past  three  millio 
as  more  than  one  million  transaction 
flowed  through  its  huge  online  garni 
network  each  day. 

This  year  has  seen  the  introduction 
Kino,  a  new  game  that  has  proved  ti 
be  popular  with  football  punters,  an 
which  has  been  rolled  out  over  the 
entirety  of  the  network  in  Greece  an 
Cyprus.  Kostakos,  a  former  sports 
>udge,  takes  the  cautious  approach 
despite  the  sunny  horizon.  "We  havi 
be  sure  of  every  step  we  take,  minim 
ing  risk,"  he  says. 

If  the  history  of  Greek  football  poc 
is  any  indication,  investors  in  OPAP  r 
little,  if  anything,  to  fear.  The  Greek 
passion  for  athletics,  stimulated  by  t 
recent  Olympic  Games,  has  already 
begun  to  rub  off  onto  the  gaming  se 
tor.  Says  Kostakos:  "For  at  least  the 
next  18  years,  investors  will  have  a 
steady  profit."  ❖ 
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philosophy  creeps  in  here.  From  televi- 
sion to  PCs,  the  history  of  technological 
innovation  is  littered  with  inventions  that 
languished  for  years,  even  decades,  until 
a  mass  market  came  to  make  them  fea- 
sibly usable  in  large  numbers.  With  tech- 
nological development  now  at  warp 
speed  (as  any  computer  user  is  aware),  a 
company  such  as  OPAP  that  deals  in  the 
strategic  use  of  mathematical  informa- 
tion must  be  sure  not  only  of  acquiring 
the  requisite  technology  levels,  but  also 
that  its  clients  have 
the  technology  avail- 
able to  use  its  services 
on  a  mass  basis. 

As  Eastern  Europe, 
Russia  and  Central 
Asia  are  lagging 
behind  the  West  in 
their  absorption  of 

information  technology,  business  deci- 
sions involving  computer-based  expan- 
sion must  be  careful  indeed. 

"Turkey  is  one  area  in  which  we  could 
expand  in  a  first  stage,"  explains 
Kostakos.  "We  want  our  knowledge  to 
be  really  needed  in  the  countries  we  are 
targeting." 


He  says  it  is  very  important  that  OPAP 
looks  at  the  innovation  of  games  and 
improves  the  backup  technology  for  the 
games. 

The  organization  invests  heavily  in 
research,  development  and  new  tech- 
nologies. It  develops  its  business  by 
introducing  new  games  using  advanced 
technological  hardware  and  software. 

Games  of  chance,  games  of  skill  and 
knowledge  and  fixed  odds  are  all  on 
offer  at  its  premises.  The  new  numerical 


"We  have  to  make  new  moves  in  the 
international  market,  though  I  cannot 
say  when.  It  must  go  in  tandem  with 
our  technological  development." 

Sotirios  Kostakos 


games  combine  chance  and  fixed  odds. 
OPAP  says  that  people  who  like  sport 
tend  prefer  football  pools  while  others 
who  like  roulette  and  fast  numbers  like 
to  play  numbers  games. 

Kino,  the  newest  game,  is  played  for 
ten  to  fifteen  minutes  with  draws  ten  to 
thirty  times  a  day.  ❖ 


targeting 
the  World 

h 

'  s  a  money-spinning  company  bear- 
9  blue-chip  stock  market  rating, 
,P  is  in  an  ideal  position  to  expand 
>ad 

(he  company  enjoys  a  virtual  and 
jred  monopoly  of  the  sports  fore- 
ing  market  on  its  home  turf,  and 
s  to  be  operating  more  than  5,500 
lestic  outlets  by  next  year.  With  this 
(ground  OPAP  is  eyeing  potential 
kets  in  Eastern  Europe,  plus  a  prom- 
3  swath  of  territory  stretching 
ugh  the  Central  Asian  republics  to 
frontiers  of  China.  But  OPAP  isn't 
ping  in  with  both  feet  just  yet. 
Jntil  the  end  of  this  year  we'll  be 
lying  very  carefully  all  our  files  on 
■national  expansion  proposals,"  says 
(chief  executive,  Sotirios  Kostakos. 
;  have  to  make  new  moves  in  the 
rnational  market,  though  I  cannot 
when.  It  must  go  in  tandem  with 
technological  development." 
.  touch  of  technological  determinist 


The  Social  Side 

■aving  been  intimately  bound  up  with  Greek  football  for  a 
Die  of  generations,  OPAP  has  acquired  a  status  that  would 
>  he  envy  of  any  organization.   Its  logo  has  become  firmly 
ic,  right  up  there  in  the  Greek  public  pantheon  along  with 
! teams  themselves,  the  flag,  Sunday  afternoons  in  front  of 
television  and  everything  else  that  defines  Greek  life  as  it 
jarks  on  the  21st  century. 

PAP  Chief  Executive  Officer  Sotirios  Kostakos  knows  this, 
\  believes  that  deep  public  familiarity  and  acceptance  were 
(driving  force  behind  the  successful  IPO.  "OPAP's  income  is 
rned  to  Greek  people,"  he  says.  "In  fact,  anything  that  has 
jo  with  sports  in  Greece  is  usually  built  with  our  support, 
bf  OPAP's  games  have  a  social  aspect." 
'ith  so  much  money  involved  in  its  operations,  it  is  natural 
sponsorships  and  charities  play  a  large  part  in  upholding 
organization's  profile.  In  2003  OPAP  spent  €25. 5m  on 
i?rtising  and  €17.5  million  on  sponsorships.  The  sponsor- 
s  were  mainly  of  high-profile  Greek  state  and  commercial 
tutions  such  as  the  Thessaloniki  International  Trade  Fair  - 
innual  extravaganza  that  is  held  every  September  in  the 
hern  Greek  port  city  -  the  Greek  National  Theatre,  the 
onal  Basketball  Association  and  hospital  facilities  around 
ii  country.  OPAP  provides  a  special  treatment  for  Greece's 


Greece  team  players  line  up  on  the  pitch  behind  their  trophy 
to  celebrate  after  winning  the  Euro  2004  soccer  final. 


national  football  team,  which  this  summer  beat  80-to-1  odds 
to  fight  its  way  to  victory  in  the  European  Championship.  OPAP 
is  the  grand  sponsor  of  the  National  Team  until  2007. 

Over  250  charities  and  non-governmental  organizations  are 
recipients  of  OPAP's  largesse,  especially  institutions  for  the  dis- 
abled and  youth  drug  rehabilitation  programs. 

Being  conscious  of  its  social  responsibilities,  OPAP  commis- 
sioned a  survey  to  check  whether  its  games  created  psychologi- 
cal dependency  among  its  players  and  found  this  was  not  the 
case.  The  reason,  says  OPAP  is  that  the  amounts  being  played 
are  small.  Compared  with  casinos,  horse-racing  and  cards,  it 
says,  its  players  suffer  almost  no  dependency.  ❖ 
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It's  all  about  numbers 


Founded  in  1958  •  9  lottery  &  fixed  odds  games  in  operation  •  5,330  agencies  in  Greece 
and  Cyprus  •  over  1 .000,000  daily  on  line  transactions  •  over  3,000,000  customers  served 
annually  •  2nd  highest  dividend  yield  in  europe  for  2002  •  over  70%  of  the  free  float  shares 
held  by  institutional  investors  •  2  share  offerings  oversubscribed  by  more  than  5  times  • 
annual  revenue  growth  of  17%  since  listing  on  the  Athens  Stock  Exchange  •  annual  share  price 
rise  of  24.8%  since  listing  on  the  Athens  Stock  Exchange  •  largest  on  line  network  in  Greece 


OPAP 

Hellenic  Lottery  Organisation  S.A. 

OPAPS.A.  62  Kifissouave.^121  32  Athens  •  Gre« 
e-mail:  opap@otenet.gr  •  www  opap.gr 


'The  true  winners  of  these  Awards  are  the  many  people 

who  stand  to  benefit  from  the  innovations 
the  Awards  are  intended  to  recognize." 


Kofi  A.  Annan,  Secretary-General,  United  Nations 


The  Tech  Museum  of  Innovation  extends  its  deepest  appreciation 
to  the  sponsors  of  The  Tech  Museum  Awards  2004. 
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The  Tech  Museum  Awards  honor  those  who  are  using  technology 
to  address  the  United  Nations'  15  most  urgent  global  challenges  facing 
humanity  and  the  environment.  Each  year  25  Laureates  are  honored. 
Five  recipients  share  $250,000. 

Nominees  are  being  sought  for  the  2005  Tech  Museum  Awards. 
The  nomination  deadline  is  April  5,  2005.  Reward  those  making 
a  difference  and  nominate  today  at  www.techawards.org. 


THE  TECH  MUSEUM  AWARDS 


Technology  Benefiting  Humanity 


Presented  by  Applied  Materials,  Inc 


TheTech 

museum  of  innovation 


COLLECTORS  GUIDE 


Tobias  Meyer,  worldwide  head  of  contemporary  art  for 
Sotheby's,  who  are  not  only  deep-pocketed,  but  serious,  well- 
advised  and  passionate,  too. 

Those  collectors  tend  to  buy  and  hold.  More  worrisome  to 
the  market  is  a  breed  of  "professional"  collectors — who  buy  for 
themselves,  but  who  also  snap  up  extra  works  as  investments — 
and  pure  speculators,  who  acquire,  store  and  then  flip.  And  like 
sharks  gravitating  to  blood,  at  least  half  a  dozen  art  hedge  funds 
are  currently  circling  below  the  market  surface.  "They  clearly 
want  to  buy  young  art,  and  no  one  wants  to  sell  to  them,"  says 
veteran  New  York  art  adviser  Thea  Westreich. 


The  prevalence  of  spec- 
ulators over  long-term 
holders  is  perhaps  a  signal 
of  trouble  ahead.  Just 
before  the  collapse  in  con- 
temporary art  that  began  in 
1990,  a  large  percentage  of 
buyers  were  corporations 
and  investors,  says  gallery 
owner  Jeffrey  Deitch,  with 
the  art  stagnating  in  ware- 
houses between  sales.  But 
as  prices  spiraled  up,  it 
turned  into  a  game  of  hot 
potato,  with  many  players 
getting  seriously  burned. 

From  the  passionate  to 
the  purely  greedy,  all  con- 
temporary collectors  face 
the  same  challenges:  price 
inflation,  access  to  elite 

waiting  lists  and  sorting  out  which  artists  will  be  kissed  by  pos- 
terity. "The  real  problem?"  asks  Larry  Warsh,  founder  of 
Museums  magazine  and  an  early  collector  of  1980s  art  stars  like 
Jean-Michel  Basquiat  and  Keith  Haring.  "Too  much  money 
trickling  down  to  material  that's  not  historically  tested.  History 
has  a  tight  sieve."  Greatness,  experts  agree,  usually  setdes  in  after 
at  least  20  years  of  interest  in  an  artist. 

Will  the  fallen  pope  make  the  cut?  In  what  some  have 
taken  as  a  provisional  judgment,  Cattelan's  work  is  nowhere 
to  be  found  in  the  contemporary  galleries  of  the  newly  re- 
opened Museum  of  Modern  Art.  Maybe  the  museum  just 


couldn't  afford  him. 

Bubble  or  no,  there's  no  denying  that  art-making  today 
experiencing  an  explosion  of  grassroots  energy  and  origin! 
expression — in  places  like  Germany,  Mexico,  Canada  an 
Poland,  as  well  as  New  York  City.  Sifting  the  keepers  froi 
mere  ephemera,  though,  gets  harder  since  art  blurs  trj 
boundaries  with  fashion,  music  and  advertising  as  nev< 
before.  Art-world  band  Scissor  Sisters  had  the  number  or 
single  in  the  U.K.  this  summer.  Dealer  Jej 
frey  Deitch  holds  fashion  shows  in  h 
gallery.  And  artists  are  designing  ever} 
thing  from  skateboards  to  vodka  ads. 

Last  year's  superhot  Louis  Vuitton  baj 
were  jazzed  up  by  artist  Takashi  Murakan 
with  candy-colored  logos.  All  this  synergy 
healthy,  bringing  art  out  of  the  exclush 
province  of  bohemians,  intellectuals  and  it 
superwealthy.  But  it  also  creates  a  lot 
potentially  expensive  white  noise.  This  yea 
after  the  handbag  buzz  helped  goose  tl 
secondary  market  for  Murakami's  cartoo 
monsters  and  smiley-faced  flowers,  h 
prices  appear  to  be  undergoing  a  correctioi 
His  work  didn't  make  the  block  at  big-tick 
evening  auctions  at  Sotheby's  and  Christie 
this  fall. 

Serious  collectors  need  to  step  out  of  th 
glare  of  the  marketing  hype.  It  wouldn't  hui 
to  take  a  deep  breath  before  reaching  for  th 
checkbook — or  to  apply  a  more  jaundic 
eye  to  the  glossy  sales  catalogs  that  try  to  lin 
contemporary  art  to  the  loftier  realms  of  ai 
history.  That  might  help  set  a  saner  tone  fc 
next  year's  auctions. 

Ultimately,  this  bubble — or  whatever 
is — will  burst.  And  time,  as  it  always  doe. 
will  sort  out  the  winners. 


Clockwise 
"Love-A-Dub-Dub" 
(Damien  Hirst); 
"Untitled"  (Kai 
Althoff);  The  Taboo 
(Marlene  Dumas). 


Missy  Sullivan  is  editor  of "The  Forbes  Collec 
tor,  a  monthly  newsletter.  For  information 
visit  www.forbes.  com/collector. 
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lUtorney  General  Eliot  Spitzer  Google  CEO  Eric  Schmidt  and  musician  Wyclef  Jean    Charles  Smith,  Andre  Harrell  and  Damon  Dash 


Scenes  from  the  10th  Annual  Forbes  CEO  Forum,  October  4-5,  2004,  The  St.  Regis  Hotel,  New  York 

For  access  to  the  globe  s  most  relevant  thinkers,  CEOs  turn  to  Forbes,  the  leader  in  world  class  conferences. 

Please  join  us  at 

The  11th  Annual  Forbes  CEO  Forum 
September  19-21,  2005 
Grand  Hotel,  Mackinac  Island,  Michigan 


To  sponsor  contact  Kim  Harrell  at  212-367-2532  or  kharrell@forbes.com 
To  attend  contact  Emily  Lord  at  212-367-2519  or  elord@forbes.com 
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The  Art  of  Grunge 


Rock  icon  Kurt  Cobain 
left  behind  a  trove  of  his  own 
artwork.  Now  everyone  wants 
to  cash  in.  By  Kiri  Blakeley 


DECADE  AFTER  HIS  SUICIDE,  KURT 
Cobain  is  still  making  money.  Nirvana,  the  band 
for  which  he  was  the  talented  and  troubled  lead 
singer,  continues  to  sell  5  million  or  so  albums  a 
year.  The  dead  rock  star  is  about  to  make  another 
lucrative  name  for  himself — as  an  artist. 

His  other  talent  first  came  to  light  in  late 
2002.  That's  when  his  widow,  Courtney  Love, 
came  out  with  Journals  (Riverhead  Books), 
which,  along  with  his  diary  entries  and  lists, 
reproduced  drawings.  As  the  principal  inheritor 
of  the  Cobain  estate  Love  reportedly  received  a 
$4  million  advance  for  the  book.  There's  plenty 
more  where  that  came  from  since,  by  one  esti- 
mate, she  holds  up  to  90%  of  Cobain's  artistic 
efforts.  No  one  knows  how  big  that  body  of  work 
is,  though  Cobain,  who  had  no  formal  training  as 
an  artist,  was  a  chronic  doodler. 

But  family,  friends,  collectors  and 
assorted  scavengers  are  lining  up  to  see 
how  much  they  can  get  for  that  prodi- 
gious haul.  In  August  two  of  Cobain's 
early  drawings — a  cartoonish  pencil 
sketch  of  Ronald  Reagan  done  in  a 
high  school  art  class  and  a  Christ- 
mas card  created  for  his  grand- 
parents when  he  was  6 — sold 
at  a  celebrity  memorabilia 
auction  in  Monterey,  Calif. 
Owned  most  recently  by 
his  younger  sister,  Kim- 
berly,  and  his  paternal 
grandfather,    Leland,  , 
they  fetched  $14,400  M 
and  $8,400,  respec-  J 
tively.  The  buyer  of 
the  Reagan  draw- 
ing, a  financier 
who  wishes  to 
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remain  anonymous,  spent  a  total  of  $40,000  on  various  items 
the  advice  of  his  13-year-old  son,  who  told  him  that  Nirva 
would  become  the  next  Beatles.  "We're  doing  this  for  the  love 
music,"  says  the  buyer,  "but  it  would  be  nice  to  have  a  collecti* 
that  appreciates." 

This  month,  get  ready  for  the  big  time.  Christie's  is  au! 
tioning  off  two  early  pieces,  both  done  when  Cobain  was  1 


'  a  pencil  drawing/caid  for  his  grandmother  and 
8-by- 1 1  -inch  dark-blue  watercolor  of  a  lighthoi 
and  the  surrounding  stormy  sea.  Estimates  on  wl 
they'll  bring— $8,000  to  $  14,000 — reflect  the  bar 
at  the  Monterey  auction.  The  works,  once  owned 
Leland  and  later  bought  in  rapid  succession  by  U 
dealers,  are  being  offered  via  Darren  Julien,  a  L 
Angeles  auction  house  owner,  who  will  pocket  1C 
to  20%  of  the  hammered  price.  "I've  been  getting 
M    huge  amount  of  interest,"  he  says. 

No  one  knows  whether  this  stuff  is  investmei 
grade  material.  Sketches  by  John  Lennon — if  they  c 
be  compared  with  Cobain's — have  done  extraordinar 
well.  In  1988  a  self-portrait  with  Yoko  Ono  sold 
Christie's  South  Kensington  in  London  for  $3,500 
today's  dollars.  Fourteen  years  later  another  Lennon  se 


>rtrait  with  Ono  brought  $24,000.  And  you  don't  even  have 
be  a  dead  rock  icon  for  your  artistic  output  to  rise  in  value, 
l  oil  painting  on  board  done  by  the  reclusive  Syd  Barrett, 
ice  of  Pink  Floyd,  sold  for  $12,500  earlier  this  year  at  a 
iristie's  auction. 

!  What's  causing  the  rush  to  cash  in  on  Cobain?  According 
Julien,  his  family  is  selling  his  personal  effects  to  start  a  trust 
nd  for  Frances,  Cobain's  12-year-old  daughter.  But  Donald 
■rnstine,  who  oversees  the  Hard  Rock  Cafe's  $34  million  rock 
emorabilia  collection,  provides  a  more  likely  explanation: 
le  Cobain  family  was  involved  in  a  custody  battle  over 
ances  late  last  year  (she  lives  with  Courtney  Love's  step- 
fther)  and  is  trying  to  recoup  legal  fees.  Whatever  the  reason, 
i  lien,  who  has  wormed  his  way  into  the  family,  claims  that 
)bain's  sister  and  mother  (who  has  yet  to  sell  anything)  are 
tything  but  mercenaries.  They're  very  concerned,  he  insists, 
out  what  Frances  will  think  about  her  relatives'  selling  her 


A  married  stay-at-home  mom,  the  39-year-old  Marander 
says  she'd  consider  unloading  one  or  two  pieces  to  put  a  down 
payment  on  a  house  or  send  her  two  children  to  college.  The 
rest  she'd  like  to  save  for  their  inheritance.  "Some  guy  harassed 
me  for  two  weeks  to  sell  him  something,"  she  says. 

That  guy  was  Richard  Kohl,  57,  a  longtime  sports  and 
rock  memorabilia  dealer  in  Gainesville,  Fla.  He's  also  the  one 
who  tracked  down  Cobain's  81 -year-old  grandfather,  Leland, 
in  his  Montesano,  Wash,  trailer  in  August  and  gave  him 
$  16,000  for  a  bunch  of  Kurt's  effects.  Among  them  were  three 
early  watercolors,  two  signed  cards,  two  handmade  cards, 
two  sketches — of  Donald  Duck  and  Goofy,  made  when  Kurt 
was  6 — and  a  handwritten  note.  Every  Cobain  thing,  in  fact, 
that  Leland  still  owned. 

Kohl  sold  the  lot  for  $50,000  to  Edward  Kosinski,  a  New 
York  art  dealer.  Kosinski  has  so  far  pocketed  $15,300  for  three 
of  those  items,  sold  in  Monterey,  and  has  another  two  pieces 


fher's  effects — the  Monterey  auction 
:luded  such  curiosities  as  a  doctor 
and  Cobain's  old  W-2  form  from 
stint  as  a  janitor.  "They  are  very 
|nflicted,"  says  Julien. 

Tracy  Marander,  one  of  Cobain's  old  girlfriends,  doesn't 
lem  conflicted.  After  having  lived  with  Cobain  for  three 
Pars  in  Olympia,  Wash.,  Marander  still  has  artwork  poten- 
lilly  worth  hundreds  of  thousands  of  dollars.  Her  collec- 
j)n  consists  of  four  paintings  and  an  oil  pastel,  all  made 
pen  Cobain  was  in  his  early  20s,  before  the  world  knew  the 
ord  "grunge."  One  painting  depicts  a  white  skeletal  figure 
<  th  knees  upraised — a  self-portrait  with  a  touch  of  tortured 
prman  expressionism.  "Kurt  always  thought  he  was  too 
inny,"  she  says.  Other  subjects  include  fetuses,  a  homeless 
jan  and  even  Charles  Manson.  "He  didn't  paint  happy- 
ioking  flowery  stuff." 


up  for  bid  at  the  Christie's 
auction.  If  they  sell  at  the 
low  end  of  the  estimates, 
they'll  bring  in  another 
$20,000. 

A  collector  of  rock 
memorabilia  since  1988, 
Kosinski  claims  he's  never  lost  money.  He's  especially  devoted  to 
Beades  stuff.  He  paid  $40,000  for  a  piano  once  owned  by  John 
Lennon,  then  flipped  it  two  years  later  for  $90,000.  "Rock  'n'  roll 
has  turned  out  to  be  a  better  investment  than  the  stock  market," 
he  crows.  About  Cobain's  work,  he  says,  with  barely  contained 
self-interest,  "This  is  one  of  the  best  opportunities  out  there.  This 
is  so  special  because  the  supply  is  so  limited."  For  now. 

And  what  would  the  singer  have  made  of  all  this?  He  rarely 
concealed  his  contempt  for  his  own  fame  and  those  who  prof- 
ited from  it.  "The  most  violating  thing  I've  felt  this  year  is  not 
the  media  exaggerations  or  the  catty  gossip,"  he  writes  in 
Journals,  "but  the  rape  of  my  personal  thoughts."  F 


Jamily,  friends,  collectors  and  assorted  scavengers 
re  lining  up  to  see  how  much  they  can  get  for  the 
>rodigious  haul  of  artwork  by  the  late  singer  of  Nirvana. 
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The  Crying  Game 


If  you  find  it  hard  to  make  money 
buying  collectibles,  maybe  you 
could  pick  up  a  few  bucks 
selling  them.  By  Lea  Goldman 

IEAT  AUCTIONEERS  ARE  MADE,  NOT  BORN,"  SAYS 
Paul  Dewees.  These  days  the  president  of  the  Missouri  Auction 
School  in  Kansas  City,  Mo.,  one  of  50  or  so  such  institutions  in 
the  country,  is  practically  mass-producing  them.  Three  hun- 
dred students  have  graduated  this  year,  each  paying  $795  for  an 
eight-day  course  meant  to  demystify  the  centuries-old  trade. 
They  spend  a  lot  of  time  on  elocution,  mangling  their  way 
through  tongue  twisters  like  "Betty  Botter  bought  some  but- 
ter." They  get  lessons  on  how  to  advertise  and  promote  auc- 
tions, manage  an  auctioneering  business 
and  shovel  through  the  paperwork. 

They  also  learn  this  profession 
doesn't  belong  to  the  snooty  art  history 
graduates  who  populate  Christie's  and 
Sotheby's.  The  real  money  is  in  things  like 
estate  bric-a-brac,  repossessed  farm  ma- 
chinery, distressed  real  estate  and  equip- 
ment of  failed  businesses.  Hawking  such 
goods  keeps  94%  of  the  country's  35,000 
or  so  auctioneers  busy,  since  just  6%  of 
auction  business  comes  from  collectibles. 
Their  gross  commission  revenue  came  to 
around  10%  of  the  $200  billion  hauled  in 
at  live  auctions  in  the  U.S.  last  year. 

At  the  end  of  the  week  the  students 
in  Kansas  City  take  daylong  oral  and  written  exams  to  get  certi- 
fied. A  passing  grade  (most  get  it)  gives  them  some  80  hours  of 
training  used  to  satisfy  requirements  for  roughly  half  of  the  27 
states  that  mandate  licensing.  It  also  entities  them  to  be  called 
"Colonel,"  a  quaint  honorific  dating  to  the  Civil  War,  when  Lin- 
coln commissioned  auctioneers  to  sell  surplus  war  supplies 
seized  in  enemy  territory. 

Tips  from  the  course: 
Master  the  chant.  It's  the  hawker's  version  of  snake  charming, 
designed  to  entertain  and  lull  bidders  into  spending  more. 
Maintaining  the  spell  requires  a  consistent  cadence,  meaning 
the  auctioneer  must  take  quick,  indiscernible  breaths  while 
fielding  a  bid.  A  chant  keeps  the  pace  fast  and  fluid — in  order 
to  unload  as  many  as  100  items  in  an  hour — and  incites  the 
buyers  with  the  fear  that  they  must  bid  now  or  risk  losing  the 
item  forever.  Like  an  opera  singer,  a  good  auctioneer  never 
stops  practicing.  Dewees  keeps  it  up  while  driving,  instead  of 
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listening  to  the  radio,  and  he  encourages  his  students  to  ru 
through  their  chants  while  en  route  to  dinner  or  taking 
shower.  Because  auctioneers  live  by  their  voices,  most  esche' 
tobacco  of  any  sort.  During  auctions  they  refrain  from  hanl 
guttural  words  like  "got,"  which  can  strain  vocal  cords  after  | 
couple  of  hours. 

Go  easy  on  the  jokes.  They  break  the  spell,  usually  fall  flat  an| 
waste  people's  time. 
Read  the  audience.  While  bidders  use  previews  to  check  out  til 
goods,  auctioneers  case  the  crowd  to  find  out  who's  interested  I 
what  and  which  items  may  spark  the  most  competition.  Regulil 
buyers  should  be  seated  in  the  front  row,  in  plain  sight,  to  mall 
them  feel  special — and  so  their  bids  won't  go  unnoticed.  Sonl 
auctioneers  hire  bid  spotters  at  large  sales  to  avoid  missing  arl 
raised  hands.  You  can  usually  differentiate  likely  buyers  froil 
mere  spectators  by  how  tightly  they  gr 
their  paddles  or  how  closely  they  psl 
attention  to  a  particular  lot.  No,  auctioil 
are  not  won  or  lost  by  a  scratch  of  tll| 
head  or  an  inadvertent  nod. 

The  best  auctioneers  know  how 
create  "auction  fever,"  akin  to  a  runneil 
high,  that  ripples  through  the  crowl 
When  two  bidders  compete  for  an  iterl 
the  seasoned  auctioneer  effectively  pil 
them  against  each  other  by  immediate! 
turning,  even  gesturing,  to  one,  then  til 
other,  goading  them  as  if  they  were  in  I 
race.  Another  trick:  singling  out  the  lao| 
in  the  green  hat,  who  seems  likely 
eager  to  bid,  as  a  way  of  coaxing  her  oi| 
People  who  move  up  for  a  better  view  are  almost  certain 
make  a  bid;  find  a  way  to  bring  them  in.  When  a  bidder  wavei 
eye  him  intensely  as  if  the  opportunity  of  a  lifetime  were  abo 
to  disappear.  "When  the  bid  is  in,  for  that  split  second  the  bi 
der  is  already  thinking  he  owns  that  item,"  says  Dewees. 
Look  for  sellers.  Some  auctioneers  are  just  hired  hands  who  a 
paid  for  shouting.  But  the  ones  with  the  big  incomes  own  tl 
business,  and  that  means  finding  goods  to  auction.  On 
they've  been  located,  they  must  be  inventoried,  catalogued  at 
divided  into  lots  as  well  as  marketed  in  trade  magazines,  new 
papers  and  circulars.  Bankruptcies  and  liquidations  are  gre 
sources,  of  course.  So  are  municipal  and  county  officials  wl 
need  to  dispose  of  seized  goods,  and  other  auctioneers  wl 
need  additional  expertise  appraising  or  selling  off  a  large  hoi 
ing.  "Cozy  up  to  probate  lawyers,"  advises  Max  Fraley,  a  M 
souri  Auction  School  instructor  who  specializes  in  collectibl* 
He  adds,  jokingly,  "And  promise  them  a  cut." 
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COLLECTORS  GUIDE 


The  Deal  of  the  Art 


Want  to  invest  in  art  without  all  the 
risk?  Partner  with  an  art  dealer. 

By  Carrie  Coolidge 

m  MUNICIPAL  BOND  DERIVATIVES  SALESMAN  BY 
trade,  William  Zachary  has  a  costly  hobby,  fine  art,  that  could  pay 
for  itself.  In  addition  to  buying  things  to  put  on  his  wall  (he  likes 
19th-century  landscapes),  he  also  buys  art  to  hang  on  a  dealer's 
wall.  If  the  dealer  sells  at  a  profit,  Zachary  shares  the  loot. 

Zachary  is  among  a  pool  of  investors  who  back  art  dealer 
Mark  Murray — a  19th-century  paintings  specialist  for 
Sotheby's  before  opening  Mark  Murray  Fine  Paintings  in  Man- 
hattan in  1992 — when  Murray  speculates  on  a  piece  of  art. 
Members  of  this  investor  pool  also  happen  to  be  clients  of 
Murray's  gallery.  "My  investors  are  art  enthusiasts  who  enjoy 
getting  involved  on  the  business  side  and  understand  the  risks 
involved,"  says  Murray.  His  clients  hold  equity  stakes.  They 
can't  foreclose.  But  the  ability  to  form  a  limited  partnership 
with  the  dealer  offers  them  the  rare  opportunity  to  be  on  the 
other  side  of  the  transaction — the  one  that  is  making  the 
money  rather  than  spending  it. 

In  October  Murray  saw  such  an  opportunity  when  "On  the 
Spanish  Main"  (see photo),  an  oil  by  Montague  Dawson,  a  British 
artist  who  flourished  from  the  1940s  to  the  1960s,  came  up.  Mur- 
ray hoped  the  painting  wouldn't  fetch  a  high  price;  the  sale  was 
obscure,  and  the  canvas  betrayed  evidence  of  having  been  in  an 
attic  for  the  past  two  decades.  Other  Dawsons  hang  in  such  places 
as  the  Imperial  War  Museum  in  London;  Queen  Elizabeth  II  is 
also  a  collector.  Hours  before  the  sale,  Murray  examined  the  paint- 
ing and  figured  out  how  much  he  was  willing  to  pay  for  it.  He  won 
with  a  bid  of  $28,750  (including  a  15%  auctioneer's  commis- 
sion), spending  another  $4,000  for  relining  and  framing  the  can- 
vas. Murray  thinks  he  can  resell  it  within  a  year  for  at  least  a  40% 
profit  after  expenses.  Says  Zachary,  who  had  agreed  to  fund  the  ac- 
quisition, "It's  a  lot  more  fun  than  dabbling  in  the  stock  market." 

Peter  M.  Fairbanks,  owner  of  the  Montgomery  Gallery  in  San 
Francisco,  which  specializes  in  French  and  American  impres- 
sionist oil  paintings,  has  six  wealthy  clients  who  double  as  in- 
vestors. He  worked  for  several  auction  houses  in  his  30-year  career, 
including  Sotheby's,  Phillips  and  William  Doyle  Galleries.  He  taps 
those  clients  when  he  has  an  opportunity  to  buy  a  seemingly 
undervalued  painting  that  will  run  to  six  or  seven  figures. 

A  typical  contract  for  funding  an  art  dealer  gives  investors 
a  two-to-three-year  time  frame.  Alas,  they  can't  expect  a  profit 
share  in  proportion  to  their  capital  contribution.  The  dealer 
must  be  paid  for  his  expertise  and  having  the  piece  authenti- 
cated, given  a  clear  title,  repaired  and  reframed.  Often  the 
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dealer  is  compensated  for  this  work  by  being  paid  50%  q 
more  of  the  net  after  expenses.  Another  approach:  Passhl 
investors  put  up  all  the  cash  while  the  dealer  pays  expenses  c 
restoration,  shipping  and  the  like.  After  both  parties  are  reirn 
bursed,  any  profit  or  loss  is  split  equally.  Fairbanks'  investol 
usually  contribute  half  of  the  money;  he  makes  up  the  rea 
When  the  art  is  sold,  expenses  come  off  the  top;  investors  g« 
30%  of  the  profit. 

Murray  and  Fairbanks  both  say  none  of  their  angels  have  lo 
money.  Sometimes  there's  a  quick  gain.  A  few  years  ago  Mum 
and  an  investor  bought  a  painting  for  $30,000  at  an  estate  sale  an 


sold  it  through  a  Sotheby's  auction  a  few  months  later  for  $150,0C 
Some  caveats.  It  typically  takes  up  to  two  months  just 
conserve  a  work  of  art  and  another  six  to  find  a  buyer  or  sell) 
at  auction.  Would-be  investors  should  be  wary.  "This  is  not 
regulated  industry,"  says  Fairbanks.  Never  back  a  dealer  unle 
you've  already  done  business  with  him.  Find  out  how  long  tl 
dealer  has  been  in  business  and  in  a  well-known  industry  gro 
like  the  American  Art  Dealers  Association.  Have  a  lawyer  revie 
the  partnership  contract.  If  the  painting  is  valuable,  be  sure  t 
dealer  makes  a  Uniform  Commercial  Code  filing  with  your  st 
naming  you  as  the  co-owner  of  the  work  of  art.  (UC 
filings  are  public,  by  the  way.)  This  paper  creates  a  lien  makii 
you  a  "secured  creditor" — at  the  head  of  the  line  if  the  deal 
files  for  bankruptcy. 

Next,  get  a  certificate  of  insurance  for  the  work  of  art  issu 
by  the  insurer  of  the  gallery  naming  you  as  the  insured  for  yo 
interest  in  the  work  in  question.  If  there  is  a  fire  or  theft,  all  o: 
portion  of  the  proceeds  would  be  paid  to  you,  rather  than  to  t 
gallery  or  to  a  court-appointed  trustee  if  it  is  in  bankruptcy. 


FROM  A  GLOBAL  PERSPECTIVE 


Attend  THE  World  Money  Event 
for  Investors— Absolutely  FREE! 

The  WORLD 

MONEY  3  SHOW 

Uniting  the  Global  Investment  Community 
Orlando,  Florida,  USA 

February  2-5,  2005  •  Gaylord  Palms  Resort 

'ou  are  invited  to  be  our  guest  at  The  World  Money  Show- 
he  largest  gathering  of  investors,  traders,  experts,  and 
iroduct-and-service  providers  that  the  world  has  ever  seen.  At 
;  The  World  Money  Show  you  will  join  12,000  like-minded 
avestors  who  will  gather  to  gain  insights,  wisdom,  and  advice 
rom  over  100  top  US  and  global  investment  experts  and 
o  comparison-shop  300  financial  product-and-service 
Toviders  from  around  the  world. 

is  world  markets  converge  and  borders  to  capital  and  investing 
ecome  more  "invisible,"  the  time  is  ripe  for  you  to  focus  on 
lobal  opportunities.  With  presentations  geared  to  investors  of 
11  experience  levels  and  risk  postures,  The  World  Money 
how  is  your  best  opportunity  to  hone  your  financial  skills 
>ND  broaden  your  investment  horizons. 

'he  World  Money  Show  will  feature  over  20  dynamic  panel 
iscussions  on  gold,  REITs,  charting,  trading,  forex,  stocks, 
utures,  and  much  more.  Go  to  www.WorldMoneyShow.com 

nd  click  on  panels  for  in-depth  descriptions  and  panelists. 


iternationai  Programming  Offers  a 
forld  of  Investment  Opportunities 

ie  investment  marketplace  has  become  more  globalized  in 
:cent  years  and  offers  an  extraordinary  opportunity  to  learn 
!0w  to  diversify  your  portfolios  using  investment  tools  available 
l  international  markets.  As  an  attendee  of  The  World  Money 
how  you  wiO  discover  where  experts  from  around  the  world  are 
lacing  their  money  and  what  types  of  investments  they  think 
'ill  produce  quality  returns  and  provide  the  diversification 
ecessary  for  a  balanced  and  protected  portfolio. 
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Fighting  the  Borg 


Wal-Mart  Stores  is  not  quite  as  scary  as  the  superhuman  villains  in 
Star  Trek.  Resistance  is  not  futile. 

True,  Wal-Mart's  expansion  into  food  has  rocked  supermarket 
chains  and  made  the  discounter  the  nation's  largest  grocery  peddler. 
Especially  hurt:  KROGER  (16,  KR).  Since  1993  Wal-Mart  has  invaded  a 
third  of  its  turf.  But  Kroger,  still  the  largest  pure  grocery  company,  has 
fought  back  well.  It  has  narrowed  the  price  gap  and  branched  into  prof- 
itable areas  like  warehouse  and  jewelry  stores.  Only  two  big  grocers  can 
survive  in  regions  that  Wal-Mart  has  attacked,  says  Merrill  Lynch  analyst 
Monica  Aggarwal.  This  bodes  well  for  Kroger,  the  first  or  second  ranked  in 
43  out  of  its  52  main  markets. 

Labor  spats  hurt  Kroger's  earnings  in  the  last  fiscal  year  (ended  in  Janu- 
ary). But  the  upshot  is  lower  labor  costs.  This  may  take  a  year  or  two  to  reach 
the  bottom  line,  yet  shares  now  are  cheap  and  the  wait  worthwhile,  Aggarwal  says. 

For  now,  results  are  spotty.  Through  this  fiscal  year's  first  half,  earnings  were 
$405  million  on  $30  billion  in  sales,  beating  the  $315  million  profit  for  all  last  year. 
Nevertheless,  analysts  estimate  that  earnings  for  the  third  quarter,  announced  after  we 
went  to  press,  will  be  slightly  below  the  year-ago  period.  Same-store  sales  are  up  a  mod- 
est 1.1%.  Kroger's  trailing  price/earnings  multiple  sits  at  a  grotesque  68.  For  the  full  year, 
though,  Aggarwal  sees  recovering  earnings  dropping  the  P/E  to  a  more  palatable  1 1.6. 

— Christopher  Steiner 


Kroger  erodes  Wal-Mar 
price  edge,  item  by  item 


Sky  King 


Cheap  is  in  for  air  travel  these  days.  That's 
good  for  Brazil's  EMBRAER  (28,  ERJ), 

which  specializes  in  small  planes  with  1 10 
seats  or  fewer.  These  make  more  sense 
than  an  Airbus  320 
or  Boeing  737  in  a 
small  market  and  are 
even  useful  during 
off-peak  periods  in 
cities  with  a  fair  vol- 
ume of  traffic,  says 
Heidi  Wood,  a  Mor- 
gan Stanley  analyst.  She  predicts  that  air- 
lines will  eventually  need  to  add  a  lot  of 
Embraer-style  planes. 

The  world's  third-largest  commercial 
aircraft  maker,  Embraer  is  trading  at  an 
1 1  P/E,  versus  Boeing  (15.7),  Lockheed 
Martin  (22)  and  EADS,  parent  of  Airbus 
(21.9).  Closest  rival  Bombardier  lost 
money  last  year.  Embraer's  revenues 
through  September  were  up  two-thirds  to 
$2.5  billion;  net  income  rose  fourfold  to 
$297  million. 

— Alexandra  Kirkman 


Don't  Throw  in 
The  Towel 

If  you  have  some  mad  money  and  are 
looking  for  a  year-end  long  shot,  try 
investing  in  the  defaulted  bonds  of  home 
fashions  (sheets,  spreads,  pillows)  maker 
DAN  RIVER,  in  Chapter  11.  Cheaper  tex- 
tiles from  overseas  and  the  contraction  of 
this  manufacturer's  main  outlet,  Kmart, 
have  eroded  sales  over  the  last  few  years. 

Why  invest  in  this  thing?  Lawrence 
Caplan,  a  managing  director  at  National 
Securities,  argues  that  new  equipment 
and  plant  closings  give  it  a  fighting 
chance  when  it  emerges  from  bankruptcy 
in  January.  The  12.75%  senior  notes  of 
2009  will  convert  into  95%  of  the  equity. 

You  can  find  these  bonds,  although 
your  broker  may  have  to  make  an  effort. 
They  trade  (asked)  at  24  cents  on  the  dol- 
lar. That  gives  the  business  a  prospective 
market  capitalization  of  $40  million, 
which  comes  to  one-tenth  of  revenue.  As 
with  all  junk,  it  pays  to  shop  around:  The 
bid-ask  spread  is  4.  — Matt  Rand 


Stunted  Growth 

Looks  like  Santa  is  kind  to  the  CHI 
DREN'S  PLACE  (31,  PLCE),  seller  of  kic 
clothing  and  accessories.  For  the  fisc 
year's  first  three  quarters  (ended  in  Oct 
ber),  profits  rose  150%,  to  $19  million,  c 
$695  million  in  sales,  up  23%.  Shares  hai 
climbed  17%  in  2004. 

But  a  recent  acquisition  of  313  W; 
Disney  retail  stores  could  retard  growt 
according  to  a  report 
by  Dorothy  S.  Lakner, 
analyst  at  CIBC  World 
Markets.  Though  Dis- 
ney is  a  strong  fran- 
chise, Lakner  notes 
its  stores  in  recent 
years  have  lost 
money — 85%  of  the 
chain  needs  remodeling  (cost:  $170  m 
lion).  Plus  the  toy  and  kids  business  hi 
struggled  recently  against  titans  such 
Wal-Mart.  At  25  times  earnings,  Ch: 
dren's  Place  is  also  richly  valued  cor 
pared  with  Gymboree  (15).  We  say  she 
it  and  cover  at  25.        — Susan  Kitche 
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RULE  #9 

IT  PAYS  TO  USE  THE 
RIGHT  TOOLS  FOR  THE  JOB 


westment  Management,  you  don't  want  to  be  limited  by  the  information  tools  you  use.  With  our 
uisition  of  Multex,  you  can  now  combine  research,  real-time  estimates  and  fundamental  data  with 
fast,  accurate  news  and  prices  that  you  expect  from  Reuters.  All  of  which  gives  you  greater  control 


REUTERS  # 

KNOW.  NOW. 


ital  inf 


Portfolio  Strategy  i  Kenneth  L  Fisher 


Pray  for 
Deficits 


ONE  REASON  I'M  BULLISH  IS  THAT  THE  FEDERAL  BUD- 
get  deficit  is  so  high.  Yes,  you  heard  that  right.  If  you 
prize  prudence  in  financial  matters,  you  may  be  sur- 
prised or  offended  to  hear  that  federal  deficits  are 
associated,  at  least  in  the  short  term,  with  bull  mar- 
kets. But  the  historical  pattern  is  unmistakable:  When  the  fed- 
eral deficit  (as  a  percentage  of  gross  domestic  product)  spikes, 
stocks  do  well  in  the  intermediate  term.  Budget  surpluses  gener- 
ally have  led  to  dour  markets.  Pray  for  more  and  bigger  deficits. 

Our  biggest  recent  spikes  in  the  deficit  relative  to  GDP  were 
in  the  fourth  quarter  (Q4)  of  1949  at  3%;  Ql  of  1958, 1971  and 
1975  at  2%,  2%  and  6%;  and  more  recently  in  Q3  of  1982  and 
Q2  of  1992  at  5%.  In  none  of  these  six  cases  were  the  subse- 
quent 12-  and  24-month  returns  negative;  the  averages  were 
21%  and  (annualized)  12%.  Surpluses  have  been  followed,  on 
average,  by  subpar  returns.  The  deficit,  now  running  at  about 
4%  of  GDP,  is  likely  to  turn  down.  In  other  words,  we've  got  one 
of  those  spikes. 

Counterintuitive  though  this  relationship  may  be  to  you,  it 
isn't  inconsistent  with  economic  theory.  The  original  Keynesian 
motivation  for  a  deficit  was  to  increase  the  speed  at  which 
money  changed  hands  (in  the  economist's  phrase,  "velocity"), 
averting  stagnation.  If  normal  folks  and  businesses  wouldn't 
borrow  money  and  spend  it,  the  government  would  step  in  to 
prime  the  pump.  While  there  can  be  negative  repercussions 
from  overspending,  deficits  do  increase  the  velocity  of  money. 
And  when  that  happens,  some  of  the  money  ripples  out  into 
financial  markets,  sending  prices  up. 

Those  who  fear  deficits  also  miss  the  fact  that  the  fear  itself, 
widely  disseminated,  is  already  priced  into  stock  markets  and 
has  had  a  depressant  effect.  The  aftermath  of  this  depression 
must  be  bullish. 

Here's  another  reason  to  be  bullish:  Stock  buybacks  in  2004 
are  at  the  highest  level  in  almost  20  years,  equal  to  well  over  half 
the  federal  budget  deficit.  In  other  words  it  has  not  escaped  the 
attention  of  corporate  treasurers  that  stocks  are  cheap.  When- 
ever a  stock's  "earnings  yield"  (the  inverse  of  the 
price/earnings  ratio)  is  high  relative  to  borrowing  costs,  the 
corporation  can  increase  earnings  per  share  by  buying  in 


shares.  That  buying  drives  prices  higher.  You  should  buy  befo 
the  treasurer  buys  more. 

Britain's  Wolseley  PLC  (35,  WOS)  is  the  largest  distributor 
plumbing  and  heating  products  to  professional  contractc 
in  the  U.S.,  U.K.,  France  and  Austria.  It  has  strong  but  1 
dominant  positions  in  various  other  countries.  North  Am 
ica  accounts  for  60%  of  revenues.  The  stock  suffers  from  f< 
of  a  housing  price  implosion — the  infamous  "housing  buj 
ble."  Since  bubbles  are  never  called  bubbles  until  after  they" 
blown,  and  since  housing  has  been  labeled  one  for  seve 
years,  I  suspect  that  housing  is  not  bubble-priced  and  th 
the  sector  will  hold  up  for  several  years.  The  fear  of  a  co 
traction,  at  any  rate,  is  already  in  the  market.  Also  note  th 
Wolseley  benefits  from  nonresidential  construction  as  we 
The  stock  pays  a  2.8%  dividend  and  sells  for  40%  of  reven 
and  14  times  trailing  earnings. 

Products  from  the  Swi 
firm  ClBA  Specialty  Chemica 
(36.CSB)  add  color,  strength  an 
other  qualities  to  plastics,  tej 
tiles  and  personal  care  pro* 
ucts.  CIBA  has  19,000  grants 
or  pending  patents.  Diversify 
by  customers'  sectors  and  1) 
global  geography,  CIBA  shoui 
bloom  as  excess  industrij 
manufacturing  capacity  shrin] 
in  2005.  It  trades  for  90% 
revenue  and  16  times  ne: 


Deficits 
increase  the 
velocity  of 
money.  Some 
of  the  money 
ripples  out 
into  financial 
markets.  That 
sends  prices  up. 


year  s  earnings. 

Norway's  Telenor  (27,  teli 

is  a  cheap  way  to  accei 
growth  in  a  resurgent  telecoi 
sector.  It  is  replacing  its  legacy  landlines  with  mobile  phon» 
for  2.4  million  Norwegian  customers.  But  it  also  has  steppe 
boldly  into  growing  foreign  territories  like  Hungary,  Ukrain 
Malaysia  and  Bangladesh,  where  people  who  never  had  lane 
line  phones  are  jumping  directly  to  wireless.  The  governmei 
still  owns  half  the  stock — which  is  a  risk — but  it  is  cheap  at  II 
times  trailing  earnings. 

One  of  America's  largest  refiners  lacking  upstream  opera 
tions,  Premcor  (41,  PCO)  reaps  muscular  profits  by  processin 
cheap  high-sulfur  crude  oil  while  most  peers  are  configured  fc 
expensive  low-sulfur  crude.  This  pure  play  has  been  a  successfi 
consolidator  yet  sports  a.  strong  and  steadily  improving  balanc 
sheet.  Its  incoming  boss  previously  ran  Tosco,  a  refiner  acquire 
by  ConocoPhillips  in  2001  at  essentially  the  same  valuations 
Premcor.  This  manager  may  well  allow  Premcor  to  be  acquirec 
too.  Until  then  Premcor  enjoys  fat  profits.  The  market  is  afrai 
of  these  non-vertically  integrated  refiners,  but  that  is  why  yo: 
get  it  cheap.  Premcor  is  available  at  38%  of  annual  revenue  an 
ten  times  trailing  earnings. 


F01"bCS   I  ^ennet'1 '"  ^'s'ler  is  a  Woodside.  Calif  -based  money  managei 
« Visit  his  home  page  at  www.forbes.com/fisher. 
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ORE  AMERICANS  WATCH  CNN 

OTHER  NEWS  NETWORK 


E  MOST  TRUSTED  NAME  IN  NEWS 


com/loudobbstonight 

Nielsen  Media  Research  NPower,  CNN,  FXNC,  MSNBC  &  CNEffc  P2+  Total  Day  Monthly  Cumes  (000s). 
e  qualifier,  month-of-year  unification  (Sept  20Q1  through  0c|2D04).  Subject  to  qualifications,  made 
upon. request. 

able  News  Nelwork.  A  Time  Warner  Company.  All  Rights  Reserv 


The  Patient  Investor  John  W.  Rogers  Jr. 


Charm  City 


WHEN  ONCE  ASKED  WHERE  I  WOULD  LIVE  IF  NOT 
Chicago,  my  response  was:  Baltimore.  While  the 
Second  City  is  first  with  me,  I  have  always  liked 
Baltimore — from  its  lively  inner  harbor  to  its 
small-town  feel  to  its  big-city  conveniences.  Most 
of  all  I  like  that  Baltimore  has  a  deep  reverence  for  the  past. 
Hence  its  nickname,  Charm  City. 

Perhaps  this  recognition  of  the  past  has  produced  an 
approach  to  doing  business  that  has  stood  the  test  of  time.  As 
difficult  as  it  is  to  generalize  about  a  city's  commercial  char- 
acter, there's  no  doubt  that  some  of  my  most  profitable 
investments  have  been  in  Baltimore-area  companies.  Still  a 
bustling  seaport,  Baltimore  today  hosts  a  bevy  of  industries 
ranging  from  heavy  manufacturing  to  finance. 

One  home  run  for  me  was  the  Rouse  Co.,  which  has  been  a 
huge  force  in  restoring  grand  urban  locales,  both  in  Baltimore 
and  elsewhere.  South  Street  Seaport  in  New  York  and  Faneuil 
Hall  in  Boston  were  both  brought  back  to  their  former  glory 
under  Rouse.  With  a  stellar  92%  occupancy  rate  and  among 
the  best  sales  per  square  foot  ($439)  for  mall  owners,  Rouse 
attracted  a  sweet  purchase  price  from  Chicago's  General 
Growth  Properties.  Paying  a  33%  premium,  General  Growth 
acquired  Rouse's  49  million  square  feet  of  mall,  office  and 
industrial  space  in  mid-November. 

While  you  no  longer  can  own  Rouse  stock,  you  should  take 
a  look  at  another  of  my  longtime  Baltimore  favorites: 
McCormick  &  Co.  (37,  MKC),  the  world's  largest  spice  vendor  and 
a  115-year-old  business  that  continues  to  show  new  pizzazz. 
For  a  long  time  now  the  company  has  scented  each  annual 
report  with  a  different  spice. 

That  was  not  enough  to  whet  Wall  Street's  appetite,  and 
for  years  the  shares  languished.  Since  then,  intense  focus  on 
the  core  spice  business  and  innovative  new  products  have 
caught  investors'  attention.  Zatarain's  Ready-to-Serve  rice 
and  Griil  Mates  seasonings  are  very  popular.  Earnings 
are  cooking. 

Trouble  is,  the  stock 
has  doubled  over  the 
past  three  years.  While 


McCormick  is  a  fine  stock  for  the  long  term,  it  is  not  cheap  an] 
more  at  25  times  trailing  earnings.  In  our  managed  accoun 
we  have  lightened  up  on  our  positions  but  remain  committed  fl 
the  company. 

Founded  in  1910,  Black  &  Decker  (85,  BDK)  has  shown; 
similar  yen  for  innovation  through  the  decades.  It  intra 
duced  the  first  power  drill  back  in  1916,  a  revolutionar 
development,  and  the  Dustbuster  vacuum  cleaner  in  197? 
As  the  number  one  producer  of  power  tools  and  accessory 
Black  &  Decker  has  held  onto  a  daunting  market  share  wit 
a  lineup  that  includes  the  DeWalt  and  Kwikset  brands. 

In  a  rare  misstep  Chairman  Nolan  Archibald  got  nailed  ii 
1990  with  the  purchase  of  Emhart,  a  maker  of  assembly  syj 
terns  and  fasteners,  including  rivets,  nuts  and  clips.  Havin 
learned  his  lesson,  Archibald  went  back  to  basics — powe 
tools  and  appliances.  The  company's  newest  endeavo 

released  this  fall,  is  a  cordles 
finishing  nailer. 

Black  &  Decker  has  soli 
financials  with  record  earning 
per  share,  enormous  free  casl 
flow  and  its  lowest  net  debt  in  1 
decade. 

Management  has  done  ai 
impressive  job  controllin 
costs  and  reinvesting  cash 
Currently  trading  at  14  time 
earnings,  Black  &  Decker  i 
at  an  11.4%  discount  to  mj 
$96  private  market  valui 
estimate. 

An  old  favorite  in  our  roi 
ter  is  T.  Rowe  Price  Group  (60,  TROW),  founded  in  1937  as  a  portfc 
lio  manager  and  now  the  operator  of  a  large  mutual  fund  fam 
ily.  Money  management  is  a  business  I  know  something  abou; 
and  this  firm  is  well  run. 

Thomas  Rowe  Price  Jr.  was  a  pioneer  in  discipline' 
growth-stock  investing.  He  was  good  at  spotting  up-and 
comers,  such  as  IBM  in  1950.  His  successors  avoided  th 
recent  mutual  fund  scandals  that  have  plagued  so  many  of  th 
firm's  peers.  And  2004  has  been  a  banner  year.  By  Dec.  3' 
the  company  should  exceed  $20  billion  in  inflows,  an  impres 
sive  jump  from  the  $20  billion  in  new  money  it  took  in  ove 
the  past  five  years  combined.  Earnings  took  a  dip  in  th 
2000-02  market  spill  but  are  higher  than  ever  now  and  te: 
times  what  they  were  in  1990. 

Four  out  of  five  of  T.  Rowe's  funds  have  surpassed  their  pee 
group  performance  averages  for  the  one-,  three-  and  five-yea 
periods  ended  Sept.  30.  Fund  tracker  Morningstar  awards  64°/ 
of  the  company's  retail  funds  either  four  or  five  stars.  Also  sellin 
at  21  times  earnings,  T.  Rowe  Price  shares  trade  at  a  13%  dis 
count  to  my  $69  private  market  value  estimate. 


Baltimore  has 
old-fashioned 
companies  with 
bright  new 
ideas.  Here  are 
three  of  them 
you  ought 
to  take  a 
look  at. 


■  John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management,  LLC 
'■■■■■^■■■cc        the  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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*  *  Holiday  *  * 
'  *  Offer!  * 


Sophisticated  investor  or  serious  beginner ... 
peculator  or  buy-and-hold  investor ...  you  will 
\\enefit  from  this  new  edition  of  the  famous 

WORBES  STOCK  MARKET  COURSE. 

;<  'his  easy-to-read  common  sense  guide  and 
i  eference  would  be  a  valued  holiday  gift. 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
new  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow  ... 
know  how  to  interpret  a  balance  sheet ..  understand  the  complexities 
of  financial  statements  ...  the  meaning  of  the  footnotes. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  1 3  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  of  everything  from: 
«  Building  Capital  to  Tax-Favored  Investment  Strategies 

•  Fundamental  and  Technical  Analysis  to  Financial  Statements 

•  Derivatives  to  the  Futures  Market  and  Hedging 

•  Treasuries  to  Mutual  Funds 


Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  holiday  gift ...  an  endless  source  of  wisdom 
and  information  for  professionals  and  small  investors  alike. 

For  FORBES  readers  only ...  a  special  Holiday  Gift  Offer! 

As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  holiday  gift  price  of  just  $99.95  ... 

save  $50  off  the  regular  $149.95  price.  (Order  now  and  we  will 
waive  the  shipping  and  handling  charge!)  Please  note  this  is  a 
limited  time  offer  so  mail  your  risk-free  order  today. 


□  My  payment  of  $_ 


is  enclosed. 


YES!  Send  me  copies  of  the  new  edition  of  the  Forbes  Stock  Market 

.  ourse  at  the  special  holiday  gift  price  of  $99.95  each  (no  additional  shipping  & 
iandling  charge)  saving  me  $50  off  the  regular  $149.95  price. 

:or  Fastest  Service  Call  Toll-Tree  at  1-800-429-0106 


S  ONLY! 


(Make  check  payable  to  Forbes  Stock  Market  Course. 
NY  orders  add  8.625%  sales  tax.  CA.  DC.  GA.  IL  and  TX.  add  sales  tax  as  required  by  law  I 
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Financial  Strategy  i  A.  Gary  Shilling 


Open  Bar  for 
Health  Costs 


THERE'S  HOPE  FOR  MEDICAL  COST  CONTROL,  BUT  IT 
won't  be  easy.  Try  telling  someone  with  a  deadly  ailment 
that  he  shouldn't  use  a  promising  but  expensive  rem- 
edy. Still,  costs  have  skyrocketed  because  demand  and 
supply  are  completely  divorced  from  the  discipline  of 
the  marketplace. 

Americans'  incentives  to  seek  the  most  extensive  and  expen- 
sive care  has  risen  as  their  share  of  the  bill  has  nose-dived.  In 
1960  out-of-pocket  payments  covered  55%  of  total  medical 
costs,  but  in  2001  only  17%.  Meanwhile  health  insurance  pay- 
outs, mostly  employer-provided,  are  up  from  21%  to  35%  of  the 
total  while  government's  share  jumped  from  21%  to  43%. 

To  put  it  bluntly,  a  certain  amount  of  what  goes  on  is  recre- 
ational medicine.  A  minor  ache  means  a  half-day  off  work  and  a 
battery  of  medical  tests.  Think  of  the  demand  when  the  postwar 
babies  retire.  Americans  also  insist  on  the  latest,  most  expensive 
drugs,  especially  since  the  Food  &  Drug  Administration  in  1997 
permitted  drugmakers  to  advertise  to  consumers.  Hence  the 
demand  for  the  risky  painkiller  Vioxx,  really  suitable  for  only  a 
tiny  fraction  of  patients  with  bleeding  ulcers.  Health  mainte- 
nance organizations,  with  their  scale  economies  and  gatekeeper 
role,  contained  medical  costs  a  decade  ago.  But  doctors'  groups 
and  consumer  complaints  pushed  them  back  in  favor  of  more 
expensive  plans  like  preferred  provider  organizations. 

On  the  supply  side,  heavy  government  involvement  via 
Medicare  and  Medicaid  creates  waste  since  government  effi- 
ciency is  an  oxymoron.  Estimates  are  that  1 5%  to  30%  can  be 
cut  from  government  medical  outlays  without  reducing  service. 
Hospitals  aren't  run  for  patients  but  for  physicians,  the  guys  who 
get  the  "Doctors  Only"  close-in  parking  spots,  as  I  explained  in 
my  Oct.  9, 1995  column  ("The  Parking  Lot  Indicator").  Yet  doc- 
tors have  no  financial  responsibilities  to  the  institutions,  so  they 
order  unnecessary  tests  and  services  freely. 

Lots  of  medical  outlays  go  for  paperwork.  Drug  develop- 
ment is  overly  expensive.  The  medical  system  also  encourages 
the  most  expensive  procedures  and  equipment.  Intensive  care 
units,  where  25%  of  their  patients  die,  involve  1% 
of  patients  but  eat  up  27%  of  all  health  care  costs. 
Still,  the  tide  is  moving  toward  lower-cost 


care.  Bigger  insurance  deductibles  and  copayments  are  makin 
consumers  aware  of  costs.  Health  savings  accounts  are  evel 
more  effective,  because  with  them  the  patients'  own  money  j 
on  the  line.  While  onl)  i%  of  workplaces  offered  them  thi 
year,  26%  of  large  employers  say  they  will  sponsor  HSAs  bi 
2006.  If  this  approach  . .  extended  to  Medicare,  recreationa 
medicine  and  much  reimbursement  paperwork  will  be  history 
Medical  centers  are  hiring  "hospitalists,"  doctors  who  foil 
low  patient  needs  from  admission  to  discharge  and  don't  hav 
the  perverse  incentives  that  attending  physicians  do  to  order  uj 
unnecessary  tests.  Hospitals  are  also  assembling  in-house  SWAl 
teams  to  handle  emergencies  without  consulting  attendinj 
physicians. 

In  the  medical-cost-containment  future,  look  for  winner 
among  pharmacy  benefit  managers,  diagnostic  testing  labs  an« 
diagnostic  equipment  makers,  outfits  that  provide  home  healt! 

care  services  and  supplies  ano 
outpatient  services  and  clinics 
Also  consider  manufacturers  o 
noninvasive  diagnostic  ano 
surgical  equipment,  companiei 
that  provide  health  care  infon 
mation  and  services  on  and  ofl 
the  Internet  and  companie; 
involved  in  doctor  and  hospital 
management  information  sys< 
terns  as  well  as  market  researcH 
services. 

HMOs  may  regain  favor  aj 
consumers  become  bette; 
medical  service  shoppers,  tc 
the  benefit  of  former  Blu< 
Cross-Blue  Shield  plans  anc 
other  health  care  managers.  And  as  the  postwar  babies  age,  don' 
forget  the  funeral  business.  Pressures  on  costs  will  not  bother  the 
price-insensitive  wealthy.  So  companies  managing  upscale  nurs- 
ing homes,  assisted-living  homes  and  rehab  clinics  will  thrive 
Ditto  those  aiding  costly  elective  procedures,  like  laser  eye- 
surgery  equipment.  The  rich  and  desperate  will  also  pay  up  foi 
biotech  hopes  when  the  alternative  is  death. 

Avoid  Medicare-  and  Medicaid-reimbursed  nursing  home! 
and  long-term-care  homes.  Government  limits  on  pricing  ma] 
offset  the  future  huge  demand  for  them.  Producers  of  expensive 
medical  equipment  (like  exotic  X-ray  scanners)  are  vulnerable. 

Even  though  drugs  are  often  cheaper  than  surgery,  I'd  shur 
the  big  drug  companies  since  their  oversize  costs  will  take  yean 
to  work  off.  Generic  drug  providers  are  a  better  bet.  Hospita 
chains  may  be  unattractive  until  attending  physicians  agree  tc 
become  employees.  And  HSAs  may  ax  much  of  the  reimburse- 
ment business  of  traditional  medical  insurers. 

The  era  of  medical  cost  containment  is  at  hand.  Invesl 
accordingly.  f 


0ut-of-control 
spending  on 
medical  care  is, 
believe  it  or  not, 
going  to  end. 
But  you  can  still 
make  a  buck 
with  health  care 
investments. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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FISHING 


Christmas 
Grayling 

It's  off  to  Wales  we  go,  for  a  bit 

1_  of  Yuletide  angling  that  will 

let  us  check  one  more  species 
off  our  list  By  Jessica  Maxwell 
WAS  THE  DAY  BEFORE  CHRISTMAS  AND  ALL  THROUGH 
North  Wales,  not  a  creature  was  stirring,  not  even  a  grayles." 
"Grayling,"  corrected  Ken  Bathers. 

"Dylan  Thomas  would  have  made  it  rhyme,"  I  sniffed.  It  was 
a  real  sniff,  too,  because  it  really  was  the  day  before  Christmas, 
and  the  sky  was  the  color  of  cough  drops,  and  a  storm  had 
pelted  us  with  cold  rain  until  my  nose  was  running. 

Bathers  (rhymes  with  lathers)  is  a  retired  executive  from 
Monsanto  and  current  chairman  of  both  the  Welsh  Salmon  & 
Trout  Angling  Association  (Dee  and  Clwyd  region)  and  the 
Maelor  .Angling  Association.  He  also  sits  on  the  board  of  every 
governing  body  that  controls  fishing  in  Wales  and  is  so  enam- 
ored of  the  sport  that  he  hires  himself  out  as  a  fishing  gillie.  Thus 
did  he  serve  as  our  own  cheerful,  flush-faced  grayling  coach, 
willing  to  brave  even  the  pewter  heart  of  winter  to  help  us  pur- 
sue this  uncommon  cousin  of  the  trout. 

Distinguished  by  its  winglike  dorsal  fin  and  the  mysterious 
fact  that  it  smells  of  thyme  (hence  its  Latin  name,  Thymallns  thy- 


mallus),  the  grayling  is  one  of  the  world's  great  small  game  fist 
Once  a  flourishing  presence  in  most  American  rivers  above  th 
45th  parallel,  grayling  have  vanished  in  the  lower  48  thanks  t 
the  usual  suspects  (overfishing,  habitat  loss),  save  for  a  few  rerr 
nant  populations  in  Montana. 

These  days  the  grayling  leaps  pale  and  distant  on  the  fa 
edge  of  most  anglers'  wish  lists,  a  fading  symbol  of  the  gir 
clear  streams  of  boreal  wilderness.  Arctic  grayling  ( Thyma. 
lus  arcticus)  still  can  be  had  on  Russia's  Ob  River  and  on  th 
western  banks  of  Hudson  Bay,  with  exceptional  stocks  thrh. 
ing  in  the  Yukon,  in  Alaska's  Ugashik  Lake  and  on  the  Nort 
Slope.  But  it's  a  bearcat  to  get  to  them,  and  your  ears  aren 
treated  to  symphonies  of  Welsh  diphthongs  in  the  proces; 
Besides,  at  2  to  4  pounds,  the  average  Welsh  grayling  mor 
than  matches  those  in  Alaska  and  northern  Canada,  and  oul 
weighs  Montana  grayling  2-to-l.  The  season  in  Wales  is  gen 
erous,  too,  allowing  you  to  fish  for  the  arc-finned,  violel 
striped  beauties  from  mid-June  to  mid-March.  In  a  Wels 
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Beauteous 
handful:  Guide 
Ken  Bathers 
(left)  casts  for 
and  lands  a 
Welsh  grayling. 


inter  you  fish  in  rain,  not  blizzards,  and  with  locals,  not 
■urists. 

i  So  last  Christmas  my  husband,  Tom,  and  I  met  Bathers  and 
sidekick  of  his  named  Peter  Evans  in  the  snug  village  of  Llan- 
illen,  300  miles  northeast  of  London.  We  followed  Bathers'  red 
ind  Rover  to  the  banks  of  the  River  Dee,  flanked  to  the  east  by 
arth  Hill  and  to  the  west  by  the  Berwyn  Range.  We  parked  and 
lited  up.  Tom  walked  upstream  to  fish  with  Evans;  Bathers  and 
waded  straight  out. 
"Right,  we'll  be  fishing  the  Czech  Method,"  he  told  me. 
"As  in  check  your  hook  a  lot?" 

"Noo,  dearie.  As  in  the  Czech  Republic.  Some  Czech  anglers 
e  to  fish  the  Dee  with  me  last  year.  Had  a  strange  way  of  fish- 
jig — three  leaders  on  one  line — but  what  a  bloody  fish  slayer 
was!" 


It  was  also  a  bloody  monster  to  cast,  with  its  triplet  of  flies 
irtwheeling  through  the  wind — like  trying  to  fling  a  taran- 
ala.  The  flies  themselves  were  vivid  nympii  patterns  flashing 


scarlet  and  persimmon,  a  Welsh  grayling's  preferred  palette. 
Bathers  opened  a  metal  fly  case  packed  with  so  much  flaring 
color  that  it  looked  like  modern  art.  He  had  tied  each  one 
himself.  As  a  professional  flytier,  he  gets  commissions  from 
local  sportsmen.  In  2005  his  Bathers  Series  of  saltwater  and 
pike  flies  will  become  available  through  tacklebargains.co.uk. 

"  'Tis  cold  now,  so  they're  down  deep,"  he  noted.  "That's 
why  we're  fishing  nymphs,"  meaning  hard-wrapped  sinking  flies 
designed  to  mimic  the  larval  stage  of  riparian  insects,  the  win- 
tertime repast  of  grayling.  It's  a  successful  dodge,  if  you  can  get 
the  things  down  to  dining-car  level.  Mine  seemed  to  do  more 
streaming  than  sinking. 

"That  was  a  strike,"  Bathers  announced.  "You  missed  it." 

It  felt  like  nothing. 

"O-ah,  there's  another  one." 

Unlike  trout,  which  are  solitary  creatures,  grayling  shoal  up. 
When  one  hits,  others  do,  too — hence  the  eastern  European  wis- 
dom of  three  flies  to  one  line. 
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"That  was  a  strike  as  well." 
It  was? 

"The  grayling  can  take  the  fly  ve^ 
gently.  That's  why  she's  called  the  Lady 
the  Stream.  So  don't  A'i  ben  ei  bill 
Bathers  added.  Literally:  Don't  get  yo\ 
head  in  your  feathers,  or  don't  be  dovi 
in  the  dumps. 

"Well,  I  hope  they're  good  eating." 

"O-ah,"  replied  Bathers,  using  tlj 
Welsh  equivalent  of  "aye."  "Grayling  a 
better  to  eat  than  trout.  We'll  arrange 
have  some  cooked  at  the  Bryn  How 
Hotel  up  there  on  the  hill  ...  assumic 
you  catch  one.  That  was  a  strike." 

A  Ashless  hour  later  we  heard  a  sho 
from  the  north.  Tom's  fishing  rod  w 
fixed  in  a  yogic  back-bend. 

"Grayling,"  Bathers  said  with  i 
approving  nod.  "Big  one." 

It  should  be  stated  that  my  husband 
not  the  practiced  fisher  of  our  family- 
am.  But  he  lays  claim  to  a  stellar  brand 
beginner's  luck.  Naturally  he  had  caug 
the  first  Welsh  grayling. 

"What's  he  fishing?"  I  asked,  trying 
sound  cool. 

"Bait." 

BAIT? 

Bait.  To  the  fly-fishing  purist,  exce 
in  conditions  uber  extremis — e.£ 
you've  been  out  of  food  for  a  week,  ar 
if  you  don't  catch  something  in  toj 
minutes  you'll  die — you  never,  ev 
resort  to  using  bait.  I  shared  a  knowit 
nod  with  Bathers,  and  we  hatche 
a  plan. 

"Rhoi'r  ffidil  ar  y  to!"  he  hollered 
Evans  and  Tom.  Put  the  fiddle  on  the  ro 
(let's  call  it  quits). 

Soon  we  were  huddled  around  a  h 
Thermos.  Then,  with  great  ceremon 
he  unwrapped  them — the  very  heart 
Christmas  in  Wales:  homemade  min 
pies,  tiny,  fragrant,  butter-rich,  bakt 
by  his  wife  that  morning.  Tom's  ey 
widened  as  he  reached  out  for  one. 

"O-ah,  noo,"  Bathers  scolded,  han 
ing  me  three.  "Not  for  the  likes  of  a  bai 
fisher.  I  spent  far  too  long  tyin'  flies  f 
yoo.  Cadw  ci  a  chyfarth  ei  hun.  Keep  a  dt 
and  bark  yourself,"  which  means  som 
thing  like  "hire  a  servant  but  still  do  ; 
the  work."  Nadolig  Llawen!  (Mer: 
Christmas!) 
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Recorded  24  hr.  information  hotline! 
1-888-233-4744  Rec.  #777 
www.rjrealty.com 


Humidifier  &  Purifier 

Two  in  one. 


Dry  air  is  difficult  to  clean. 
Humidification  plus  purification  is  far  more  effective. 


The  Venta-Airwasher  not  only  washes  the 
air,  but  also  prevents  millions  of  airborne 
particles  from  rising.  The  air  is  humidified, 
fresh  and  clean. 

The  Venta-Airwasher  humidifies  and  purifies 
the  air  by  washing  it  with  water.  Automatically 
adds  moisture  to  the  air  by  cold  evaporation, 
recognized  as  the  best  technique. 

Very  hygienic.  No  odor  causing  bacteria- 
ridden  filterpads.  No  problems  with  white 
dust. 

No  filterpads  to  replace.  Easy  maintenance. 

I  iny  famous  customers  are  already  enjoying  the  benefits 
the  Venta-Airwasher:  e.  g.  Sony  Europe,  Porsche.  British 
ways,  ad idas.  McDonalds.  Audi  AG,  Carnegie  Hall  (40  units) 

BED  BATH  &  XCE 

BEYOMB^  Hardware 

JouSVotiu*  LINENSnTHINGS 


Test  the  Venta-Airwasher  cost-free. 

tf  there  is  no  dealer  close  to  you.  try  the  Airwasher  in  your  home  for 
1 4  days  II  you  are  not  fully  satisfied,  we  will  have  the  Airwasher  picked 
up  from  your  home  via  UPS  and  your  credit  card  will  not  be  charged 
Free  shipping  anywhere  in  the  US.  Please  send  a  free  brochure  to: 

Name:  


Address: 


City 


State/Zip: 


100%  made  in  Germany. 

Red  clot  design  award  winner  2003 

No.1  in  Germany  and  Europe. 
Worldwide  unique  technology. 
No  need  for  filterpads/wicks. 
No  white  dust.  No  ions.  No  ozone. 
10  year  warranty. 

Call  today  toll  free:  1-888-333-8218 


Available  at  selected  retail  stores. 
Please  call  for  a  complete  list  of  dealers. 


Venta-Airwasher  IXC.  1 80  Stanley  Street,  Elk  Grove  Village 
IL  60007,  Tel.  (847)  758  9598,  Fax:  (847)  758  9597 

www.venta-airwasher.com 
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)es  Subscribers  Service.. .to  plan  your  order  to  renew,  ch?nge  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.. .800-888-9896 


ForbeS DisplayClassif led  . 


Luxury  Yachting 


Advertisement 


Watches 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  M»t  PRE-OW  NED 

ROI.EX  IN  STOCK 
also  Cartier,  Breitling  &  lag 
/.  IRGl  s/  SELEi  ii<)\  di 

Certified  Diamonds 
1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

tlh  t  Clmtnut  Slnill  Pkilo  .PA  «*0  .  »»»  A«  Ih,  ~ 


Newslett 


Also  available  for  Athens  Olympics  2004 
See  Website:  OlympicsAthens2004Yachting.com 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 
from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 
BUT 

.  •  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  "25 1  Fir  Rd„  P.O.B.  585,  Ambler,  PA  19002  U.S.A. ■  DA^I/  HA  f  KfO 
Tel: (215) 641-1624  •  (215) 641  -0423  •  (800) 223-3845  •  Fax;  (215)611-I746B  DMWI\   r^\li^t  • 


NANOTECH  IS  HOT- 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLM  L)  at  $1.60  and  it  is  now  over 
$25. ..our  Manosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  But  beware  of  the  hype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.com/frb 


Tel:  (2 1 5)  64 1  - 1 624  •  (215)  64 1  -0423  •  (800)  223-3845  •  Fax:  (215)611-1 746 
E-mail:  info@valefyachts.com  •  Website:  VALEFYACHTS  com 


Wanna  play  better? 
Lots  better? 

1  Clinics  or  private  sessions 
with  a  lop  BCA  Master  Instructor. 
Conic  to  our  school  or  h;ivc  us  come  to  you. 

h  \s  w.PoolClinics.com  614  •  975  •  8337 


Capital  Available 


IH 


Charge  your  ad 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briartliff  Manor,  NY  10510 
www.poslureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


ASSET  PROTECTION 

Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 

mm 

rs,  CPA*  Attorney  at  Lav, 

.'.iu'IhIiiIB 

John  ±  Christian 


DESIGNERS  ft  CRAfTSMEII 


.  Tout  ^ 

Anniversary  (Date 

in  Roman  Numerals! 
•December  11, 1998 
XII  XI  MCMXCVIII 

3  Day  Rush  Available 
14K  GOLD:  $550  TO  $1000-  FREE  CataloguI 


RINGBOX.COM  1-888-646-646 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


  Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

13  Million  Executives  &  Professionals  - 

Reach  the  right  decision  makers. 


Call:  1-800-264-4241 

www.infoUSA.com 


1 1 Advertisement 


fetor  Robert  Wagner  reveals  why 
I  ominent  attorney  left  practice  for 
|  more  lucrative  business  providing 
3w-cost  lawsuit  protection  and 
ancial  privacy.  Associates  needed 
jtionwide.  Local  appointments  set 
'you.  Earn  up  to  $6,400  per  client 
plus  yearly  renewals.  Part  or  full 
time.  Full  training. 

hr  recorded  info.  (800)653-4497 


srtified  Research  Specialist" 


usiness  Opportunity  tor  the  New  Millennium 

Pre-employment  Screening 
Background  Investigations  J 
Unlimted  Income 
Territory  Restricted 

Florida  Registered  Business  Opportunity 

ee  Information  800-350-1063 

www.  accuratedataservice.  com 


J 


$250,000  Profit 

First  year  in  business 
3U  are  a  serious  person  who  wants 

to  make  serious  money. 
We  have  the  program  for  you. 

Investment  only  $17,900 

Call  1-800-399-0892 
You  Will  Make  Money 


CQIIRE  REAL  ESTATE! 

IYou  Locate,  We  Fund.  Co-Own 
pr  Just  Cash  Out!  Gain  Access  to 
I  Over  6,400  Cash  Investors! 
-ee  Info:  1-866-541-1792  Ext.  290 


[Create  REAL  Wealth!!! 

Huge  Profits  Savings  Companies 
Money  on  their 

Electricity  Costs! 

1 1  On-site  Training  and  World's  Best  Support 
I   1 00%  Product  Credit  for  Investment 

Call  1-877-293-2502 


Forbes 

Subscriber 
Service 


"o  plan  your  order,  to  renew, 
hange  your  address  or 
ither  customer  service, 
isit  our  site  at .... 
vww.forbes.com/customerservice 


Credit  Reports  , 


Unlimited  Business  Credit  Reports 
On  14  Million  U.S.  Businesses 


Only  $50  per  Month*! 
Call  866-285-1056 

CREDITS 

*  Online  access,  per  user.  17F 


Capital  Avi 

ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC. 561-627-71 10 


TOP  CEO  COACH 


Serving  Fortune-ranked  Companies 
Contact:  Mark  Weinstein 

800-215-0911  mark@peakhabits.com 

www.peakhabits.com 

DELIGHTED  CLIENTS  NATIONWIDE 


China  Tours 


Access  China  Tours 


Superior  Deluxe  Packages 

20  Itineraries  From  9  To  22  Days 

Private  &  Business  Trips 


1-800-788-1399 
www.AccessChinaTours.com 


Cruises 


SEABOURN 

CRUISE  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


Charge  your  ad 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN 


And  you're  the  only  guest 


Vacation  m  a  palace  of  absolute 
splendor-a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  on  a 
monthly  basis;  rate  change  subject 
to  seasonal  availability.  Homes 
may  be  purchased. 


RESORT 
MANSIONS 

The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  fulfilled.  Void  where  prohibited. 


'4r 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


Tl  MESH ARES 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 

HOLIDAYGROUP.com 


save  up  to.. 

70 


off  retail! 
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THOUGHTS 


On  the  Business  of  Life 


J ■  hristmas  is  glorious.  I  love  the  season,  the  Spirit  of  Christmas.  It  affords  you  appropriate  opportunity 

A  to  do  things  for  others,  to  express  your  goodwill,  to  let  yourself  go  sentimentally,  philanthropically. 

^^^^^^^  For  my  part,  I  don't  plump  for  formal  Christmas  cards.  I  prefer  distinctly  personal  greetings,  messages 
of  true  friendship.  After  you  have  passed  the  Biblical  allotted  span  of  three-score-years-and-ten,  you  reach  the 
conclusion  that  too  often  life  and  living  are  formal.  Anything  which  inspires  unselfishness  makes  for  ennoblement. 
I  am  all  for  Christmas!  —B.C.  FORBES  (1951) 


Heap  on  more  wood!  the  wind  is  chill, 

But  let  it  whistle  as  it  will, 

We'll  keep  our  Christmas  merry  still. 

—SIR  WALTER  SCOTT 


The  moon  is  hid;  the  night  is  still; 
The  Christmas  bells  from  hill  to  hill 
Answer  each  other  in  the  mist. 

—ALFRED,  LORD  TENNYSON 


Christmas  Eve  was  a  night  of  song  that 
wrapped  itself  about  you  like  a  shawl.  It 
warmed  your  heart ...  filled  it,  too,  with 
melody  that  would  last  forever. 

—BESS  STREETER  ALDRICH 


Maybe  Christmas,  the  Grinch  thought, 
doesn't  come  from  a  store. 

— THEODOR  GEISEL 


Do  give  books — religious  or  otherwise — 
for  Christmas.  They're  never  fattening, 
seldom  sinful,  and  permanently  personal. 

— LENORE  HERSHEY 


/  once  bought  my  kids  a  set  of  batteries 
for  Christmas  with  a  note  on  it  saying, 
"toys  not  included." 

—BERNARD  MANNING 


/  bought  my  brother  some  gift  wrap  for 
Christmas.  I  took  it  to  the  Gift  Wrap 
department  and  told  them  to  wrap  it,  but 
in  a  different  print  so  he  would  know 
when  to  stop  unwrapping. 

—STEPHEN  WRIGHT 


To  perceive  Christmas  through  its 
wrappings  becomes  more  difficult 
with  every  year. 

— E.B.  WHITE 


Christmas  means  a  spirit  of  love,  a  time 
when  the  love  of  our  fellow  men  should 
prevail  over  all  hatred  and  bitterness. 

—GEORGE  MCDOUGALL 


Christmas  is  a  holiday  that  persecutes 
the  lonely,  the  frayed  and  the  rejected. 

— JIMMY  CANNC 


Holidays  are  an  expensive  trial  of  strengt. 
The  only  satisfaction  comes  from  survival 
—JONATHAN  MILLE 


'Tis  the  season  for  kindling  the  fire  of 
hospitality  in  the  hall. 

,    —WASHINGTON  IRVIN 


Cheers  to  a  new  year  and  another  chance 
for  us  to  get  it  right. 

—OPRAH  WINFRE 


It  wouldn 't  be  New  Year's  if  I  didn 't  have 
regrets. 

—WILLIAM  THOM4 


A  Text... 

For  every  one  that  asketh 
receiveth;  and  he  that  seeketh 
findeth;  and  to  him  that 
knocketh  it  shall  be  opened 

—LUKE  11:10 

Sent  in  by  Jack  Bolls,  Texarkana,  Ark. 
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SPLASHY  SPA  TREATMENTS 
TRAINLOADS  OF  HOLIDAY  JEWELRY 

ELECTRONIC  GIFT  GADGETS 
HANG-GLIDING  ST.  MORITZ 


When  you  want  to  express  your  devotion  to  The  Dow,  nothing  says  it  like  Diamonds  (DIA).  Exchange 
Industrial  Average,  in  every  single  share.  You  can  buy  and  sell  Diamonds  all  day  long,  just  like  a  stock, 
advisor  for  details.  Or  forever  hold  your  peace.  www.DowDiamonds.com.  Ticker  symbol  Arm 


State  Street 
Global  Advisors 

SS^A 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  co: 
www.DowDiamonds.com  or  call  1-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  inx 

by  PDR  Services  LLC  and  American  Stock  Exchange  LLC,  pursuant  to  a  License  Agreement  with  Dow  Jones.  Diamonds  are  not  sponsored,  endcj 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 


■;r  s  (ETFs)  that  give  you  30  blue  chips,  the  entire  Dow  Jones 
:,  3fficient,  and  have  low  management  fees,  too!  Ask  your 
Ar  30  blue-chip  companies  of  The  Dow  in  every  share. 


I  Dow. 


j  THE   DOW  INDUSTRIALS 

I  DIAMONDS. 

AMERICAN 

STOCK  EXCHANGE* 

lefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to 

lal  brokerage  commission  applies.  Dow  Jones  Industrial  Average^'  The  Dow"  and  Diamonds'  are  trademarks  of  Dow  Jones  &  Company,  Inc.,  licensed  for  use 
fcmoted  by  Dow  Jones  and  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds.  ©2004  American  Stock  Exchange  LLC 
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Features 


You  Just  Follow  Me,  Ja?  Is  Easy!  /  Horse  racing  on  snow, 
hang-gliding,  dangerously  lanky  women — no  one  said  a  winter 
trip  to  St.  Moritz  would  be  restful. 

by  Tony  Hendra  

It's  Snow  Time!  /  You're  not  really  snowboarding  in 
last  year's  primitive  boots? 

Photographs  by  Ron  Reeves  


.84 


.90 


The  Islands  Of  Vast  Resort  /  On  a  tropical  archipelago  far, 

far  away — the  Maldives,  to  be  exact — some  of  the  world's 

poshest  resorts  offer  competing  new  visions  of  21st-century  luxury. 

by  Gary  Walther  92 

Visions  Of  Sugarplums  /  Some  of  this  holiday  season's 
sweetest  dreams  come  in  gem  form. 

by  Mark  Grischke.  Photographs  by  Ron  Reeves  98 


"The  counterintuitive  idea 
of  wintering  in  wintry  places 
fast  became  one  of  the 
great  flaunt-it  fashions  of 
the  Gilded  Age.  It  was 
also  the  last  time  anything 
in  St.  Moritz  was  free." 


PAGE  84 


COVER  Panther  brooch  in  18k  white  gold  with  diamonds,  emeralds  and  onyx,  152,500,  diumond- 
and-platinum  brooch,  169,000,  and  tutti-frutti  necklace  in  platinum  with  rubies,  emeralds  and 
diamonds,  $280,000,  by  Cartier,  (800)  CARTIER,  www.carticr.com.  HO-ICile  Prussian  P8  ItMm 
locomotive  with  tender,  1459,  by  Marklin,  www.marklin.com.  Photograph  by  Ron  Reeves. 
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HOW  TO 

RECHARGE 


a 

BATTERY 


A  body  in  motion  deserves  to  be  a  body  at  rest.  Witli  the  Platinum  Card1  from 
American  Express,  that  part  is  easy.  Your  every  whim  is  promptly  attended  to.  .lust 
stay  at  one  of  our  Fine  Hotels  and  Resorts  and  you  can  receive  privileges  such  as 
a  complimentary  massage,  a  round  of  L;olf  or  late  check  out  at  over  .100  properties 
To  apply,  call  1 .800. '1111'.  CARD  or  just  visit  aniericanexpress.com  to  learn  more. 


A  WORLD  OF  SERVICE 


Departments 

The  FYEye  /  Hinckley's  sexy  day  sailer,  Starck's  sleek  atomic 
timekeeper,  easy-blowing  snow,  the  ultimate-access  concierge,  cashmere 
for  cultists  and  a  silky  holiday  punch  that's  part  mistletoe, 
part  bossa  nova:  all  the  best,  all  for  you  


Travel  /  Where  have  we  been  lately? 

Edited  by  Richard  Nalley  3i 

Golf  /  At  the  new  Titleist  Performance  Institute  the  experts  focus 
intently  on  what  really  matters:  your  golf  game. 

by  John  Steinbreder  4 

Electronics  /  Home  theater  gets  an  upgrade;  Bose  gets  a  new  Wave, 
by  Thomas  Jackson  5 

Wheels  /  The  Mercedes-Benz  CLS500 — four  doors  can  make 
you  young  again;  plus  one  hellacious  motorcycle. 

by  Patrick  Cooke  5 

Society  /  What  happens  when  one  friend  becomes  wealthy  and 

the  other  doesn't?  Success  doesn't  have  to  mean  good-bye. 

by  Jill  Brooke  6 

Wine  &  Spirits  /  Classic  decanters,  baggage-handler-proof  cases, 
and  Parker  in  Your  Palm:  a  wine  lover's  wish  list. 

by  Richard  Nalley  7 


Quintessentials  /  Get  a  grip — preferably  on  this  handcrafted 
leather  luggage  from  Venice. 

by  Mark  Grischke  7' 

Spas  /  Hydrotherapy  treatments  make  a  splash. 

by  Lorraine  Cademartori  7 

Style  &  Design  /Platonic  toast?  Krups  lets  you  dial  in  your  dream. 
 83 

Mixed  Media  /  Digital  dharma;  Cassavetes  in  retrospect; 

the  Marx  Brothers  in  stitches;  the  architectural  marvels  of  Renzo  Piano; 


and  80  years  of  all-fiddlin',  all  strummin'  bluegrass  genius. 

Edited  by  Thomas  Jackson  IIC 

The  Back  Page  /  Sometimes  a  cigar  is  only  a  cigar,  sure, 

but  as  Davidoff  s  Henke  Kelner  explains,  sometimes  that  cigar  aspires 

to  greatness  ,  121] 
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CHANGE  GEARS. 

Get  out  of  the  stands  and  onto  the  track  inside  the  Panoz 
GT-RA  racecar.  Grab  the  gearshift  of  this  powerful  V-8  and  see 
world-famous  raceways  from  a  new  point  of  view.  Whether  it's 
a  one-day  school  to  satisfy  your  sports  car  passion,  or  in  depth 
training  for  a  racing  hobby  or  career,  Panoz  Racing  School 
offers  the  best  Road  Racing  experience  available. 
Isn't  it  time  for  a  shift  in  perspective? 


RACING  SCHOOL 


Wfc^         GfFT  CERTIFICATES  AVAILABLE 

V Turn  Passion  Into  Performance 
www.panozracingschool.com  |  888.282.GTRA  (4872) 


Helping  love's  light  shine  quite  brightly 


JO.  >\ 


f O/t  BAJLIV  BANKS  St  BIDDLE 


WHERE    TREASURES  LIVE 


'J 


SHOP  ONLINE  AT  BA/LEYBA.NKSANDBIODLr.COM 


LUXURY  LINER 


YOUR  TRUSTY  MACKINTOSH  IS  PERFECT  FOR  WHEN 
it  rains— but  what  about  when  it  freezes?  Winterize 
your  raincoat  with  Cassin's  removable  fur  liners 
and  collars,  designed  to  button  into  men's 
and  women's  Macs.  Choose  from  sheared 
mink  or  nutria;  collars  are  also  available 
in  sheared  nutria,  badger,  raccoon  and 
fox.  Plus,  Cassin  will  line  any  coat 
you  own  with  fur — even  a  denim 
jacket.  Jacket,  $695;  collars  from 
$315;  liners  from  $1,240;  at 
Bergdorf  Goodman,  New  York; 
Jay  Kos,  New  York;  and 
select  Barneys  New  York 
stores.  Or  contact  Cassin, 
(212)  564-0946,  or 
Mackintosh,  (212) 
684-5448,  for 
more  information. 
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NOTA  BENE 

IT'S  NOT  EVERY  LUXURY  TRAVEL  PUBLICATION  THAT 
pulls  out  headlines  like  "The  grim  guestrooms  are 
housed  in  gloomy  1920s  casitas  set  in  mosquito-infested 
gardens."  But  it  is,  after  all,  the  kind  of  thing  you'd 
really  like  to  know  when  planning  your  trip  to  the 
Yucatan,  and  Nota  Bene  calls  'em  like  it  sees 
'em.  The  three-year-old  London-based  travel  guide 
series  doesn't  look  like  anything  else — the  issues 
come  flat-bound  like  literary  quarterlies — or,  at  $450 
a  year  for  ten  issues,  cost  like  anything  else.  Publisher 
Anthony  Lassman's  staff  does  labor  for  your  hard-earned 
dollar,  issuing  sometimes  tart  opinions  and  working 
from  a  sophisticated  sense  of  what  modern  luxury  travel 
should  be  about.  Nota  Bene  takes  particular  pride 
in  finding  small,  personal-scale  spots  that  cater  to 
the  top  of  the  market.  Nota  Bene,  www.nbreview.com. 


ijCrane 


ATURE  PHOTOGRAPHERS 
hould  take  note  of 

warovski's  spotting  scopes, 
rhich  are  compatible  with 
5mm  SLRs,  digital  and 
ven  some  video  cameras, 
he  ATS  80,  pictured 
ere,  is  ergonomically 
haped,  portable  at 
pproximately  45  ounces 
nd  easy  to  handle  with 
:s  tough,  rubberized  armor, 
/lount  a  zooming,  20- 
j  60-power  eyepiece, 
nd  you'll  be  counting 
ail  feathers  at  200 
ards.  $l,410-$2,000, 
Spending  on  accessories. 
800)  426-3089, 

.swarovskioptik.com. 
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[Time  Honored] 

NOT  EVERY  COMPOSER  GETS  A  WATCH  NAMED  AFTER  HIM,  AND  FRITZ  BRUN 
(a  Swiss,  natch)  would  be  impressed  with  his  limited-edition  namesake  timepiece 
created  by  Carl  F.  Bucherer  in  honor  of  the  125th  anniversary  of  Brun's  birth.  Shown 
here  in  an  18k  pink-gold  case,  this  chronograph  with  a  perpetual  calendar  and 
a  moon-phase  indicator  goes  for  a  mere  $43,000 — and  there  are  only  75  of  them. 
(800)  395-4306.  info@cfbnorthamerica.com,  www.carl-f-bucherer.com. 


Return  Voyagt 

Beauty  may  be  only  skin  dee| 
but  if  that  skin  is  triple- 
planked  mahogany,  it's  goin 
to  last  awhile,  and  maybe 
grow  even  more  beautiful  o\i 
time.  And  there  are  few  boats  on 
the  water  that  start  off  more  purely 
gorgeous,  more  retro-elegant  than 
Grand-Craft  line.  Richard  and  Marl 
Sligh's  company  began  in  1979  wi 
an  eye  toward  recapturing  the  grac 
of  the  iconic  mahogany  Chris-Craft 
boats  of  the  1930s,  built,  like 
the  Grand-Craft  boats,  in  Holland, 
Michigan.  The  boats  Grand-Craft 
builds  today  incorporate  many 
replica  pieces  of  the  old  Chris-Craf 
especially  in  the  cockpit  hardware, 
but  go  the  old  beauties  one — actua 
more  than  one — better:  They  are 
low-maintenance,  thanks  to  new 
varnishes  and  sealants,  and  their 
updated  hull-bottom  designs  provic 
a  softer  ride.  The  craftsmanship, 
however,  remains  very  old-school, 
from  the  hand-selected  planks  of 
reddish  Philippine  mahogany,  to  th 
more  than  6,000  screws  utilized 
per  boat,  each  one  concealed  with 
tiny  round  mahogany  bung.  Grand- 
Craft's  highly  customizable  boats 
come  in  three  base  styles:  the 
best-selling,  open-cockpit  "Sport," 
the  triple  cockpit  "Classic"  and 
the  enclosed  "Commuter."  A  ready 
to-turn-heads,  28-foot  "Classic"  lik 
the  one  pictured  is  base-priced 
(before  options)  at  $149,000  and 
will  take  six  months  to  one  year  to 
build.  Grand-Craft,  (616)  396-545 
www.grandcraft.  com. 
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lO,  COM AN  DANTE  DEL  TEMPO. 


ml 


luminor  marina  44  mm 
Polished  steel  case 
Hand-wound  mechanical  movement 


Naval  diving 


COMMANDER 


DURAND  DE  LA  PENNE 


WAS  DECORATED  WITH  THE 

MEDAGLIA  d'oro  for  his  heroism 

IN  ANY  GLORIOUS  UNDERTAKING,  THE 
PANERAI  WATCH  HE  WORE  ON  HIS  wrist 
WAS  ALWAYS  HIS  TRUSTED  POINT  OF 
REFERENCE.  LEGENDS  ARE  NOT  BORN  BY 
CHANCE,  THEY  CARRY  HISTORY  WITH  THEM. 


:,{:,  www.paierai.com 


PANERAI 

Where  ideas  come  to  life. 


Toll  Free  1-877-PANER 


[R I  2004 


 FYEye 

[  Moment  of  Awakening] 

PHILIPPE  STARCK'S  TIDY,  MINIMALIST  DESIGN  OF  THE  PSL06A  "MULTI" 
Smart  Clock  for  Oregon  Scientific  displays  a  startling  amount  of 
information  at  a  glance.  The  time  is  regulated  by  the  U.S.  atomic 
clock  to  an  accuracy  of  one  millionth  of  a  second  per  year.  A  calendar 
shows  the  month  and  day  of  the  week  in  five  languages.  And  a 
wireless  remote  weather  sensor  enables  the  display  of  indoor  and  out- 
door temperature,  humidity,  barometric  history  and  weather  forecast. 
$325.  (800)  853-8883,  www2.oregonscientific.com/starckclocks. 


CASHMERE  TO  DYE  FOR  Lucien  Pellat-Finet  is  the  fashion  insider's  go-to  man  for  cashmere, 

with  a  cult  following  for  his  supersoft  sweaters  in  unusual  colors  and  witty  designs.  Sportswear,  children's  clothes  and  home 
furnishings  are  the  latest  ventures,  all  housed  in  a  new  Manhattan  boutique.  But  consider  yourself  warned:  This  knitwear  may 
be  habit-forming.  Tie-dyed  sweater,  $1,385,  at  Lucien  Pellat-Finet,  New  York;  (212)  255-8560,  www.lucienpellat-finet.com. 
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Holiday  Cheer 

PLAY  "I  SAW  MOMMY  KISSING  SANTA 
Claus"  if  you  must,  but  your  holiday 
guests  will  be  hearing  bossa  nova 
lounge  music  after  a  few  sips  of  this 
supple,  silky  crowd-pleaser.  The  Clarita 
works  its  magic  two  ways:  As  a  cold 
drink  it  is  like  a  breath  of  sea  breeze 
from  someplace  warm  and  palmy. 
As  a  hot  punch  it  has  a  soothing, 
spirit-lifting  generosity  that  is  good 
for  what  ails  you,  even  if  you  weren't 
previously  aware  of  any  ailments. 

The  key  to  the  drink's  smoothness 
on  the  palate  is  the  ginger-sugar  syrup. 
You  have  to  make  it,  but  it's  ridiculously 
easy.  Boil  equal  amounts  of  sugar 
and  water  until  the  sugar  is  dissolved. 
Peel  a  stalk  of  ginger;  cut  it  into  chunks. 
Place  the  chunks  and  sugar  water 
in  a  jar  and  leave  in  the  refrigerator 
overnight.  The  stuff  will  last  for  months 
in  the  fridge  and  just  gets  better. 
Hey,  the  Fourth  of  July  is  a  holiday,  too. 

(Hot  punch /per  portion) 

2V2  02  Gosling's  Black  Seal  rum 

juice  of  V4  lemon 

1  tablespoon  ginger-sugar  syrup 

Count  your  guests  and  apportion 
accordingly.  Stir  ingredients  together, 
heat  and  serve. 

(Cold  on  the  rocks) 

2V2  oz  Gosling's  Black  Sea!  rum 

juice  of  'A  lemon 

2  teaspoons  ginger-sugar  syrup 
crushed  mint  (optional) 

Crushing  some  fresh  mint  up  at  the 
bottom  of  the  glass  adds  a  certain  hint 
of,  umm,  mint-iness.  Combine  all 
ingredients,  give  it  a  stir,  plunk  in  some 
cubes  and  light  up  a  holiday  Cohiba. 


L 


HINCKLEY'S  NEW  LAUNCH 


HINCKLEY  YACHTS,  BUILDING  FOR  MORE  THAN  75  YEARS  IN  SOUTHWEST 
Harbor,  Maine,  has  launched  its  first  new  sailboat  design  in  almost  15  year 
This  baby  is  a  curvy  day  sailer  designed  by  Bruce  King  to  remind  us  why  w 
got  hooked  on  sailing  in  the  first  place.  The  DS42  flies.  Her  long,  open  coci- 
is  perfect  for  beam-reaching  with  friends. -Below  decks  is  a  cozy  den  of 
cherry,  teak  and  tulipwood  for  afternoon  naps  or  making  lunch.  Her  seven-fc 
bulb  keel  lifts  to  four  for  waltzing  over  shallows,  and  she  purrs  along  on 
a  battery-powered  electric  motor.  The  in-boom  main  is  hydraulically  hoisted 
with  a  finger's  touch.  Hatches  are  flush  to  the  deck — a  sleek  touch — and 
the  polished  bronze  hardware  shines.  With  her  hull  of  Kevlar  and  carbon- 
fiber,  the  DS42  marries  high  technology  and  drop-dead  beauty.  $735,000. 
fully  equipped.  (866)  HINCKLEY,  www.hinckleyyachts.com. 
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IUMRI 


It's  not  like  I'm  asking  him 
to  stay  in  bed  all  weekend 
and  cuddle.  I'd  just  be 
happy  to  roll  over  and  hear 
"good  morning."  But  he's 
off  at  the  crack  of  dawn. 


f  it  was  another  woman,  at  least  I  could  compete," 


And  when  he  finally 
comes  home,  all  he  can 
talk  about  is  her. 

Her  smooth  powerband, 
her  seamless  torque, 
incredible  cornering, 
and  worst  of  all,  how  she 
makes  him  feel  inside. 

I  wouldn't  mind  if  he  was 
up  that  early  cleaning  the 
garage,  but  he's  out 
there  having  fun  with  her. 

A  little  too  much  fun. 


Triumph  Rocket  III 

140  Horsepower 

147  Foot-pounds  of  torque 

$15,990  MSRP 


WINTER  I  2004 

[VALET- 
[IN-A-BOX 

STERLING-SILVER  COLLAR  STAYS 
and  enameled  cuff  links  are 
tucked  inside  this  handy  little 
)ox — just  toss  it  in  your  suitcase 
(or  keep  it  on  your  dresser) 
for  those  last-minute  sartorial 
emergencies.  Travel  set, 
$395,  by  Montblanc; 
available  at  Montblanc 
boutiques  nationwide. 
(800)  995-4810, 
www.  montblanc.  com. 


FYEyt 


Good-Bye  to  An 
Old  Flame 


There's  nothing  quite  as  cozy  and  atmospheric 
as  a  real  wood  fire,  but  we  were  delighted 
to  discover  how  close  Town  &  Country  gas 
fireplaces  come  to  bridging  the  great  aesthete 
divide.' Their  innovative  decorative  direct 
vent  (DDV)  technology  allows  for  greater  intake 
of  combustion  air,  which  results  in  a  larger,  brighter, 
more  robust  flame  than  typical  anemic-looking 
gas  flames — up  to  30  scorching  inches  high.  The 
firebox  accommodates  greater  heat  because  it's 
constructed  of  heavier-gauge  aluminized  steel  and 
uses  ceramic  instead  of  tempered  glass  to  maximize 
heat  transfer.  Now  if  only  it  could  duplicate  that 
wood-smoke  aroma.  From  about  $6,000  to  $9,000. 
(888)  223-0088,  www.townandcountryfireplaces.nei 
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Every  barrel  of  Jack  Daniel's  Single  Barrel  Whiskey  is 
hand-selected  by  Master  Distiller  Jimmy  Bedford  for 
its  unique  flavor  and  character. 

[Which  is  a  pretty  good  reason  for  you  to  select  it  too.] 


FYEye 


•  ••  DO  GOOD  WITH  WOOD 

ON  NOVEMBER  18,  CHAIRS  FOR  CHARITY  WILL  CONDUCT  A  SILENT  AUCTION  OF  A  LIMITED- 
number  of  whimsical,  one-of-a-kind,  autographed  chairs  to  benefit  the  Kips  Bay 
Boys  &  Girls  Club  in  New  York  City.  The  colorful  chairs  are  decorated  by  the  likes 
of  Rudy  Giuliani,  Oscar  de  la  Renta,  Jennifer  Lopez,  the  New  York  Yankees  and 
Norma  Kamali,  among  others,  and  are  produced  in  the  design  workshops  of  the 
Minwax  Company,  the  event's  sponsor.  Shown,  a  classic  Philadelphia  Chippendale 
chair  rendered  playful  in  shades  of  green  by  decorator  Jamie  Drake.  (718)  893- 
8600,  ext.  245,  www.minwax.com.  Online  bids  accepted  at  www.kipsbay.org. 


Bluefish 
Concierge 


BY  OFFERING  A  STINT  AT  THE 

Cosmonaut  Training  Program  a 
a  trip  to  outer  space  for  $20 
million-plus,  Bluefish  Concierg 
signals  that  it  is  no  ordinary 
concierge  service  with  ordinary 
connections.  "We've  done  over 
200  MiG  flights  out  of  Russia 
our  clients,  so  we  know  the 
right  people,"  says  Steve  Sims 
president  and  CEO  of  the  Palrr 
Beach-based  firm.  With  this 
access  and  know-how,  Sims  ar 
his  280-person  staff  can  arrai 
more  down-to-earth  adventures 
such  as  a  visit  to  the  Titanic 
via  submersible  ($35,000),  a 
rugged  cruise  to  the  North  Pol* 
on  an  icebreaker  ($15,000) 
or  a  Kentucky  Derby  package 
(from  $6,000)  that  includes 
"Millionaire's  Row"  seats,  tickc 
to  the  winner's  gala  and  tours 
of  the  backstretch  during  morn 
training  sessions.  Lest  this  all 
sound  rather  grandiose,  Sims 
takes  as  much  pride  in  the 
smaller,  more  personal  service; 
whether  getting  one  client's  s( 
backstage  at  a  big  rock  concen 
($450-$2,000)  or  having  the 
top  local  masseuse  greet  you 
upon  arrival  in  Bali  ($50).  (86 
270-3879,  www.thebluefish.ee 
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THE  BENTLEY  CONTINENTAL  GT 


"PURE  LUXURY  AND  CLASS"  -  The  NewYorkTimes 
Excellent  ride  comfort  and  refinement  are  combined  with  superlative  handling  and  road-holding.' 


The  AWD  552  hp  GT  powered  by  a  6.0  liter  1 2  cylinder  twin-turbocharged  engine. 
Performance:  0-60  mph  in  4.7  sec,  and  top  speed  1 98  mph*.  Hand-crafted  in  Crewe,  England. 

We're  flattered  by  The  NewYorkTimes'  verdict,  but  it's  your  opinion  that  really  matters. 
Drive  the  new  Continental  GT  at  your  Bentley  retailer  and  experience  it  for  yourself. 


BENTLEY 

AUTHORIZED  RETAILERS 

nta  GA  •  Atlantic  City  NJ  •  Bellevue  WA  •  Bethesda  MD  •  Beverly  Hills  CA  •  Boston  MA  •  Columbus  OH  •  Dallas  TX  •  Denver  CO 
wers  Grove  IL  •  Fort  Lauderdale  FL  •  Greenwich  CT  •  High  Point  NC  •  Houston  TX  •  Las  Vegas  NV  •  Long  Island  NY  •  Manhattan  NY 
li  FL  •  Montreal  QC  •  New  Jersey  -  North  •  Newport  Beach  CA  •  Northbrook  IL  •  Orlando  FL  •  Palm  Beach  FL  •  Palmyra  NJ  •  Pasadena  CA 
dence  Rl  •  Rancho  Mirage  CA  •  San  Diego  CA  •  San  Francisco  CA  •  San  Juan  PR  •  Scottsdale  AZ  •  Sewickley  PA  •  Silicon  Valley  CA 
St.  Louis  MO  •  Tampa  Bay  FL  •  Toronto  ON  •  Troy  Ml  •  Vancouver  BC  •  Zionsville  IN 

www.bentleymotors.com 

©  2004  Bentley  Motors,  Inc.  *Top  track  speed.  Always  obey  local  speed  limits.  European  model  shown. 


LET  IT  SNOW 


ING  THE  NEIGHBORHOOD  KIDS  CLEAR 
snow  off  your  walk  just  seems  quaint 
you've  had  your  hands  on  the  trigger 
oro's  new  Power  Shovel  Plus.  Once 
»ged  into  a  waterproof  extension  cord, 
7.5  amp  machine  can  tackle  as  much 
i  lalf  a  foot  of  snow,  hurling  it  as  far 
\10  feet.  Weighing  only  13  pounds,  its 
I  scoping  handle  adjusts  to  all  sizes 
I  hoveler.  Even  better,  a  simple  wrench 
!  replace  the  rotor  and  convert  the 
r:hine  into  a  Power  Broom  (hence  the 
ws"),  perfect  for  sweeping  the  leaves 
:  ore  the  snow  falls.  $139.  www.toro.com. 


FYEye 


•••  Landfill  Chic 

FROM  THE  PACIFIC  NORTHWEST,  LAND  OF  INNOVATIVE  RECYCLING, 
comes  Resource  Revival,  a  company  that  manufactures  all 
manner  of  home  decor  items  out  of  cast-off  bike  chains,  computer 
circuit  boards,  shotgun  shell  casings  and  more.  No  longer 
random  bicycle  parts,  the  handsome  occasional  table  pictured 
here  might  go  well  in  your  workshop  or  the  foyer  of  your 
hypermodern  home.  $189.  (800)  866-8823,  www.resourcerevival.com. 
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• 


lne»c/ 

Wets' 


BECALMII 
SEASICKNESS 


he  only  sure  cure  for 


T seasickness,  as  any  land- 
lubber will  tell  you,  is 
to  find  a  tree  and  sit  under 
it.  In  all  our  many  years 
on  the  bounding  main,  we  have 
tried  pretty  much  everything, 
from  pressure  bands  to  scopol- 
amine patches  to  pushing  on  our 
belly  buttons.  Lately,  while  lean- 
ing over  the  rails  of  a  cruise  ship 
in  the  Atlantic,  we  were  intro- 
duced by  the  ship's  doctor  to  a 
drug  called  meclizine  HCI,  which 
came  in  the  form  of  something 
called  Sea-Calm.  At  first  we  were 
skeptical,  but  then,  by  Neptune, 
we  suddenly  felt — better!  It 
worked  for  us  and  may  well  work 
for  you.  Sea-Calm  comes  in  25 
mg  chewable  tablets;  one  to  two 
tablets  once  daily.  By  prescription. 
Distributed  by  Bellegrove 
Medical  Supply  in  Redmond,  WA. 


Sweet  Shop 


CHOCOLATE  BAR,  THE  NEW  YORK-BASED  "CANDY  STORE  FOR  GROWN-UPS/'  WAJ 
some  of  the  best  news  chocophiles  had  had  in  years.  And  just  in  time  for 
belt-loosening  season,  the  company's  owners  have  teamed  with  renowned  pas! 
chef  Robert  Valencia,  designer  Renato  Poliafito  and  Bayberry  Foods  wholesale 
owner  Rafi  Avromovich  to  create  Baked,  a  retro-themed  bakeshop  and  bar  in 
Brooklyn's  nascent  Red  Hook  restaurant  district.  Among  delights  offered:  Chocol; 
Chubby,  a  rich  chocolate  cake  made,  unapologetically,  with  lard;  Mile  High  Pie 
a  concoction  with  "whipped  sculpted  peaks  that  defy  gravity!";  and  the  requi 
cupcakes,  muffins,  cookies,  egg  creams  and  malteds  of  yesterday  as  well 
as — get  out  the  Turns — chocolate  martinis.  But  you  don't  have  to  travel  aero 
the  Brooklyn-Queens  Expressway  to  procure  delights  like  the  blondies  shown: 
Many  of  Baked's  goods  are  also  available  through  the  Neiman-Marcus  catalog. 
Baked,  359  Van  Brunt  Street,  Brooklyn,  NY;  (718)  243-0999,  www.bakednyc.ee 
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on  the  road! 


DIRECT  V 


Hit  the  road  with  125+  channels 
of  DIRECTV®  programming 
in  your  car. 

Visit  www.traci/ision.com  or  call  1-888-584-4163  today. 


Trac  Vision 


by  KVH,  the  leader  in  mobile  satellite  TV 


DIRECTV  service  packages  lor  cars  differ  from  standard  home  packages.  Please  visit  your  dealer  for  programming  details. 
©2004  KVH  Industries,  Inc.  •  US  Design  Patent  0493,164  •  KVH®  and  TracVision  are  registered  trademarks  of  KVH  Industries,  Inc. 
DIRECTV®  and  the  Cyclone  Design  logo  are  registered  trademarks  of  DIRECTV,  Inc. 

Programming,  pricing,  and  terms  and  conditions  subject  to  change  without  notice.  v 
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VACHERON  CONSTANTIN 

Manufacture  Horlogere  Geneve. 


Overseas  Chronograph  In  Steel 


f  '  /  Since  1755. 


For  information  call  877-862-7555  -www.vacheron-constantin.com 
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rtical  in  tokyo  |  mozart  in  salzburg  |  aloneness  in  anguilla| 
ce  locale  in  london  |  rocky  mountain  chic  |  mexico  detox/retox 


APAN 


Grand  Hyatt  Tokyo, 
6-10-3  Roppongi, 
Minato-ku,  Tokyo;  81-3- 
4333-1234,  or  in  the 
U.S.,  (888)  591-1234, 
tokyo.grand.hyatt.com. 
Grand  Rooms  (double 
occupancy)  about  $430, 
suites  from  about  $1,080. 


)kyo:  Standing  on  the  54th  floor  of  the  Mori  Tower  in  the  ROPPONGI  HILLS 

nplex,  with  all  Tokyo  spread  out  around  you,  it's  clear  what  makes  this  "Urban  New  Deal"  such  a  strik- 
phenomenon.  Tokyo  is  a  horizontal  city.  It  is  tens  of  thousands  of  tiny  buildings,  with  clusters  of  "down - 
vns"  planted  out  on  the  periphery.  Enter  Minoru  Mori,  Tokyo's  most  powerful  real  estate  tycoon 
i  self-described  visionary.  His  goal:  give  Tokyoites  a  new  way  to  work  and  live,  with  high-rise  inner-city 
immunities  that  end  the  notorious  commutes  and  free  up  leisure  time.  Patterned  on  visionary  architect 
Corbusier's  vertical  city,  Mori's  notion  is  to  treat  residents  to  parks,  gardens,  culture  and  nightlife. 
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Salzburg:  Wolfgang 
Amadeus  Mozart  cultivated  a 
lifelong  disdain  for  the  city  of 
his  birth,  and  Salzburg 
snubbed  him  right  back.  No 
less  a  personage  than  the 
Archbishop  booted  him  from 
his  court  organist's  post  and 
showed  him  the  door.  The  city's 
hard  feelings  toward  its 
irascible  prodigy  didn't  begin  to 
thaw  until  several  decades  after 
the  composer's  death.  Today, 
however,  that  grudge  is  only 
a  quirk  of  history,  as 
Salzburg — where  confectioners 
pile  their  shop  windows  with 
foil-wrapped  chocolate 
Mozartkugeln  bearing  Mozart's 
profile — has  long  since 
made  the  classical  master's 
association  with  the  city  a 
cornerstone  of  its  image. 

In  the  sun-deprived  depths 
of  winter,  while  other  Alpine 
tourists  were  grappling 
with  skis  and  ski  fashions,  I 
landed  at  Salzburg's  W.A. 
Mozart  Airport  with  a  fistful  of 
concert  tickets  for  MOZART 
WEEK,  Salzburg's  annual 
celebration  of  the  January 
27  birthday  of  its  wayward  son. 
The  2004  version  featured  yy 


WINTER 


It  took  him  18  years  to  buy  up  the  500  tiny  plots  and  build  Mori  Tower,  the  immense  ar 
to  this  urban  experiment  designed  by  Kohn  Pedersen  Fox. 

The  tower  itself  is  taken  up  mostly  by  business  space,  leased  to  tenants  like  Lehman  Brol 
and  Goldman  Sachs,  but  the  complex  has  become  one  of  Tokyo's  top  tourist  attractions.  I 
the  day  it  opened,  April  23,  2003,  visitors  have  flocked  here  to  eat  and  shop  and  gawk.  Spir 
around  the  tower  is  a  four-story  galleria  of  more  than  60  chic  boutiques,  a  who's  who  of  ij 
national  fashion.  Just  outside  is  Keyakizaka  street,  a  pebble-paved  window-shoppers'  meccal 
names  like  Issey  Miyake,  Baccarat  and  Louis  Vuitton.  Two  more  of  Roppongi  Hills'  retaj 
velopments,  Metro  Hat  and  Hollywood  Beauty  Plaza,  take  aim  at  the  smart,  young,  u 
crowd.  The  outdoor  arena  hosts  some  of  Japan's  most  innovative  musicians  and  performei 
free  entertainment.  Nearby  are  20  public  sculptures,  including  an  immense  n-ton  spid 
American  Louise  Bourgeois,  which  has  introduced  a  new  phrase  into  the  vernacular:  "Mee 
under  the  spider." 

Mori  has  dubbed  his  whopper  the  "Artelligent  City,"  and  the  showpiece  graces  the 
through  the  54th  floors:  the  32,000-square-foot  Mori  Art  Museum  (like  a  certain  develop 
New  York  City,  Mori  is  not  shy  with  his  name).  Mori's  deep  pockets  lured  a  top  British  fl 
tor,  David  Elliott,  the  first  non-Japanese  director  of  an  art  museum  in  Japan.  Elliott  overs 
32-person  staff  and  a  $17  million  budget.  If  you  want  to  see  what's  happening  with  avant-g 
Japanese  artists — are  there  any  other  kind  these  days? — this  is  the  place  to  be. 

Next  door  and  seamlessly  connected  inside  is  the  sparkling  new  Grand  Hyatt  Tokyo,  a  i 
to  escape  for  some  solitude  and  play  with  the  plasma  TV  or  the  extraordinary  toilet  that  dou 
as  a  bidet  (three  different  sprays).  Like  most  everything  at  this  Hyatt,  the  rooms  promote  a  c 
ing  aesthetic  and  are  ingeniously  designed.  It  took  me  a  day  to  find  the  safe  (hint:  It's  unde 
high-speed  Internet  connection)  and  another  day  to  locate  the  Kleenex  box.  If  you  venture 
madcap  Tokyo  and  need  a  soothing  break,  there's  the  full-menu  Nagomi  ("Harmony")  Spa 
Fitness  club  on  the  fifth  floor,  with  one  of  the  most  tranquil  swimming  pools  imaginable 
If  you're  feeling  extra-flush — or  happen  to  lease  business  space  in  Mori  Tower- 
want  to  join  the  Roppongi  t 
Club,  a  360-degree  carousel  on 
quisite  private  restaurants,  bars 
banquet  halls  all  designed  by  Conrs 
Partners.  Ordinary  citizens  shoul 
miss  the  soba  noodle  restaur 
Roppongi  Takeyabu,  or  the  tern] 
place,  Mikawa,  where  20  course 
fresh  fish  are  perfectly  breaded  ui 
your  nose  by  a  master  chef.  The  H 
itself  boasts  a  half  dozen  dining 
tions:  For  lean  jewels  of  seafood 
the  Scandinavian-Japanese  fusion  I 
aurant  Juniper.  Wolfgang  Puck,  T 
English  and  Joel  Robuchon  are 
among  the  galaxy  of  Western  culi 
stars  with  restaurants  in  the  comj 
Minoru  Mori  has  bet  $4  billion 
his  grand  rive  will  provide  a  mod< 
revitalize  the  capital  city  and  re: 
Japan  from  economic  stagnat 
For  the  rest  of  us,  Roppongi  Hi 
Tokvo's  ultimate  one-stop  city  v: 
tion.  —JONATHAN  BLACK 
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BE  HERE  FASTER 


REWARDS, 

BE  HERE  30%  FASTER 
THAN  WITH  OTHER 
HOTEL  PROGRAMS* 

With  Marriott  Rewards,'  you  need 
fewer  points  to  get  to  your  dream 
destination  than  with  other  leading 
hotel  programs.  And  with  more 
than  2,400  hotels  participating, 
we  offer  more  resorts,  spas,  and 
golf  locations  than  any  other 
hotel  program.  What  more  could 
you  dream  of? 


Harriott 

HOTELS  &  RESORTS 


□ 


JW  MARRIOTT. 

HOTELS  St  RESORTS 


RENAISSANCE, 

HOTELS  &  RESORTS 


,\Virn«!l  4fi^» 

VACATION  CLUB. 


Sign  up  at  MarriottRewards.com 
or  call  1-800  -367-6453. 


'Based  on  seven  nights  at  Starwood,  Hilton,  Intercontinental 
Hotels  Group,  and  Hyatt  full-service  hotels  ot  similar  quality 
and  points  earned  on  dollars  spent  Assumes  standard  award 
offerings  for  base  level  members  All  comparisons  are  as  of 
07/04  c  2004  Marriott  International,  Inc 


aeaiers  in  rare  wnue  u  ana  L  color  diamonds,  and 
natural-natural  intense  canary,  fancy  orange,  fancy  pink  and  fancy  blue  diamonds 


David  Birnbaum 

PRIVATE  JEWELER 


HHBi 


~]~he  Kare  and  the  Extraordinary  ™ 

Appointment  suggested         Brochure  available 

40  West  57th  Street    Suite  400     New  York,  NY  10019 
Phone:  212-575-0266     Fax:  212-398-9438     Email:  DBprivate@aol.com     Website:  www.DavidBimbaum.com 

"Demonstrably  superior  quality,  beauty  and  value" 
-  Roger  H.  Morley,  former  President,  American  Express 
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Mozartwoche  2005,  January 
21-30,  Internationale  Stiftung 
Mozarteum,  Salzburg,  Austria. 
Tickets:  about  $20-$230; 
43-662-87-3154, 
tickets@mozarteum.at, 
www.mozarteum.at.  General 
Salzburg  information: 
www.salzburg.info. 


[erformances — recitals, 
iber  and  orchestral 
lerts — over  the  course  of 
JJays. 

(faying  at  the  centrally 
led  Sheraton  Hotel, 
li Id  walk  back  and  forth, 
ss  Mirabell  Garden's 
|chy  snow-blanket,  to  the 
jrteum  Grosser  Saal  for 
iber-music  concerts 
across  the  Salzach  River 
»es  to  the  Old  City  to 
the  Vienna  Philharmonic 
(Arnold  Schoenberg  Choir, 
kt  the  mustard-and-white 
\\  box  Grosser  Saal  I 
;d  an  overflow  audience — 
stically  mixed  with  velvet 
(lean  dirndls  next  to 
|e  sequins  and  fur  next 
Dwntown-New  York 
Idard  black — for  a  rare  duo 
jrmance  by  pianist  Alfred 
idel  and  his  cellist  son, 
Ian  Brendel.  Having,  by  all 
Jirts,  avoided  the  sort  of 
|kly  father-son  relationship 
beset  Wolfgang  and 
3old  Mozart,  the  Brendels 
tked  smiles  with  the 
|ience  as  they  played 
Jthoven's  sly  twelve 
fations  on  "Ein  Madchen 
ir  Weibchen"  from 
part's  Die  Zauberfldte. 
:inding  myself  among 
j-core  Mozarteans,  I  quickly 
ie  to  think  of  11  a.m. 

sensible  concert  hour, 
ecially  when  listening 
Ihe  Vienna  Wind  Octet  whip 
pugh  seldom-performed 
Bnades.  Flawless  intonation! 
|uosity!  Raucous  fun! 
veen  morning  and 
pafternoon  concerts  there 

time  for  a  steamy 
rst  from  a  street  vendor. 
liFor  dinner  I  discovered  the 
|ue  Gans  restaurant  in 

Old  City,  which  serves  a 
ilzburger  nockerl  for  a 
pert — an  ethereal  soufflelike 
ncoction.  Coffeehouses, 
ib  as  Cafe  Bazar,  a  favorite 
musicians,  stay  open  late 
[  after-concert  suppers  of 
tndbys  such  as  tafelspitz.  For 
Iping  a  Griiner  Veltliner  wine 
several,  the  Riedel  glassware 


shop  has  installed  a  stylish 
wine  bar.  In  2005,  the  249th 
birthday  celebrations  will 
include  two  operas  in  concert, 
the  rarely  heard  Zaide  and 
Idomeneo;  the  conclusion  of 
Andras  Schiff's  seven-year 
cycle  of  piano  concertos;  all 
the  violin  concertos  in  two 
concerts  by  Kremerata  Baltica; 
and  works  by  Haydn,  Schubert 
and  Brahms  with  a  world 


premiere  or  two.  Other  artists 
include  pianists  Lang  Lang  and 
Rudolf  Buchbinder;  soprano 
Barbara  Bonney  and  mezzo- 
soprano  Angelika  Kirchschlager 
in  a  recital  of  lieder  and  arias 
by  Mozart,  Schumann  and 
others;  baritone  Thomas 
Hampson  in  recital;  and  Sir 
Charles  Mackerras  conducting 
the  Vienna  Philharmonic. 
—MARGARET  SHAKESPEARE 


THE  CARIBBEAN 

Anguilla:  Because  it's  in  Anguilla,  an  island  known  for  hotels  and  vil- 
las of  stark-white,  fantasy-shape  architecture — a  little  Greek,  a  little  Moorish, 
a  little  outer  space — ALTAMER  fits  right  in.  Its  three  resort  villas  look  like  styl- 
ized versions  of  geometry  theorems,  made  all  the  more  striking  by  being  so 
white  alongside  the  electric-blue  water  of  Shoal  Bay  West.  •  Softening  the  an- 
gular lines  and  soaring  21-foot  ceilings  are  interiors  filled  with  rattan  furniture 
lined  with  raw  silk,  cultural  artifacts  from  all  over  the  globe  and  one-of-a-kind 
artisan  pieces,  from  wall  sconces  of  Murano  glass  to  forks  of  hammered  Italian 
silver.  The  proficient,  hospitable  staff  is  led  by  able  chief  butler  Carl  Irish. 
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Aftamer  Resort;  (264) 
498-4000,  www.altamer.com. 
Weekly  rates,  January-April: 
Russian  Amethyst,  $35,000; 
Brazilian  Emerald,  $37, 
African  Sapphire,  $40, 


Add  a  typical  meal — poolsidc,  under  starlight,  with  dishes  such  as  iced  plum  tomato 
and  enormous  grilled  crayfish  with  garlic  and  lime — and  you  realize  that  Altamer  is  gi 
for  the  perfectionist  villa  experience.  The  third  villa,  the  largest  and  most  extravagant  of 
lot,  opened  officially  in  October. 

This  villa,  the  14,000-square-foot  "African  Sapphire"  (so  named  for  the  provenanc 
its  furnishings,  including  a  chandelier  and  table  centerpiece  handmade  in  Africa  from 
a  million  beads),  has  eight  bedrooms  and  techno  toys  such  as  a  home  theater  with  a 
foot  screen,  42-inch  plasma-screen  TV  and  a  satellite  music  system  with  30,000  song 
shares  the  six-acre  property  with  "Brazilian  Emerald,"  the  second  villa,  which  opened 
November,  a  slightly  smaller  version  (13,000  square  feet,  five  bedrooms)  furnished  y 
South  American  finds.  The  original  five-bedroom  villa,  "Russian  Amethyst,"  which  opa 
four  years  ago,  has  artifacts  from  Russia,  where  owners  Rebecca  and  Michael  Eggleton 
while  he  was  an  investment  advisor  for  the  post-Communist  government,  and  from  Tun 
where  they  maintained  a  vacation  house. 

Demonstrating  their  financial  acumen,  the  Eggletons  offer  many  of  the  items  in  the  he 
for  sale — among  them  the  hand-stitched  Italian  linens  and  glassware,  reproductions  of  orn 
19th-century  Russian  silver  fish  knives  and  forks,  and  Turkish  rugs  and  robes. 

This  financial  skill  is  undoubtedly  the  reason  behind  the  ambitious  development  of  the  prl 
erty.  Each  successive  villa  may  be  an  improvement  on  the  previous  one,  but  my  only  complj 
is  that  there  was  more  privacy  when  the  first  villa  was  the  only  one.  The  buildings  are  artfj 

angled  and  landscaped  to  keep  them  hidden  and  apart  from 
others.  Still,  the  optimal  solution  is  the  one  demonstrated  by 
first  guest  to  book  African  Sapphire — renting  all  three  vil 
What  a  perfect  place  for  a  family  reunion  or  a  jaunt  for  you  i 
35  of  your  closest  friends.— LAURIE  WERNER 
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S0H0  1  The  arty-chic  S0H0  GRAND  HOTEL  in  lovil 

Manhattan  has  combined  its  original  five  penthou 
rooms  into  two  sprawling,  roughly  1,500-square-fo 
suites.  The  new  two-bedroom  spaces  were  conceiv 
by  designer  William  Sofield  to  emulate  a  classic  lc 
or — with  their  beautiful,  furnished  terraces — a  kii 
of  high-rise  urban  vacation  house.  •  "If  you  want< 
to  feel  as  if  you  live  in  New  York  in  a  dream  apar 
ment,  this  would  be  it,"  says  Sofield.  Here  mut< 
colors,  lush  fabrics  and  quirky  "found"  objects  con 
pose  a  look  that  feels  urbane  yet  exudes  comfort.  ^ 
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>CANY,  MAY  15 


C  R  U  P  P  O 


HE    GlUGIARO-DESIGNED.    TRUE     FOUR-SEATER     3 9 0 - H 0 R S E P 0 W E R     COUPE    WILL  '  J  ' 

ROPEL    YOU     FROM    0    TO    60     IN    4.8    SECONDS.     HOW     LONG     IS     YOUR     DRIVEWAY?  MASERATI 

tarting  around  $86,300'.   Call  1  -  877  -  MY  -  MAS  E  RAT  I   or  visit  MASERATI.COM  Move  In  Different  Circles 
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SoHo  Grand  Hot 
(212)  965-30 
www.sohogrand.co 
North  Penthoti 
Loft,  $3,500/nig 
South  Penthouse  Lc 
$3,000/nig! 
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ENGLAND 

London:  Dr.  Johnson 
famously  wrote  that  "When  a 
man  is  tired  of  London  he  is 
tired  of  life;  for  there  is  in 
London  all  that  life  can  afford." 
The  good  doctor  never  had  to 
sit  for  two  hours  in  airport  traf- 
fic, but  never  mind.  If  he  were 
alive  and  pontificating  today, 
we  have  every  confidence  he 
would  include  South 
Kensington's  THE  PELHAM 
HOTEL  in  that  sentiment. 

There  are  51  rooms  at  the 
Pelham,  and  the  overall  feeling 
is  that  of  a  large  town  house. 
Many  of  the  rooms  have  views 
of  the  London  skyline.  In  the 
basement  there  is  a  cozy  bar 
and  a  fine  little  restaurant  that 
appears  to  be  a  favorite  with 
locals  for  Sunday  brunch — 
always  a  good  sign. 

If  Dr.  Johnson  didn't 
content  himself  dozing  in  the 
Pelham's  snug  library,  he 
might  venture  around  the  cor- 
ner. The  hotel  is  roughly  a 
block  from  the  Victoria  & 
Albert  and  the  Natural  History 
museums.  (Harrods  is  a  few 
blocks  east;  the  shops  of 
Knightsbridge  a  few  blocks 
north.)  Everything  else  is  with- 
in reach,  too:  The  Pelham's 
front  door  is  mere  steps  from 
the  South  Kensington 
Underground.— PATRICK  COOKE 

The  Pelham  Hotel,  15 
Cromwell  Place,  London.  Room 
rates  from  about  $265  per 
night.  44-20-7589-8288, 
www.  firmdale.  com. 


For  decorating  the  lofts,  Sofield  turned  to  local  shops  and  artists 
from  the  neighborhood.  Expect  to  see  a  classic  Luxo  lamp  from  the 
1970s,  say,  and  the  designer's  own  furniture  creations  mixed  with  un- 
expected hand-stenciled  imagery  on  raw  concrete  columns. 

The  luxury  loos  are  glamorous  enough  to  make  anyone  stay  in  for 
the  night;  especially  in  the  North  loft,  where  the  expansive  bathroom 
has  been  outfitted  with  a  two-person  steam  shower,  two-foot  slabs 
of  ceramic  tile,  wallpaper  by  Saul  Steinberg  that  features  New  York 
City  skyscrapers  and  basalt  stone  double  vanities.  Throughout  the  hotel,  Sofield's  designil 
inspired  by  the  original  SoHo  turn-of-the-century  buildings.  When  you  use  the  freestann| 
Waterworks  tub  with  sparkling  enamel  inside,  its  burnished  cast-iron  base  adds  to  the  vinjl 
atmosphere.  There  is,  of  course,  a  plasma-screen  TV  at  your  fingertips  to  keep  you  up  to  I 

Sure,  it  might  feel  just  a  tad  more  glamorous  than  your  own  home,  but  consider  it  onl 
those  indulgent  experiences  that  are  so  necessary  when  traveling. — DONNA  PAUL 


CLUBS 


Abercrombie  &  Kent  Destinatio 
Clubs;  (800)  925-7577 
www.AKDestinations.com 


A  &  K  Destinations:  There's  a  good  reason  why  there  i 

so  many  time-share  and  fractional  ownership  plans  out  there — people  lc 
having  flexibility  and  a  customized  vacation-home  experience  without  ha 
ing  to  mow  the  lawn  or  shoo  the  raccoons  out  of  the  attic.  There  may  al 
be  a  better  way  to  accomplish  this,  and  ABERCROMBIE  &  KENT  DESTINATIi 

CLUBS  appears  to  have  figured  it  out.  There  is,  naturally,  the  buy-in:  $275,00 
for  the  Private  Retreats  memberships;  $475,000  for  the  Distinctive  Retrei 
level,  plus  annual  dues  and  daily  fees.  These  are  not  inconsiderable  \ 
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BRUCKHEIMER 


Where  tall  tales  meet 
high  technology. 

Introducing  JVC's  HD-ILA  TV 

Jerry  Bruckheimer 

Producer 

O-  C^OiKfSG  for  extreme  brightness  and  high 
resolution  with  JVC's  HD-ILA  TV,  powered  by  3-Chip  D-ILA. 
Featuring  amazing  picture  quality  and  incredible  sound,  JVC's 
D-ILA  (Direct  Drive  Image  Light  Amplifier)  TV  is  designed  to 
change  the  way  you  experience  television.  If  you've  been  on 
a  treasure  hunt  seeking  both  style  and  state-of-the-art  in  one 
cool,  thin  package,  look  no  further  -  your  search  is  over.  But 
beware:  with  JVC's  HD-ILA  TV  you  just  might  actually  feel  as 
though  there  are  pirates  in  your  living  room. 


JVC 


The  Perfect  Experience   

/ 


CREATE  IT   RECORD  IT   VIEW  IT   ENJOY  IT   


www.jvc.com 


luxur 


Start  with  the  lavish  amenities  like  mud  baths  and  an  infinity  pool  from  one  of  North  America's 
top  ten  resorts.  Add  the  intimacy  of  a  spectacular  boutique  hotel  with  private  butler  service  and  superb  dinij 
What  do  you  have?  An  experience  like  no  place  else  in  the  world. 

i 


FALLING  ROCK 

AT  NEMACOMN  WOODLANDS  RESORT 


>. 554. 6957 


f al 1 i ng- roc 


ER  2004 


frave  I 


s,  but  they  come  attached  with  at  least  two  important  pieces  of  good  news:  i)  The  mem- 
hip  deposit  is  100  percent  refundable  when  you  resign;  2)  While  you  are  a  member,  you  have 
)ice  of  more  than  70  vacation  homes — houses,  condos,  private  suites  in  city  hotels — from 
son  Hole  to  Kauai  to  Rome  (Italy,  that  is).  A&K's  "Capacity  Model"  limits  memberships 
eographic  location  and  by  families  with  school-age  children,  assuring,  the  company  says, 
members  have  access  to  their  first-choice  locations  year-round  (even  during  spring  break), 
re  are  also  lots  of  value-added  goodies,  like  access  to  A&K's  yachts  and  private  jets.  All  in 
t  beats  spending  your  weekends  doing  gutter  repairs.  — EMILY  VAUGHAN 
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Beaumont  Hotel,  505  Main 
Street,  Ouray,  Colorado; 
(888)  447-3255, 
www.beaurnonthotel.com. 
Rooms  and  suites,  $180-$350. 


f  1 !  The  old  mining  town  of  Ouray  ("YOU- 
['),  Colorado — current  population  800 — may 

occupy  the  most  spectacular  civic  location  in  America.  Perched  up  in  the 
h  Juan  Mountains  at  almost  7,700  feet,  it  sits  in  a  bowl  surrounded  by 
poo-  to  14,000-foot  peaks,  with  mountains  staggered  into  the  blue  dis- 
[ce  as  far  as  the  eye  can  follow.  As  a  pleasingly  low-key  tourist  destination, 

Ouray  has  tamed  down  dramatically 
from  its  frontier  beginnings,  when 
the  town  featured  a  ratio  of  30  sa- 
loons and  bordellos  to  four  churches, 
though  it  still  has  some  fine  saloons 
(and,  for  all  I  know,  some  churches 
too).  Its  attractions  range  from  natu- 
ral hot  springs,  to  vivid  fall  foliage, 
its  proximity  to  the  ski  slopes  at  Telluride,  45  vertigo-inducing  minutes 
ray.  But  Ouray,  charming  though  it  is,  has  never  really  been  a  lure  for  lux- 
y-minded  travelers.  Until  now.  •  Of  all  the  surprises  held  by  this  tucked- 
ky,  Wild  West  Shangri-la,  none  is  more  welcome  than  the  BEAUMONT 
TEL.  Built  in  high  Victorian  splendor  (or  make  that  "splendour")  in  1886, 
e  Beaumont  had  gone  to  wrack  and  ruin  by  the  time  San  Antonio  busi- 
:ssman  Dan  King  and  his  wife,  Mary,  bought  the  place  at  auction  in  1998. 
ne  Kings  invested  five  years  and  about  $6  million  in  an  elaborate  and 


THE  FIGHT 
FOR  AIR  SPACE 
CONTINUES 

New  York  to  Dubai 

There  are  few  sensations 
stranger  than  walking  away  from 
a  13-hour,  7,000-mile  flight 
actually  feeling  refreshed.  But 
there  I  was,  practically  cake- 
walking  into  the  Dubai  airport, 
ready  to  go  to  a  horse  race  or 
maybe  join  one.  My  journey  had 
begun  the  night  before,  when 
I  arrived  at  JFK  with  the  hottest 
item  in  commercial  air  travel: 
a  first-class  ticket  on  EMIRATES' 
AIRBUS  A340-500  SERVICE  from 
New  York  to  Dubai. 

Emirates'  service  offers 
something  unique:  privacy. 
Step  onto  the  plane  and  you're 
shown  not  to  your  seat,  but  to 
your  "suite,"  with  wails  and 
doors  that  close  at  the  touch  of 
a  button.  Once  installed  in  your 
little  realm,  use  the  universal 
remote  to  adjust  the  seat,  hail 
the  attendant,  lower  the  lights, 
close  those  doors  or  drift  through 
the  500  channels  available  on 
your  personal  19-inch  TV.  Order 
something  from  "room  service"; 
it's  open  for  the  duration  of 
the  flight.  You  even  have  your 
own  minibar  and  a  little 
compartment  filled  with  beauty 
and  aromatherapy  products. 
When  you've  tired  yourself 
out  with  all  the  toys,  you  sleep. 
And  with  a  flat  bed  and  your 
own  four  walls,  sleep  you  will. 
You  won't  even  need  your 
Ambien.— THOMAS  JACKSON 

About  $10,000  round-trip. 
(800)  777-3999, 
www.  emirates.com 
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Trave I 


WINTER  20 


MEXICO 


Playa  Xcalacoco:  Our 

destination  was  only  three  miles 
north  of  Playa  del  Carmen, 
off  a  gravel  road  leading  to  the 
ocean.  How  hard  could  it  be  to 
find?  Answer:  Pretty  hard.  After 
a  mile  or  so  of  gravel,  a  small 
wooden  sign — which  spelled 
out  the  resort's  name,  IKAL  DEL 
MAR,  in  ornate  script,  but  from 
a  distance  looked  more  like 
Mayan  hieroglyphics — 
was  tacked  unobtrusively  to 
a  fence;  we  actually  drove  past 
it  the  first  time  and  had  to 
double  back.  (Of  course,  if 
we'd  taken  the  complimentary 
car  service  from  the  airport,  that 
wouldn't  have  been  an  issue.) 

Once  you've  located  Ikal 
del  Mar,  your  journey  still  isn't 
quite  over.  We  followed  our 
guide  on  a  winding  path  to  our 
quarters.  I  felt  a  bit  like  one 
of  those  Hollywood  adventurers, 
bushwhacking  my  way  through 
the  jungle.  Only  in  this  movie, 
the  flora  was  exceedingly 


painstaking  restoration,  relying  on  period  tools,  old  records  and  faded  photographs. 

The  dazzling  results  won  the  Kings  one  of  the  first-ever  Preserve  America  President 
Awards  in  2004,  along  with  a  visit  to  the  Oval  Office  to  receive  the  citation  from  President  Bu 
himself.  For  its  guests,  the  Beaumont  is  almost  disorienting.  From  its  galleried,  three-stc 
central  atrium  to  the  magnificent  Tundra  Restaurant  with  its  soaring,  beamed  ceilings  a 
massive  alabaster  hanging  lamps,  the  effect  is  partly  a  time  warp  and  partly  a  plush  warp.  T 
Kings  have  very  deftly  combined  19th-century  aesthetics  and  21st-century  luxe,  matching  r 
feeling,  for  example,  of  the  deepest  layers  of  wallpaper  they  managed  to  uncover  with  Willia 
Morris-y  prints  by  Bradbury  &  Bradbury.  The  12  rooms  and  suites  are  filled  with  curious  ai 
whimsical  furnishings  that  are  themselves  solid  enough  to  suggest  the  Victorian  era  without  a 
tually  making  you  relive  it.  A  spa,  now  under  construction,  will  open  next  year. 

If  the  sheer,  white-knuckle  pleasures  of  the  cruise  to  the  views  over  Highway  550  throuj 
Silverton  weren't  enough  to  draw  you  over  the  high  mountain  passes  to  Ouray,  maybe  a  mal 
sage  and  a  night  in  high-cotton,  19th-century  style,  will  turn  the  trick. — RICHARD  NALLEf 


another  human  being  without 
leaving  your  own  area — and  the 
greatest  sensory  imposition  is 
the  crashing  of  the  Caribbean 
waves.  I  emerged,  following  my 
ears. ..and  became  utterly  lost, 
a  scene  that  repeated  itself 
with  unnerving  regularity  during 
my  stay.  Finally,  I  took  the 
right  turn  at  the  right  place  and 


(steam,  exfoliation,  massage, 
rinse)  to  a  Moon  Massage  in 
the  Sea  (exactly  what  it  sounds 
like).  I  quickly  signed  up  for 
temazcal,  the  Mayan  version 
of  the  sweat  lodge,  to  be 
held  inside  an  adobe  hut  not 
far  from  the  bar  and  pool. 

But  before  I  detoxed,  I  was 
all  too  pleased  to  intox:  Dinner 


well-trimmed,  other  people 
were  carrying  the  provisions  and 
I  encountered  only  one 
reptile,  a  small,  beautifully 
camouflaged  lizard. 

Chaca,  salam, 
cocotero... our  host  began 
identifying  the  different  parts 
of  the  tree  canopy  in  Mayan 
as  we  passed  them.  Eventually 
we  came  upon  our  own 
outpost:  a  palapa-roofed 
stucco  villa  with  its  own  plunge 
pool,  outdoor  double  chaise, 
mahogany  louvered  blinds 
and  air-conditioning. 

All  of  Ikal's  30  villas  are 
tucked  away  like  this — it's 
^possible  to  sight 


the  grandeur  of  the  resort's 
setting  really  hit  me:  an 
enormous  expanse  of  liquid 
turquoise,  bordered  by  a  pale  if 
pebbly  beach.  To  the  right, 
guests  frolicked  in  the  big  pool 
or  picked  at  their  ceviches. 
To  the  left,  the  staff  prepared 
an  altar  for  a  Good  Wish  Mayan 
Ceremony  (read:  renewal 
of  marriage  vows),  and  behind 
me,  on  my  extreme  left,  was 
the  gorgeous,  seamlessly 
integrated  spa.  This  would  work. 

Ikal's  spa  offers  not  only 
complimentary  steam  baths  and 
Jacuzzi  in  its  amazing  tub,  but 
its  service  menu  is  extensive — 
everything  from  a  Mayan  Bath 


on  the  upstairs  patio  afforded 
great  views  of  moonlit  water 
and  the  twinkling  lights  of 
Cozumel;  the  food — a  combina- 
tion of  Mediterranean  and 
Mayan  influences — was  uni- 
formly well  done,  and  the  wine 
list  ran  to  800  bottles. 

The  next  day  we  awoke 
determined  to  derive  some 
health  benefit  from  this  trip. 
We  joined  the  yoga  class, 
checked  out  the  exercise  facili- 
ties (small,  no  frills,  but  ade- 
quate) and  then  hit  the 
pool. ..where  we  would  essen- 
tially remain,  save  for  meals 
and  the  occasional  foray  into 
the  soothingly  warm  sea,  for 


the  next  72  hours.  We  availet 
ourselves  of  the  resort's  pool- 
side  butlers,  who  brought  us 
beverages  and  cool  towels,  an 
used  the  resort's  straw  hats  a 
sun  shields. 

Oh,  and  the  spa  treatment 
I'd  been  told  that,  with  the 
exception  of  the  shaman,  I'd 
be  doing  this  temazcal  solo. 
Then  the  hotel's  director 
informed  me  that  if  I  wouldn' 
mind,  someone  else  would  lik 
to  join  me... had  I  ever  heard 
of  Holly  Hunter?  Well,  I  said, 
/  guess  she  can  come,  too. 
Hell,  I'd  never  seen  an  Oscar 
winner  naked  and  sweaty 
up  close  before;  this  might  bt 
my  last  best  chance. 

Sadly,  Holly  never  showed 
up.  It  wasn't  the  most  intense 
temazcal  I've  ever  experiencei 
(see  FYI  Summer  2004); 
something  about  it — the 
setting?  the  noise  from  the 
band  setting  up  outside  near 
the  bar? — kept  bringing  me  01 
of  the  treatment's  splendid 
isolation.  Nevertheless,  I 
probably  lost  about  five  pounc 
of  water  weight,  just  in  time 
for... the  retox  program! 
—LORRAINE  CADEMARTOR 


FORBES FYI 


i 


■ 


THIS  CHRISTMAS 

TRY  A 

MIRACLE 

ON  YOU  R 

STREET 
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A  DIAMOND  IS  FOREVER 


THE   FOREVERMARK   IS  USED   UNDER  LICENSE. 


SERIES  EARPHONES.  LIGHTER  THAN  A  LEAD  GUITARIST. 

Eye-popping  audio  wherever  you  go.  That's  the  E  Series.  For  nearly  80  years,  professional  musicians 
have  trusted  Shure  -  in  studio,  on  stage,  and  now  on  the  go.  Super  light  and  sound  isolating,  the 
E  Series  lets  you  hear  music  the  way  music  was  meant  to  be  heard  -  crisp,  clear,  and  uncompromised. 
ids.  Perfect  for  MP3,  CD,  and  DVD  players.  Available  at  shure.com. 


Golf  by  John  Steinbreder 


|The  Old  School  Lie 

TheTitleist  Performance  Institute  promises  to  rid  you 
f  a  lifetime  of  dismal  golf  swings.  Ahem. .  .privately. 


^  /  atching  a  video  of  my  wretched  swing,  I  am 
m#  reminded  why  I  long  ago  decided  there  were 
^  two  things  I  never  wanted  to  see  myself  do  on 
e,  and  one  of  them  was  wield  a  golf  club. 
My  horror  is  slightly  suppressed,  however,  by  the  re- 
ation  that  I  am  participating  in  perhaps  the  most  ef- 
tive  program  for  game  improvement  in  golf  today, 
fered  at  the  newly  formed  Titleist  Performance 
titute  in  Oceanside,  California,  less  than  an  hour's 
ve  north  of  San  Diego,  it  employs  a  three-pronged  ap- 
>ach  to  better  play — club  fitting,  swing  and  condi- 
ning  analysis— and  provides  the  sort  of  expert 
istance  normally  reserved  for  the  equipment  maker's 
ff  of  touring  professionals,  like  Davis  Love  III  and 
nie  Els.  The  program  is  a  combination  fantasy  camp 
1  golf  graduate  school  that  not  only  gives  practical  help 
spiring  players  but  also  an  inside-the-rope  look  at  the 
hnological  intricacies  of  the  sport. 
Titleist  has  operated  a  test  facility  at  Oceanside  since 
7,  but  it  has  been  more  or  less  off-limits  to  all  but  top 
fessional  and  amateur  golfers,  many  of  whom  travel 
re  regularly  to  test  clubs  and  help  the  company  develop 
products.  That  changed  last  winter,  however,  when 
Institute  was  opened  to  players  of  all  ages  and  abili- 
for  fees  ranging  from  $3,750  to  $10,000.  Now  the  only 
:essary  credential  is  a  referral  from  a  local  Titleist- 
iliated  golf  club  professional. 

The  curriculum:  "We're  taking  all  we  have  learned 
>ut  equipment  and  club  fitting  over  the  years  and  com- 
ing it  with  the  latest  in  instruction  while  looking 
:he  role  physiology  plays  in  an  efficient  golf  swing," 
s  Wally  Uihlein,  chairman  and  CEO  of  the  $1  billion 
ushnet  Company,  the  Fortune  Brands  subsidiary  that 
srates  Titleist.  "No  one  is  even  attempting  to  push  the 
/elope  the  way  we  are." 

Set  on  30  acres  of  land,  the  TPI  campus  features  a  series 


FORBES  FY  I  47 


CHIP 

SHOTS 


If  you  hate  holding  up  play  while 
rummaging  in  the  rough  for  a  lost  ball, 
the  RadarGolf  System  has  come  to  the 
rescue.  With  tiny  microchips  embedded 
in  their  cores,  the  radio-frequency- 
tagged  balls  (which  conform  to  all 
USGA  performance  standards)  can  be 
sensed  by  the  accompanying  handheld 
device  from  a  range  of  30  to  100  feet. 
A  pulsed  audio  tone  and  LCD  display 
tells  you  the  direction  and  distance 
of  the  ball's  location,  and  before  you 
know  it,  you've  resumed  play  faster 
than  you  can  say  "double  bogey." 
RadarGolf  System  (includes  handheld 
device  and  a  dozen  balls),  $249; 
replacement  RadarGolf  Balls, 
$39/dozen.  www.radargolf.com. 


Any  fan  of  the  Masters  is  in  trembling 
awe  of  Augusta  National's  12th  hole, 
with  its  treacherous  creek,  narrow 
green  and  most  of  all,  its  notorious 
winds.  Thanks  to  Nick  Gibbs  and  his 
Fairway  Originals,  you  can  have  a  precise 
replica  of  it  on  your  desk,  weather 
not  included.  Handcarving  fine  hard- 
woods, Gibbs  can  recreate  any  favorite 
links  landscape,  which  he  then  sets 
atop  a  small  chest  of  drawers,  perfect 
for  old  scorecards  or  celebratory 
cigars.  Prices  vary  according  to  the 
complexity  and  size  of  the  hole,  and 
whether  you  want  just  the  green  or 
the  whole  fairway.  Prices  start  at  about 
$450.  www.fairwayoriginals.co.uk. 


of  buildings  that  house  offices  as  well  as 
labs  with  garage  door-like  bays,  or  hitting 
stalls,  that  open  onto  vast  stretches  of 
practice  fairways.  Oceanside  also  boasts 
a  number  of  greens  and  chipping  areas,  all 
of  which  are  planted  with  different  grasses 
that  duplicate  what  the  touring  pros  will 
encounter  in  competition.  There  are  bunkers 
as  well,  which  have  different  varieties  of 
sands  and  are  also  built  in  a  range  of  styles, 
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from  clamshells  to  the  sod-faced  hazards 
seen  on  most  British  Open  tracks. 

TPI  cofounders  Dave  Phillips  and 
Greg  Rose  are  waiting  for  me  the  morn- 
ing of  my  arrival,  holding  copies  of  the 
extensive  questionnaire  they  had  sent  me 
via  e-mail  prior  to  my  visit.  Phillips,  an 
expert  in  computerized  swing  analysis 
and  biomechanics,  has  taught  several 
PGA  touring  pros.  Rose  is  a  chiropractor 
who  opened  the  Clubgolf  Fitness  Center 
in  Gaithersburg,  Maryland,  the  largest 
golf-specific  health  club  in  the  U.S.  Their 
questionnaire  asked  about  everything  from 
the  flex  of  the  shaft  in  my  driver  to  how  I 
mentally  approach  competition.  I  am  sure 
my  answers  have  convinced  them  that 
despite  my  low  handicap  index  of  five,  I 
have  no  hope  as  a  golfer. 

And  they  have  yet  to  see  my  gruesome 
swing. 

I start  my  treatment  at  TPI  in  the 
"putting  studio,"  where  the  floor  is 
lined  with  artificial  turf.  I  am  to  hit 
a  half  dozen  balls  into  the  cup.  But 
first,  Phillips  measures  my  putter  (yes, 
you  bring  your  own  clubs)  for  lie,  loft  and 
height  to  see  how  it  fits.  After  I  drain  five 
of  my  first  six  putts,  he  figures  it  is  about 
right  for  me.  Then  Phillips  uses  a  series  of 
high-speed  cameras  to  look  at  my  putting 
stroke  from  four  different  angles,  mostly 
in  super  slow  motion,  making  comments 
along  the  way.  As  he  talks,  Rose  types  his 
partner's  conclusions  into  a  computer. 
"W e  record  everything  here  today,  and  it 
will  become  part  of  a  personal  file  on  you, 
so  you  and  your  club  pro  back  home  can 
download  the  information  from  our  web- 
site when  you  get  home,"  he  says. 

On  to  swing  analysis.  The  first  room  I 
enter  houses  an  electromagnetic,  three- 
dimensional  diagnostic  imager  that  shoots 
240  frames  a  second  and  works  much  like 
an  MRI.  I  hit  a  bunch  of  five  irons  out  an 
open  door  bay  onto  the  practice  range. 
Phillips  throws  out  comments  about  the 
deficiencies  of  my  golf  swing  as  Rose 
types  the  information  into  the  system.  We 
spend  a  fascinating — to  me,  anyway — 90 
minutes  breaking  it  down,  also  using  a 
two-dimensional  swing-camera  analysis 
system  in  an  adjacent  room. 

That  done,  I  head  out  to  the  range  for 
half  an  hour  of  hitting  while  attempting  to 


incorporate  the  tips  Phillips  has  giver 
inside.  In  the  TPI  gym  Rose  puts 
through  an  hour-long  series  of  flexib 
tests  and  assesses  my  physical  strenj 
and  weaknesses.  The  idea  is  to  detem 
what  I  can  do  physically  when  it  come 
the  golf  swing  and  what  can  be  impn 
through  various  exercises  he  will  presci 

After  lunch,  we  move  on  to  club  fitt 
and  the  next  several  hours  are  heaven, 
buckets  and  buckets  of  balls.  I  smell 
freshly  mowed  grass  and  listen  to  the  so 
of  Pro  Vis  clicking  off  my  clubs.  I  start 1 
wedges,  and  my  fitter,  Cliff  Walzak, 
me  bang  a  dozen  balls  with  my  cun 
set.  He  asks  me  about  how  I  specific 
use  each  club.  Then  he  starts  handing 
different  wedges  to  try  and  asks  th 
hit  shots  of  varying  heights  and  distan 
After  watching  each  one,  and  listenin 
my  comments,  he  arrives  at  his  idea  of 
perfect  fit:  It  includes  one  wedge  with 
degrees  of  loft  and  another  with  60.  A 
suddenly  I  feel  my  confidence  rise  as  I 
a  final  dozen  or  so  balls,  just  knowing  t 
are  the  perfect  clubs  for  me. 

Finally,  we  move  to  drivers  and  ira 
utilizing  a  launch  monitor  that  measu 
exactly  the  ball  speed,  launch  angle 
backspin  rate  as  the  ball  comes  off  my  c 
face  at  impact.  Walzak  and  I  spend 
next  two  hours  hitting  balls,  and  by 
end  of  the  day,  he  has  a  list  of  specs 
irons  and  woods  I  can  use  when  I  buy  g 
equipment.  Not  surprisingly,  participa 
are  invited  to  order  gear  from  Titleist 
the  spot.  I  put  in  for  the  new  wedges. 

Phillips  has  analyzed  everything 
learned  about  my  swing  and  details  wll 
I  can  do  to  make  it  better.  Rose,  meantin 
outlines  a  personal  exercise  program,  ii 
eluding  general  conditioning  and  streng 
guidelines.  The  two  men  have  also  creati 
a  series  of  golf  psychological  evaluatioi 
based  on  the  information  provided  in  r 
initial  questionnaire. 

All  well  and  good,  but  the  most  impa 
tant  news  they  give  me  is  the  assuran 
that  the  results  of  my  TPI  session  are  ai 
cessible  on  their  website  only  by  passwoij 

I  feel  better  already,  knowing  I  won 
be  the  Paris  Hilton  of  golf  voyeurism. 

Titleist  Performance  Institute,  4ojjAven  't4 
de  la  Plata,  Oceanside,  CA  92056;  (888)  TH 
2004,  www.  titleistperformanceinstitute.  con 


Electronics  by  Thomas  Jackson 


Cinema  Paradiso 


he  InFocus  ScreenPlay  777  ($30,000; 
www.infocus.com)  arrived  at  our 
testing  facility  in  a  very  large  crate,  A 
ie  which  we  found  a  power  cord,  jH 
mote  control  and  the  projector  \ 
f:  a  shiny  black,  photon  tor- 
o-shaped  device  with  a  footprint 
size  of  a  manhole  cover.  What  we 
't  find  was  an  instruction  booklet — a 
r  message  from  the  manufacturer  to  not 

think  about  installing  the  777  ourselves, 
t's  a  job  best  left  to  an  expert,  who  will  bolt  it 
)ur  home  theater's  ceiling,  hook  it  up  to  the 
nition  source  of  your  choice — HDTV,  DVD  p 
>x — wire  in  your  surround  sound  and  give  yoi 
pelling  reason  never  to  visit  a  multiplex  again.  The 
projected  image,  which  can  shine  up  to  15-feet  wide, 
s  that  of  much  larger  three-gun  cathode  ray  tube 
ectors,  which  sell  for  thousands  of  dollars  more.  With 
ative  resolution  of  1280  x  720  and  2,000  lumens  of 
htness,  it  projects  crisp,  colorful  images.  And  unlike 
RT,  the  projector  itself  is  comely,  so  you  won't  have 
yyour  custom  installer  to  conceal  it.  Beautiful  design 
make  great  economic  sense. 


JACK  OF  ALL  TRADES 
Don't  be  fooled  by  the  look 
of  this  new  Toshiba:  It's  not 
like  all  the  other  laptops. 
In  addition  to  being  a  powerful 
computer  packed  with 
hefty  hardware — a  1.8-GHz 
processor,  NVIDIA  graphics 
card  and  a  100-GB  hard 
drive— it's  a  TV  too.  Digital 
convergence,  it  seems,  is 
finally  upon  us.  With  the 
Qosmio  G15-AV501  ($3,000; 
www.qosmio.com)  on  your 
desk,  you  can  crunch  numbers 
in  Excel,  surf  the  Net,  listen  to 
music  and  watch  the  Masters, 
all  at  once.  And  we're  not 
talking  about  choppy,  pixel 


ated  streaming  video,  either — 
it's  real  TV,  fed  in  through 
an  antenna  or  a  cable  box.  The 
capacious  hard  drive  allows 
for  TiVo-like  capabilities, 
and  a  special  app  called 
QosmioEngine  plays  DVDs  and 
TV  with  high-definition  clarity. 
The  screen  is  an  unusually 
bright  LCD  viewable  from 
multiple  angles,  while  the 
speakers,  made  by  Harman 
Kardon,  pack  an  impressive 
punch  for  their  size.  Weighing 
in  at  9.7  pounds,  the  Qosmio 
is  no  featherweight,  but 
with  an  entire  entertainment 
system  stuffed  in  there, 
who  would  expect  it  to  be? 
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Before. 


After 


Recrafting. 
The  return 
on  a  great 
investment. 

Return  your  worn  Allen-Edmonds 
shoes  to  their  original  glory  with 
Allen-Edmonds  Recrafting?  We 
use  the  same  techniques  when 
Recrafting  your  shoes  that  we  used 
in  their  original  construction.  Just 
mail  us  your  worn  Allen-Edmonds  in 
a  postage-paid  RecraftPak™'.  For  more 
information  or  your  free  RecraftPak. 
visit  your  nearest  Allen-Edmonds 
dealer  or  call  1877-495  5564. 

Mien 
Edmonds 

For  All  Walks  of  Life" 

allcncdnwiuh.com 


The  NewWave's  Sound 


Technophobes,  rejoice!  The  Bose  Wave 
Music  System  ($500;  vAvw.bose.com)  is 
reborn,  and  somehow  it's  even  more 
simple  and  elegant  than  before.  In  its 
new  incarnation,  all  the  buttons  have 
been  wiped  away,  reducing  the  player 
to  two  speakers,  a  digital  readout  and 
a  slot-loading  CD  player.  The  controls 
have  been  banished  to  a  credit  card- 


THE  MP3'S 
NEW  CLOTHES 

In  a  fair  fight,  Bang  &  Olufsen's 
BeoSound  2  MP3  player 
($460;  www.bang-olufsen.com) 
doesn't  stand  a  chance  against 
Apple's  iPod  mini.  The  little 
Dane  has  a  fraction  of 
the  mini's  storage  capability, 
it  lacks  a  display  screen 
and  it  rings  up  at  almost 
twice  the  price.  But  if 
you  limit  the  comparison 
to  portability,  sound 
quality  and  the  most  elusive 
factor,  hipness,  this  little 
pocket  UFO  holds  its  own 
quite  nicely.  It's  practically 
weightless  at  just  3.17 
ounces,  and  sleek  at  2.87 
inches  in  diameter.  Its 
rechargeable  battery  churns 
out  a  respectable  10  hours 
of  play,  and  the  sound  quality 
lives  up  to  the  snobbiest 
Scandinavian  standards. 
The  headphones  alone  are  an 
ergonomic  triumph.  Each 
is  equipped  with  an  adjustable 
clip  that  fits  snugly  around 
the  ear,  holding  the  bud 


sized  clicker — a  clever  innovation  untl 
falls  behind  the  sofa  cushions.  The  re 
important  advance  is  in  sound  qual 
This  pint-sized  unit  booms  just 
before,  but  with  crisper  midtones 
bass  half  an  octave  lower.  Turn  it 
close  your  eyes  and  you'll  think  yoi) 
listening  to  a  surround-sound  systl 
that  costs  five  times  more. 


■  M 


comfortably  in  place.  Best 
of  all,  the  BeoSound  2 
just  got  some  new  clothes: 
a  Nomade  Series  leather 
case  by  Louis  Vuitton  ($630; 
available  at  select  Louis 
Vuitton  stores,  866-884-8866). 
It  costs  more  than  the  player 
itself,  but  when  it  comes 
to  style,  who's  counting?  • 


ONE   IVI  O  MENT  PLEASE 


HOLD  YOUR  HORSES 


KEEP*  YOUR  PANTS  ON 


Styles  from  business  to  casual,  sizes  6-16  and  widths  AAA  to  EEE.  Truly  the  widest  selection 
available,  plus  a  multitude  of  belts  and  shoe  care  accessories  you'll  want  to  stop  and  see.  Or  at  least 
slow  down  for.  To  request  a  catalog  or  locate  your  nearest  Allen-Edmonds  dealer,  call  1-800-235-2348. 


For  All    Walks  of  Life™  From  top  to  bottom:  Nottingham.  Cortland,  Assorted  Leather  Belts  atlenedmonds.com 


SURGEON  GENERAL  WARNING:  Cigar 
Smoking  Can  Cause  Cancers  Of  The  Mouth 
And  Throat,  Even  If  You  Do  Not  Inhale. 


Of  all  the  vehicles  on  the  road,  nothing 
becomes  a  part  of  you  like  a  rugged,  ageless 
pickup.  And  of  all  the  cigars  in  America, 
nothing  enhances  your  moments  of  reflection 
like  the  smooth,  timeless  taste  of  a  Macanudo. 
That's  what  inspires  the  passion  that  makes 
Macanudo  America's  best-selling  premium  cigar. 


MACANUDC 

An  American  Passioi 


THE  BEST- SELLING   PREMIUM  CIGAR   IN  AMERI 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VI 


Wheels  by  Patrick  Cooke 


Duestion:  When  is  a  coupe  not  a  coupe?  Answer: 
in  January  2005.  You'll  kindly  observe  that  the 
^  new  Mercedes-Benz  CLS500  features  the  low- 
>g  profile  of  the  classic  coupe,  and  yet  has — what's 
?! — four  doors.  The  302  hp,  5.0-liter  V-8  is  a  further 
arture  from  the  Benz  tradition,  targeted  to  appeal  to 
young  set,  whose  misguided  search  for  individual  flair 
r  have  led  them  in  the  past  to,  let's  just  say,  other 
opean  brands.  So  how  do  you  lower  the  roofiine  and 
offer  headroom  and  ease  of  entry  into  the  backseats? 
have  no  idea.  But  it  seems  to  work.  The  CLS500  seats 
•  and  only  four  people.  Not  five.  Not  six.  To  guarantee 
:  you  understand  this,  a  fixed  center  console  sits  sternly 
veen  the  back  two  seats.  The  driver  will  have  fun  futz- 
with  the  CLS5oo's  suspension  system,  which  offers 
:e  different  ride  settings  from  comfort  to  sporty.  To  be 
ed in  the  mid-$6o,ooo  range,  www.mbusa.com. 


REBEL  REBEL 
If  the  Guggenheim  Museum 
ever  revives  its  Art  of 
the  Motorcycle  exhibit, 
we  suggest  Confederate 
Motorcycles'  F124  Hellcat 
for  its  front  window. 
Handcrafted  in  limited 
numbers  at  a  small  workshop 


in  New  Orleans,  the  1930s- 
inspired  F124  is  derivative 
of  no  other  design  on  the 
road.  A  lightweight,  superrigid 
frame  supports  an  S&S 
V-Twin  engine  that  turns  out 
140  hp.  Straightforward, 
fast  and  easy  as  hell  to  ride. 
$60,000.  (504)  561-9122, 
www.  confederate,  com. 


OUR  DREAM 
GARAGE 
STARTS  HERE. 


GearTrackIM  Channels 

Get  items  off  the  floor. 
Reposition  with  ease. 


Freezerator'M  Convertible 
Refrigerator/Freezer 

Innovative  garage  appliance 
with  a  large  freezer  on  the  bottom 
and  a  refrigerator  on  the  top. 


Gladiator™ Roll  Flooring 

Renew  and  protect  your  floor. 

Giadiator™GarageWorks  GearBoxes 
start  at  just  $149.99.  Call  866-342-4089. 
or  visit  GladiatorGW.com  to  learn  more 
Join  the  Team  Gladiator™  inner 
circle  for  special  offers 

*Registered  Uademark/"JTrademarl<  of  Whirlpool.  U.S.A. 
C?004  Whirlpool  Corporation.  All  rights  reserved. 


Rendering  of  th 
1946  "Junior  Bentley 


Superior  Genes 


Don't  let  the  ponderous  title  throw  you.  The  DNA  of 
Bentley:  Rich  Heritage,  Challenging  Future,  by  Richard 
Feast,  offers  a  feast  of  its  own  in  fine  photographs  and 
impressive  scholarship.  The  history  is  a  must-read  for 
Bentley  owners  or  devotees  of  the  marque.  S25;  Motorbooks 
International;  www.  motorhooks.com. 


I  SING  THE 
BIKE  ELECTRIC 

If  you  believe  in  the  black 
helicopters,  you'll  be  interested 
to  know  that  the  black  bicycles 
are  out  there,  too.  For  real,  man! 
The  WaveCrest  TidalForce 
M-750  is  a  rechargeable  electric 
mountain  bike  with  a  top  speed 
of  20  mph  and  a  range  of  20 
miles  before  the  battery  requires 
topping  up.  (Traveling  downhill 
reenergizes  the  battery  as  well.) 
Twenty-one  speeds  allows  the 
rider  to  join  in  by  pedaling,  but 
gliding  along  silently,  in  either 
cruise  or  turbo  mode,  is  the 
most  fun.  The  M-750  has,  in 
fact,  become  popular  with  out- 
doorsmen  and  the  military — it 


comes  in  camo  color,  if  you 
prefer — because  unlike  ATVs 
it  has  no  odiferous  emissions  and 
no  heat  signature.  It  also  folds 
in  half  for  storage  and  transport. 
For  the  less  clandestinely 
inclined,  WaveCrest  makes 
a  colorful  beach  cruiser  called 
the  iO.  It  even  comes  in  a  step- 
through  model.  (They  don't 
call  them  "girl's  bikes"  any- 
more.) $2,500.  (888)  880-1988, 
www.  tidal  force,  com. 


s^T  GLADIATOIt 

M,,GARAGf  WO  R  K  S 

1  by  Whirlpool  Corporatibn 


of 


THE  PENINSULA 


HOTELS 


nsula  experience  a  warm  welcome  from  Doormen  like  Richard  Coley. 


Always  at  your  service  in  Manhattan.  Here,  one  of  our  Pages  walks  four  (and  holds  one) 
of  our  special  guests  at  the  landmark  corner  of  Fifty-Fifth  Street  and  Fifth  Avenue. 


THE  PENINSULA 

HOTELS 

TO  VIEW  MORE  PORTRAITS  OF  PENINSULA  AND  LEARN  ABOUT  THE  WORLD'S  MOST  CELEBRATED  HOTEi 

PLEASE  VISIT  US  AT  PENINSULA.COM. 

HONGKONG        NEW  YORK        CHICAGO        BEVERLY  HILLS        BANGKOK        BEIJING        MANILA       TOKYO  2(1 

'ThtFJeadinglfotels  ofthtWorld 


Society  by  Jill  Brooke 


Should  Aulld 
Acquaintance 


Be  Forgot... 


hat  happens  to  lifelong  friendships 

when  one  of  you  suddenly  becomes  rich? 


t  Manhattan's  Capitale  restaurant,  where  creamy 
%   silk  curtains  billow  from  65-foot  ceilings,  a  top 
Bear  Stearns  executive  named  John  Howard  was 
lg  ribbed  by  a  friend.  Howard  is  a  generous  host.  For 
wedding,  he  hired  the  ultrachic  celebrity  chef  Jean- 
>rges  Vongerichten  to  prepare  the  food.  Now  he  was 
lg  told  by  one  of  his  pals  that  the  party  cost  more 
1  some  of  his  friends'  annual  salary.  Howard  chuckled 
iously  at  the  delicately  lobbed  zinger.  Noblesse  oblige 
fie  price  men  and  women  pay  when  they've  become 
Her  than  everyone  else  at  the  table. 
Did  friends,  says  Howard,  remind  us  who  we  are.  "If 
jj  define  yourself  by  your  wealth,  your  friends  won't 
Uisure  up  and  you're  going  to  want  to  be  friends 
j|h  Donald  Trump  and  other  moguls,"  he  ob- 
liges. "I've  seen  it  happen  a  lot.  But  if,  like  me, 
|  j  define  yourself  as  someone  who  has  been  for- 
liate  and  lucky  to  have  skills  that  allowed  you  to 
lute  the  wealth,  you'll  want  to  share  it  and  main- 
||i  your  friendships.  My  friends  are  interesting 
ll  grounded  people.  Some  just  aren't  in  fields 
lit  pay  a  lot." 

jfohn  Howard  is  fortunate.  After  all,  as  the  Greek 
i  ywright  Aeschylus  wrote,  "Few  men  have  the  natu- 
r  strength  to  honor  a  friend's  success  without  envy 
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One-sided  wealth  can  often  test  relation- 
ships. Stephen  Goldhart  and  Joan  DiFuria, 
the  co-directors  of  California's  Money, 
Meaning  6c  Choices  Institute,  call  it  "the 
unease  disease."  And  it  usually  falls  to  the 
more  successful  of  the  two  friends  to  sus- 
tain the  relationship. 

"Clearly,  it  can  create  tensions,"  says 
Howard's  oldest  childhood  friend  Jim 
Warren,  a  Chicago  Tribune  deputy  manag- 
ing editor.  "It  is  kind  of  awkward  to  be  at  his 
house  and  be  waited  on.  I'm  used  to  doing 
my  own  dishes.  Even  old  friends  may  need 
a  degree  of  their  own  self-confidence  and 
self-esteem  not  to  be  put  off  by  that." 

It  helps  if  valued  friends  are  not  the 
kind  of  opportunistic  hangers-on  being 
paraded  on  the  HBO  series  Entourage. 
Best  if  they  have  their  own  careers,  their 
own  lives  and  their  pride. 

Chazz  Palminteri,  the  actor,  director 
and  screenwriter,  remembers  a  day  when 
he  was  sitting  in  his  California  apart- 
ment. The  paint  was  peeling,  the  Ikea  fur- 
nimre  needed  replacing.  Then  a  messenger 
knocked  on  the  door — with  a  $500,000 


check  for  his  movie  script  of  A  Bronx  Tale. 
Suddenly  his  life  was. .  .different. 

"A  few  guys  just  didn't  want  to  hang 
out  anymore,"  says  Palminteri,  who  has  a 
new  movie,  Noel,  being  released  this  fall. 
"But  most  of  my  old  friends  are  still  my 
friends.  I  make  sure  we  get  together  every 
January  in  the  Bronx,  where  we  grew  up. 
I've  come  to  learn  that  my  life  can  be  a  lit- 
tle intimidating.  Yet,  I  know  in  my  heart 
I'm  still  the  same  guy,  even  with  all  this." 

Still,  seismic  shifts  in  lifestyle  between 
friends  can  create  potentially  treacherous 
chasms. 

"When  he  got  nominated  for  an 
Academy  Award,"  says  Palminteri's  child- 
hood friend  Phil  Foglia,  a  lawyer  in  the 
Bronx,  "he  flew  me  and  my  wife  out  to 
Hollywood  and  put  us  in  a  top  hotel  and 
took  us  to  the  Oscars.  It  was  typical  Chazz. 
Generous  and  there  for  you.  He  invites  us 
to  all  these  things  and  we  can't  reciprocate 
in  the  same  way.  If  I  were  more  insecure 
it  would  feel  uncomfortable.  But  what  can 
you  do,  take  him  out  for  dinner?" 

Palminteri,  listening  to  the  conversa- 


tion, says,  "Yesssss." 

Chappy  Morris,  a  New  York-bai 
private  investor,  says  he  is  always  amai 
when  some  friends  resist  inviting  hirn 
their  homes. 

"They  say  they  would  be  embarrassfl 
He  shakes  his  head.  "I  don't  care  if  1 
serve  me  spaghetti.  It's  the  company  I  c 
about.  It's  the  same  with  gifts.  You  dc 
have  to  buy  me  the  same  thing.  Make 
a  drawing.  But  do  something." 

Christopher  Mogil's  inheritance  mi 
him  so  uneasy  that  he  founded  a  nonpn 
organization  called  More  Than  Mori 
which  helps  people  with  financial  s 
pluses  to  find  fulfilling  ways  to  integr 
money  and  relationships.  "The  value 
money  sometimes  gets  confused  with 
value  of  other  important  currencies  i 
relationship,"  says  Mogil,  who  also  pi 
lishes  a  quarterly  periodical.  "I  can  ps 
therapist,  hire  all  the  people  to  wait  on  1 
But  it's  not  the  same  as  having  a  fri( 
who  cares  or  really  knows  me." 

A  culture  that  idolizes  only  fame,  f 
tune  and  the  ability  to  get  a  table  at  Boi 


MORRELL 

ONE  ROCKEFELLER  PLAZA     THE  MORRELL  WINE  EXPERIENCE 
America's  Premier  Wine  Merchant 


Simplify  your 
holiday  gift  shopping 

with  Morrell  wine  gifts  delivered  i 
Morrell  signature  red  gift  boxes. 

Order  our  wine  gift  sets  online  at 
www.morrellwine.com 
or  call  us  at  1-800-96-WINES. 

E-mail  us  at 
catalog@morrellwine.com 

and  we  will  send  you  our  four  cole 
wine  catalogue  for  free. 


>  •WWW.MORRELLWINE.COM 


"It's  like  having 
lunch  with  a 
delightful  and 
hilarious  friend 

who  you  wish 
could  stay  on 
into  the  evening 
for  just  one  more 
story,  one  more 
tale.  TOUCHING 
AND  INSPIRING." 

—Sarah  Jessica  Parker 


'or'»o,d  b, 
KAT,E  C0VRlc 


Go  deeper. 
TALES  FROM 

THE  BED 
will  inspire  you 
to  dream  bigger, 
work  harder,  and 
love  endlessly. 

AVAILABLE  WHEREVER 
BOOKS  ARE  SOLD. 


A 

ATRIA 

BOOKS 

A  DIVISION  OF  SIMON  &  SCHUSTER 
A  VIACOM  COMPANY 

A  PORTION  OF  THE  AUTHORS' 
PROCEEDS  FROM  THIS  BOOK 
WILL  BE  DONATED  TO 
PROJECT  A.L.S. 

www.projectals.org 


is  bound  to  produce  personalities  like 
Sinclair  Lewis'  Babbitt,  the  soulless  shell 
who  values  only  money  and  commerce. 
Richard  Thompson,  the  chief  .executive 
officer  of  the  Meow  Mix  Company,  might 
have  been  a  perfect  candidate  for  that 
path — gorgeous  homes  and  a  Hawker 
jet — but  he  never  lost  sight  of  the  fact  that 
he  was  a  farm  boy  from  Kansas. 

"A  lot  of  people  I  now  meet  in  this 
world  are  so  self- involved,  they  only  talk 
about  themselves,"  he  says.  "And  they're 
not  necessarily  that  interesting."  His  most 
meaningful  friends  remain  a  transplant 
surgeon  in  Wisconsin  and  a  restaurateur 
who  would  "give  me  his  last  hamburger"  if 
he  asked  for  it.  "You  get  used  to  this  life," 
he  says,  wistfully.  "They  help  me  stay  in 
touch  with  reality." 

Another  way  to  avoid  the  "unease  dis- 
j  ease"  is  to  eschew  living  large.  Jack  Leven- 
thal,  a  managing  director  for  Deloitte  & 
Touche,  says  he  lives  "under  [his]  means." 
He  could  afford  a  nicer  house  closer  to 
other  investment  bankers,  but,  he  says,  "my 
old  friendships  matter  more.  I  really  like 
my  friends  who  are  in  different  fields. 
We've  been  together  for  decades." 

Fox  News  anchor  Bill  O'Reilly  follows 
the  same  principles.  "I  don't  talk  about 
money  so  it  doesn't  become  an  issue,"  he 
says.  "I  drive  the  same  three-year-old  car. 
There  is  no  context  for  money  to  be  a 
problem .  I'll  pick  up  some  tabs,  but  we  re- 
late the  same  as  ever." 

Every  two  years,  O'Reilly  puts  together 
a  trip  with  his  lifelong  friends.  This  year, 
he  took  18  pals  to  the  Grand  Canyon. 
"That's  the  magic  of  these  gatherings,"  he 
says.  "All  of  us  like  and  respect  each  other, 
and  all  the  stuff  we  have  in  our  lives  is  left 
back  home." 

Still,  what  happens  to  the  magic  when 
it  comes  to  the  delicate  matter  of,  say,  a 
loan?  The  petitioner  is  aware  that  the 
friend  is  loaded.  No  big  deal,  right?  True, 
but  not  the  point.  Many  people  of  sudden 
wealth  develop  a  creeping  paranoia  that 
friends  may  now  see  them  as  an  ATM. 

It  can  also  become  awkward  when  a 
friend  merely  discloses  details  of  financial 
struggles.  The  natural  inclination  is  to 
offer  help,  but  how  to  do  that  while  pro- 
tecting the  person's  dignity. 

Richard  Kirshenbaum,  the  co-chair- 
man of  advertising  agency  Kirshenbaum, 


Bond  &  Partners,  recalls  the  time  an  a( 
friend  shared  with  him  the  difficulty 
was  having  making  ends  meet  in  betwi 
shows.  "I  consciously  didn't  want  to  of 
money  because  it  could  make  him 
uncomfortable,"  he  says.  Instead,  Kirsh 
baum  commissioned  him  to  create  a  hi 
day  card  for  his  family.  "I  genuinely  1 
his  work  and  wouldn't  have  done  it 
didn't,"  he  says. 

Nikolaus  Heidegger,  a  board  execui 
at  MBT  Shoe  Company,  found  himi 
in  a  similar  situation.  Instead  of  offer 
a  loan,  he  provided  expertise  in  revisin 
friend's  business  plan. 

Big  money  issues  aside,  problems  « 
arise  between  friends  when  it  comesi 
something  as  simple  as  who  picks  up 
tab  at  a  restaurant.  One  Internet  millir 
aire  says  that  he  felt  a  "stickiness"  in  the 
whenever  the  check  arrived  at  the  tab 
and  finally  became  exasperated  at  bei 
expected  to  pay  for  everyone's  meal.  B 
what  was  the  alternative?  If  he  didn't  p 
up  the  tab,  he  ran  the  risk  of  being  pegg 
as  a  cheapskate. 

"You  have  to  manage  expectation 
advises  psychologist  Stephen  Goldbart 
had  one  patient  who  was  upset  because : 
two  years  he  had  been  taking  his  frien 
on  trips  and  then  the  third  year  had  to 
something  else  that  month.  They  wj 
disappointed.  He  felt  taken  advantage 
until  he  realized  he  had  set  up  the  expfl 
tation.  He  should  have  communicac 
that  this  is  something  he  occasional 
wants  to  do." 

Goldbart  also  suggests  that  one  persi 
should  not  always  pay  for  meals  to  crea 
balance  in  the  relationship.  "Let  frien 
choose  a  restaurant  that  is  in  a  price  ran 
that  both  parties  can  split,"  he  says. 

In  other  words,  one  cure  for  the  "unea 
disease"  is  maintaining  equality  amoi 
unequals.  After  all,  lasting  friendship 
about  emotional  parity,  and  while  nobot 
is  handing  out  bumper  stickers  readii 
HUG  A  RICH  PERSON  today,  the  pain  th 
the  wealthy  person  feels  in  times  of  lo 
or  happiness  in  times  of  triumph  are  rc 
human  passions  that  need  to  be  shan 
with  a  friend,  too.  As  writer  Elizabe 
Foley  put  it,  in  the  end,  "The  most  beai 
tiful  discovery  true  friends  can  make 
that  they  can  grow  separately  witho 
growing  apart."  • 
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AYE  A  MAGNIFICENT  TIME  FOR  $14.95' 

TAKE  ADVANTAGE  OF  OUR  TRIAL  OFFER 

Klaus  Kobec  Couture  Sports  Two  Tone  has  polished  golden  numerals  inlaid  on  a  fine  white  textured  dial.Rich  and  extravagant  18k  gold  plated  accents 
ie  crown,  pushers  and  bracelet  attachments  coupled  with  brushed  gold  plated  centre  links  of  the  stainless  steel  bracelet,  together  create  and  intriguing 
ure  of  opulence  and  rugged  reliability. 

imepieces  International,  we  are  so  confident  of  the  quality  and  beauty  of  our  products  that  we  want  everyone  to  be  able  to  experience  wearing  our 
rious  Couture  Sports  Two  Tone  model  -  risk-free!  Simply  place  your  order,  pay  only  $U.95*  plus  s&h,  and  enjoy  your  magnificent  timepiece  for  a  full 
ays.  You  will  receive  massive  savings  of  $670  against  the  recommended  retail  price.  In  the  unlikely  event  that  you  do  not  wish  to  keep  it,  just  return  it 
s  and  you  will  receive  a  full  refund  of  the  trial  fee  (less  s&h).  So  how  can  we  make  an  offer  like  this9  The  answer  is  beautifully  simple.  We  have  no 
dleman  to  pay.  No  retail  overheads  to  pay.  And  not  the  usual  mark-up  to  make,  which  on  luxury  items  (including  watches)  can  be  enormous.  Buying 
from  the  manufacturer  means  incredible  savings.  We  just  make  beautiful  watches,  beautifully  simple  to  buy.  For  full  details  call  our  sales  hotline 
•800-550-TIME  (1-800-550-8463).  Hurry,  this  offer  is  available  for  a  limited  period  only. 


)  DAY  MONEY 

\CK  GUARANTEE 


5-YEAR  UNLIMITED 
MOVEMENT  WARRANTY 


FEATURES  INCLUDE.  STAINLESS  STEEL  CASE.  STAINLESS  STEEL  AND  GOLD  PLATED  BRACELET  STAINLESS  STEEL  BUTTERFLY  CLASP  TO  THE 
BRACELET  CHRONOGRAPH  FEATURING  HOURS.  MINUTES  AND  SECONDS  DIALS.  CALENDAR  WATER  RESISTANT  TO  3ATMS.  SUPPLIED  TO  YOU  IN  A 
MAGNIFICENT  PRESENTATION  CASE  STOPWATCH  MOVEMENT  NOT  AVAILABLE  ON  LADIES  MODEL. 


CREDIT  CARD  HOTLINE  1 -800-550-TIME  (1-800-550-8463),  24  HOURS  A  DAY,  SEVEN  DAYS  A  WEEK. 
PLEASE  QUOTE  CODE  PFYI4DTT.  SB 


IEPIECES  INTERNATIONAL,  3580  NORTH  WEST  56TH  STREET,  FORT  LAUDERDALE,  FLORIDA  33309.  FAX:  1  888  675  3045.  WWW.timepieceSUSa.com 

rS  TRIAL  PRICE  $14  95  PLUS  FOUR  MONTHLY  PAYMENTS  OF  $43  51  LADIES  TRIAL  PRICE  $14  95  PLUS  FOUR  MONTHLY  PAYMENTS  OF  $42.51  $14.95  TRIAL  OFFER  PERMITS  CUSTOMERS  TO  RECEIVE  OUR  COUTURE  SPORTS  TWO  TONE  TIMEPIECE 
ASSESSMENT  FOR  A  30-DAY  TRIAL  PERIOD  WITH  THE  RIGHT  TO  RETURN  THE  MODEL  WITHIN  THE  30  DAYS  WITH  NO  ADDITIONAL  CHARGES  ILESS  S&HI  CUSTOMERS  WHO  OPT  TO  RETAIN  THE  WATCH  WILL  BE  BILLED  THE 
TANDING  BALANCE  PLUS  ANY  APPLICABLE  TAXES  IFL  6%l  FOR  THE  CHOSEN  MODEL  EITHER  IN  FULL  OR  THROUGH  AVAILABLE  PAYMENT  OPTIONS 
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PRrVATE  DINING  AT  FLEMING'S: 

It's  how  a  business  gathering' 
becomes  a  business  event. 


Whether  you're  hosting  an  intimate  party  or  require  a  private  dining  room  for  a  larger 
gathering,  Fleming's  will  custom-tailor  an  event  worthy  of  the  occasion.  Choose  a  menu 
with  our  prime  steaks  or  other  selections  paired  with  wines  from  our  award-winning  list. 


WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES. 


FLEMING'S  PRIME  STEAKHOUSE  &  WINE  BAR 

Visit  flemingssteakhouse.com  for  locations. 


Wine  &  Spirits  by  Richard  Nalley 


Corkscroo 


Go-to  gifts  for  the  wine  lover 


t's  not  just  your  imagination — there  are  a 
lot  of  tacky  wine  gifts  out  there.  (One  personal 
favorite:  a  doormat  that  reads  "We  serve  only  the 
sst  vintage  wines. ..Did  you  bring  any?"  Har,  har.) 
H,  since  all  the  wine  lovers  on  your  holiday  shopping- 
are  Cary  Grant-like  paragons  of  suavity,  you  will 
have  to  dig  a  little  deeper. 
For  a  stocking  stuffer,  you  can't  go  wrong  with  the 
3-Bouchon  Zig-Zag  {tire-bouchon  means  "cork  pull," 
amis),  an  accordionlike,  kinetic  sculpture  of  a 
kscrew  that  works  like  a  dream,  saving  your 
st  from  the  dreaded  effects  of  "sommelier's 
drome" — kind  of  like  tennis  elbow,  except 
1 1  just  made  it  up — and  graceless  wrassling 
h  a  recalcitrant  cork.  The  Zig-Zag  has 
tisfying  heft  to  it,  pops  bottle  caps  as  a 
eline  and  most  importantly,  makes 
lundane  chore  fun  again.  It's  $34  at 
w.corkscrew.com.  (And  yes,  there  is 
ebsite  devoted  to  corkscrews.) 
The  Rare  Wine  Co.  (800-999-4342, 
rw.rarewineco.com)  offers  a  trove 
luxury  wine  gift  ideas,  including, 
:he  name  would  suggest,  rare  wine, 
t  owner  Mannie  Berk  has  also 
lowed  his  wine  gear  obsessions  to 
are-thee-well.  One  result  is  the 
re  Wine  Co.'s  annual  fall  offering 
the  antique  crystal  decanters  (about 
o  and  up)  Berk  has  scouted  out 
>und  Europe  and  the  U.S. 
But  this  year,  for  the  first  time, 
rk  has  also  produced  his  own 
e  jug:  a  limited  edition  of  120 
med,  dated  and  numbered)  based 
a  fine  pair  of  circa  1 770  Georgian 
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From  left.  The  Rare 
Wine  Co.'s  Georgian 
decanter,  the 
Tire-Bouchon  Zig-Zag 
and  Riedel's  "0" 
series  of  tumblers. 


,  Si 
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decanters  in  his  collection  and  handblown 
for  him  in  England  by  John  Jenkins  & 
Sons.  A  handsome  article  this  decanter  is, 
too,  with  its  cut-star  stopper,  "fish-scale" 
neck  cutting  and  engraved  band,  yours  for 
the  not  unreasonable  sum  of  $325. 

Meanwhile,  back  in  the  future,  the  data- 
heads  on  the  receiving  end  of  your  largesse 
will  rejoice  at  the  opportunity  to  load  even 
more  stuff — like  5,000  wine  reviews — into 
their  Palm  OS  3.5  (or  higher)  PDAs.  The 
rather  sordidly  named  Parker  in  Your  Palm 
is  like  taking  top  wine  critic  Robert  M. 
Parker,  Jr.,  to  a  wine  shop  or  restaurant 
with  you,  without  having  to  support  the 
big  lug's  expensive  drinking  habits.  The 
version  for  eRobertParker.com  subscribers 
($30)  allows  you  to  download  as  many  recent 
reviews  from  Parker's  website  as  memory 
allows;  the  stand-alone  version  ($50)  comes 
ready  with  that  5,000-wine  database.  You 
can  search  for  beverage  perfection  by  vin- 
tage, region,  rating  or  desired  cost,  and 
never  again  have  to  drink  alone,  or  anyway, 
choose  what  to  drink  alone. 

One  of  the  great  drawbacks  to  being 
a  wine  hobbyist  is  having  to  cart  the 
#!<®&*!  bottles  around.  Heavy  wooden 
cases  lead  to  back  strain  and  splinters,  and 
cardboard  cases  tend  to  burst  open  at  the 


bottom  like  bomb-bay  doors,  especially 
after  a  brisk  workout  with  an  airline  bag- 
gage handler.  The  best  solution  to  date: 
the  Twelve  Bottle  Wine  Kaddy  from  Napa, 
California's  Bounty  Hunter  Rare  Wine  & 
Provisions  Company  (800-943-WINE, 
www.bountyhunterwine.com). 

With  an  outer  shell  of  riveted  alu- 
minum and  thick  foam  inserts,  the  Kaddy 
not  only  protects  from  impact  breakage 
but  also,  the  company  claims,  damage 
from  temperature  extremes.  At  $350,  it 
will  pay  for  itself  if  it  saves  even  a  few  bot- 
tles a  year.  Even  better:  It  is  surprisingly 
lightweight  (about  15  lbs.),  and  comes 
with  built-in  wheels  and  a  removable  han- 
dle, making  the  box  so  easily  portable  you 
may  want  to  keep  a  case  of  wine  with  you 
at  all  times. 

Quite  probably  the  most  engrossing 
wine-oriented  coffee-table  book  of  the  sea- 
son is  Bordeaux  Chateaux:  A  History  of  the 
Grands  Crus  Classes  1855—2005  (Editions 
Flammarion,  $60).  To  be  published  in 
December,  Bordeaux  Chateaux  is  a  lavish 
homage  to  the  61  aristocratic  grands  crus 
("great  growth")  wineries  that  topped  the 
Bordeaux  charts  back  in  1855  and  have 
stayed  there  for  150  years.  The  luscious, 
evocative  photographs  are  meant  to  flatter 


the  chateaux  and  their  surroundings,  al 
it  works — not  too  many  pages  along  y< 
begin  to  feel  tinges  of  self-pity  abo 
being  born  into  the  wrong  familv.  In  a< 
dition  to  portraits  of  each  chateau,  the  ta 
features  articles  on  the  1855  classificatic 
itself,  on  Bordeaux's  agricultural  partici 
larities  and  introductory  texts  by  Englii 
wine  guru  Hugh  Johnson  and  Freno 
connoisseur  Jean-Paul  Kauffmann. 

It's  not  often  that  there  is  anythir 
so  innovative  as  to  be  noteworthy  : 
the  world  of  wine  glasses,  but  Austria 
Riedel — glass-maker  to  the  stars  or, 
least,  to  lots  of  winemakers — has  takd 
the  radical  step  of  eliminating  the  sten) 
from  its  "0"  series  of  wine  tumble' 
(www.riedel.com).  The  debut  offerin 
from  nth-generation  family  glass-meistj| 
Maximilian  Riedel,  the  machine-maa 
"O"  series'  six  sizes  are  designed,  lill| 
Riedel's  much  pricier  lead  crystal  stent 
ware,  to  showcase  the  specific  virtufl 
of  various  wine  types  (Cabernet/Merl© 
say,  or  Chardonnay)  and  certainly  standi 
better  chance  of  surviving  the  dishwashei 
At  $10  to  $12.50  apiece,  you  may  want  t 
lay-in  a  batch  yourself.  Can't  have  Unci 
Bob  drinking  out  of  the  bottle  at  thj 
family  feast  again  this  year  • 
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Great  sports  cars  must  handle  superbly  and  the  key  is  balance.  With  its  mid-front  mounted 
6.0  litre  v'12  engine  and  mid-rear  mounted  six-speed  transmission,  the  DB9  has  perfect 
50:50  weight  distribution.  In  harmony  with  its  driver  and  in  harmony  with  the  road. 


Aston  Martin  North  America,  One  Premier  Place,  Irvine,  CA  92618. 

;  866  -  N  A-ASTO  N  ,  Facsimile  949-341-6155.  enquir1@astonmartin.com,  www.astonmartin.com 


Quintessentials  by  Mark  Grischke 


The  Sky's  the  Limit 

In  the  age  of  ripstop  nylon,  some 

still  prefer  to  travel  in  style. 


Diven  the  range  of  indignities  to  which  passen- 
gers and  their  luggage  are  subjected  these  days, 
it  may  be  impossible  for  the  average  business 
eler  to  imagine  anything  more  decadent  than  a  beau- 
1,  handmade  leather  suitcase.  Then  again,  there  are 
tie  for  whom  stylish  one-upsmanship  is  a  way  of  life, 
ether  they're  talking  cars,  wine  or  leather  goods, 
out  as  far  up  the  "one-up"  ladder  one  can  go  sits  the 
erable  house  of  Bottega  Veneta.  Founded  in  1966,  it 
yed  steady  but  understated  success  through  various 
of  logo  mania,  famously  bucking  trends  with  ads  that 
ntified  it  as  the  bag  to  choose  "when  your  own  initials 
enough."  Purchased  in  2001  by  the  Gucci  Group, 
as  entrusted  to  German  iiberdesigner  Tomas 
tier,  who  managed  the  delicate  balancing  act  of 
nvigorating  everything  while  changing  nothing, 
e  to  the  brand's  original  aesthetic,  there  are  still  no 
Tigner  logos  to  be  found — but  those  in  the  know  will 
jognize  the  handmade  details  and  distinctive  palette 
i||t  are  the  work  of  the  company's  Venetian  studios. 
If  course,  pieces  this  fine  aren't  meant  to  be  tossed 
ftund  by  surly  baggage-handlers:  Bottega  Veneta 
jjlitely  offers  protective  coverings  for  each 
Ifm,  but  we  suspect  these  bags  spend  most 
■their  time  in  first-class  cabins  or  private 
lis.  And  while  the  price  tags  are  astonish- 
j|;ly  high,  you  ultimately  get  what  you 
11/  for — unlike  many  status  products, 
jiich  quickly  fall  out  of  favor  (or 
lit  fall  apart),  a  bag  from  Bottega 
jlneta  will  probably  travel  better,  and 
We  more  gracefully,  than  its  owner. 
nocodile  carry-on,  $20,000,  and  suit- 
lie,  $j6,8oo,  at  Bottega  Veneta;  (877)362- 
Ij,  www.bottegaveneta.com.  • 
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WE  DON'T  JUST  SPEAK 
INSURANCE  AND  INVESTING. 

WE'RE  ALSO  DEDICATED 
TO  SPEAKING  PLAIN  ENGLISH. 


At  Genworth  Financial,  we're  committed  to  making  insurance  and  investing  as  easy  as  possible. 
We're  working  hard  to  present  information  in  a  straightforward,  understandable  way  that  lets 
people  make  smart  decisions.  And  that's  what  makes  us  clearly  different. To  find  out  more,  ask 
your  financial  professional,  visit  genworth.com  or  call  1-888-GENWORTH. 

Employee  Benefits,  Life  and  Long  Term  Care  Insurance 

that  protect  your  family  and  your  nest  egg. 

Retirement  Income  and  Investments 

that  help  preserve  your  lifestyle. 

Mortgage  Insurance 

that  makes  affordable  home  ownership  a  reality. 


Genworth 

Financial 

Built  on  GE  Heritage 


rigtns  reserved.  GF 


Spas  by  Lorraine  Cademartori 


ater,  Water 
Everywhere 

'hey're  messy,  they're  wet  and  lets  face  it,  some 

of  them  sound  a  little  strange,  but  hydrotherapy 
services  are  winning  over  curious  spa  clients. 


hen  people  want  stress  relief,  they  tend  to  go 
for  massage — the  manipulation  of  muscles, 
the  prone  sleeping  position  and  the  feel  of 
Ither's  hands  all  create  a  comforting  environment.  But 
iges  are  difficult  to  book  at  the  last  minute,  and  they 
to  knock  you  out  rather  than  energize  you.  So  more 
are  offering  their  clients  other  methods  of  relax  - 
and  rejuvenation — methods  that  involve  water, 
lydrotherapy,  as  it's  called,  can  take  many  forms, 
kainly  the  Turks,  Romans,  Vikings  and  other 
lient  folks  knew  the  joy  of  sweating,  hanging 
around  and  plunging  into  pools  of  occasionally 
Iky-smelling  natural  springs;  that's  hydrotherapy, 
is  the  modern-day  equivalent,  which  consists  of 
tating,  hanging  out  and  plunging  into  waves  of 
jasionally  stinky-smelling  ocean  water.)  Even 
iping  into  a  chlorinated  pool  for  a  few  laps,  sit- 
in  a  steam  room  or  collapsing  your  perspiring, 
llean  self  into  a  narrow  tub  filled  with  still  water 

the  tap  can  qualify  as  hydrotherapy. 
50  what's  so  great  about  that  H20?  For  starters, 
lg  around  in  water  gives  you  a  feeling  of  extra 
byancy  and  takes  away  the  gravitational  pull.  It's 
:  feeling  of  lack  of  wear  and  tear  on  your  bones, 
t's  a  great  way  to  distribute  heat,"  says  Patrick 
f,  a  sports  medicine  specialist  at  the  University 
Jotre  Dame.  Obviously,  that's  an  enormous 
to  people  in  physical  rehabilitation,  which  is 
;re  hydrotherapy  tubs  (think  of  a  modified 
izzi  or  whirlpool)  first  gained  widespread  usage. 
Iany  spas  offer  that  kind  of  traditional  hydro 
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therapy,  and  in  fact  some  hotel  spas,  like 
the  one  at  The  Plaza  in  New  York,  find 
the  whirlpool  being  used  more  and  more 
by  spa  clients  who  just  want  a  way  to 
relax  after  they've  worked  out  in  the  spa's 
gym.  But  spas  being  spas,  most  try  to 
fancy  things  up  a  bit  and  present  a  bigger, 
more  elaborate  treatment.  Mii  amo  Spa  at 
Enchantment  Resort  in  Sedona,  Arizona, 
offers  something  called  "The  Athlete," 
which  blends  an  hour-long  strength-train- 
ing session  with  a  6o-minute  hydrotherapy 
bath  and  a  massage  to  work  out  areas  of 
tension  and  soreness. 

And  some  don't  rely  on  the  tub  at  all. 
Kohler  Waters  Spa  at  the  American  Club 
in  Kohler,  Wisconsin,  should  know  a 
thing  or  two  about  water  treatments — its 
parent  company  is  one  of  the  leading  faucet 
makers  in  the  country.  Kohler  offers  a 
Rain  Water  Experience,  which  consists  of 
a  head,  scalp  and  neck  massage  performed 
on  a  massage  table,  followed  by  a  shower 
of  water  from  seven  jets  on  a  swinging  arm 
positioned  above  the  table  (what's  known 
as  a  Vichy  shower);  the  massage  therapist 
then  performs  a  Swedish  massage  on  the 


rest  of  your  body  while  the  water  continues 
to  rain  down.  Sound  too  tame?  Kohler  also 
offers  something  called  a  Tsunami,  which, 
according  to  spa  manager  Joan  Rogers, 
involves  "basically,  being  drenched  by 
buckets  of  warm  water  while  you're  on 
the  massage  table.  Men  especially  like 
that  one." 

The  use  of  water  as  a  force  against  the 
skin  increases  sensitivity  in  its  nerve  end- 
ings and  hence  makes  the  subject  feel  more 
awake  and  alert.  At  The  Greenbrier  in 
White  Sulphur  Springs,  West  Virginia, 
a  popular  service  is  the  Quick  Fix,  a  com- 
bination of  a  Swiss  shower  (a  multilevel 
shower  with  anywhere  from  nine  to  12 
showerheads  of  varying  pressures)  and 
Scotch  spray — basically  a  small,  pressurized 
hose  used  to  blast  at  areas  of  special  pain  and 
tension.  After  25  minutes  of  this,  not  even 
a  board  meeting  will  put  vou  back  to  sleep. 

The  same  holds  true  for  treatments  that 
combine  hot  and  cold  water,  which  have  a 
kind  of  yin  and  yang  influence  on  the 
body.  "Warm  water  gives  your  brain  a 
message  to  dilate  the  blood  vessels  to  let 
heat  escape;  when  you're  in  cold  water, 


everything  constricts  and  blood  surroui 
the  internal  organs.  That's  why  swings 
temperature  are  refreshing  and  kind 
a  zing,"  notes  Leary.  Guests  who  sign 
for  the  Water  Path  Ritual  at  Nemaco 
Woodlands  Resort  &  Spa  in  Farmings 
Pennsylvania,  walk  through  two  trough 
water — one  cold,  the  other  hot — then 
the  Swiss  shower,  and  end  up  soaking  i 
tub  filled  with  mineral  salts. 

Hydrotherapy  in  spas  still  has  a  w; 
to  go  to  combat  its  clunkier  aspects:  So: 
people  will  never  get  used  to  the  idea 
someone  shooting  a  hose  of  water 
them.  San  Francisco's  Tru  spa  has  take 
different  approach  and  one  that  will  lik 
inspire  copycats:  All  "wet  treatments"  i 
performed  in  a  private  area  separate  frc 
the  rest  of  the  spa.  The  room  is  a  combir 
tion  steam  bath,  "rain"  shower  and  "wat< 
fall"  area  for  rinsing.  Clients  can  apply  a 
remove  the  products  they  choose  to  use 
their  skin  themselves. 

Do  hydrotherapy  services  feel  grei 
Undoubtedly.  You  will  emerge  feeli 
squeaky-clean  and  reinvigorated,  wi 
(temporarily)  lowered  blood  pressure  d 
to  (temporarily)  improved  circulation 
general  relaxation.  Do  they  have  lasti 
health  benefits?  Leary  hedges.  "I  suppos 
you  lay  in  a  bath  filled  with  mineral  sa 
and  trace  elements  some  small  part  of  th 
will  be  absorbed  through  your  skin," 
says.  "But  just  like  there's  never  been 
study  done  that  proves  that  if  you  feel  be 
ter  you  perform  better,  there's  never  beer 
study  done  that  I  know  of  that  proves  th 
about  hydrotherapy,  either."  He  pause! 
"But  doesn't  seem  like  it  would  hurt. 

Wet  Ones 
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nountain.  48  destinations.  At  Stowe,  every  trail  is  a  unique  experience.  And  this  season  brings  some  new  experiences  with  two 
n  lifts  on  Spruce  Peak  and  a  40%  increase  in  snowmakmg  throughout  the  resort.  So  make  the  trip  and  see  the  changes  for  yourself. 

For  great  savings  on  your  next  trip,  check  out  the  Stowe  Vacation  Rewards  Program  at  www.stowe.com/forbes 
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best  beaches  in  Jamaica.  Best  of  a 
everything's  included  and  tipping  is  nevi 
permitted.  So  they'll  never  have  to  lay 
finger  on  their  wallets,  and  you'll  kno 
exactly  what  you're  paying,  right  up  frorij 
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ifou're  Toast 


ast  year,  California  caterer  Jesse  Ziff 
•  Cool  published  a  witty  and  enlighten- 
cookbook  with  the  unlikely  title  Toast: 
Ways  to  Butter  Your  Bread  &  Then  Some 
hronicle  Books).  Never  have  you  dreamed 
so  many  variations  on  the  breakfast  staple, 
ations  that  range  from  the  simple  "Egg 
the  Eye"  of  your  childhood  to  the 
)re  exotic  and  mysterious  Tarragon- 
usted  Salmon  with  Olive-Caper 
toll  on  Toast  to  something  called 
!>ast  with  Smooshed  Cauliflower 
d  Bagna  Cauda.  Ms.  Cool's  book 
mediately  came  to  mind  when  we 
ntted  Krups'  new  two-slice  digital 
ister,  which  would  appear  to  be 
z  Maserati  of  the  browned-bread 
;.  It  has  nine — count  'em,  nine — 
'els  of  browning,  an  integrated 
ming  tray  for  heating  breads  and 
stries,  a  defrost  setting  and  a 
agel  function"  for  cooking  bagels 

right  way.  It  may  just  be  the 
:atest  advance  since  sliced  bread. 
)o.  iuww.krups.com.  • 
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In  which  our  hang-gliding  correspondent 
experiences  a  "Super  Swiss  Thrill  Weekend" 
in  the  Alps  amidst  the  "eye-bonking  natural 
beauty"  of  St.Moritz.  ByTonyHendra 

Switzerland  was  made  unhappily  immortal  by  Orson 
Welles'  speech  from  The  Third  Man,  when  he  tells 
Joseph  Cotten  atop  the  Ferris  wheel,  "In  Italy  for  30 
years  under  the  Borgias  they  had  warfare,  terror,  mur- 
der and  bloodshed,  but  they  produced  Michelangelo, 
Leonardo  da  Vinci  and  the  Renaissance.  In  Switzer- 
land they  had  brotherly  love;  they  had  500  years  of 
democracy  and  peace,  and  what  do  they  produce?  The 
cuckoo  clock."  •  Actually  Switzerland  has  plenty  to 
show  for  its  far  more  than  500  years  of  history:  Zurich  Old  Town, 
Appenzeller  cheese,  the  monastic  library  of  St.  Gall,  Chasselas  white 
wine,  yodeling,  chocolate  and,  let  us  never  forget — some  might  say  for- 
give— the  modern  ski  resort.  •  St.  Moritz  has  a  good  claim  to  be  not 
just  the  chicest  and  most  expensive  of  modern  ski  resorts  but  also  his- 
torically the  very  first.  According  to  local  folklore,  winter  tourism  was 
born  here  in  the  fall  of  1864,  when  enterprising  St.  Moritz  hotelier 
Johannes  Badrutt  offered  some  English  summer  visitors  free  rooms  in 
his  hotel  the  following  winter.  If  they  didn't  like  it,  he  would  pay  their 
round-trip  expenses  to  and  from  London.  The  Brits  came  at  Christmas 
and  stayed  till  Easter.  The  counterintuitive  idea  of  wintering  in  wintry 
places  was  born  and  fast  became  one  of  the  great  flaunt-it  fashions  of  the 
Gilded  Age.  This  was  also  the  last  time  anything  in  St.  Moritz  was  free. 
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A  place  of  eye-bonking  natural  beauty,  St.  Moritz  sits  in  the 
Engadine  Valley  6,000  feet  above  sea  level,  astride  one  of  the 
exquisite  lakes  that  punctuate  the  spectacular  crags  of  the  south- 
ern Alps.  Italy  is  a  few  miles  away  as  the  crow  flies,  if  crows  flew 
at  12,000  feet;  the  highest  local  peak  even  has  an  Italian  name 
(Mt.  Bernina,  13,000  feet),  as  does  St.  Moritz'  main  ski-drag, 
Corviglia,  which  rises  steeply  behind  the  town.  At  its  top  is  one 
of  the  area's  best  restaurants,  Mathis.  Outside  this  establishment, 
physically  just  a  few  yards  from  it  but  in  every  other  way  light- 
years  from  the  Swiss  good  sense  inside,  is  an  icy  cliff  where  a  man 
named  Heinz  tries  to  inveigle  passing  foreigners  to  jump  with 
him  into  the  plunging  void  of  the  valley,  hanging  on  to  some 
flimsy-looking  aluminum  poles  and  a  plastic  tablecloth. 

I  didn't  know  when  I  first  gazed  on  the  tranquil  beauty  of  St. 
Moritz  in  the  honey-colored  haze  of  a  late  afternoon  in  March 
that  this  lunatic  troll  lurked  up  there  on  his  ledge  of  death.  In  the 
rush  of  getting  to  the  place  before  the  snow  melted,  I  had  scarcely 
glanced  at  the  program  of  events  planned  for  me.  I  don't  ski,  hav- 
ing kneecapped  myself  playing  squash  every  day  for  20  years.  But 
being  one  of  those  Northern  Euros  with  skin  so  white  and  veins 
so  blue  my  flesh  looks  like  young  Stilton,  I  love  everything  else 
about  winter.  St.  Moritz  is  a  fab  place  for  us  nonskiers — in  fact,  a 
substantial  portion  of  its  winter  visitors  don't  ski.  The  prospect  of 
countless  icy-cold  activities  topped  with  piping-hot  alcohol 
warmed  the  cockles  of  my  Celtic  heart.  Not  so  the  main  event  of 
my  last  day.  I  was  sitting  cozy  in  my  suite  when  I  first  read  the 
dread  words,  but  they  struck  an  icicle  of  fear  into  the  same  organ: 
noon  Friday:  Hang-gliding  off  Corviglia. 

Need  I  say  that  not  only  am  I  a  nonskier,  I  am  an  avid  non-hang- 
glider?  In  this  instance  my  rationale  was:  What  has  hang-gliding  to 
do  with  winter  fun?  Hang-gliders  are  for  hairy  Californians  who 
jump  off  cliffs  into  the  Pacific  or  miss  and  tangle  with  Porsches  on 
the  Pacific  Coast  Highway.  Ergo:  Why  need  I  do  this?  Will  my 
experience  of  St.  Moritz  be  the  less  for  avoiding  a  lethal  and  incon- 
testably  warm-weather  activity?  Of  course  not. 

That  was  the  little  devil  on  my  left  shoulder.  On 
my  right  was  the  cherubino  of  good  journalism: 
It  is  your  duty,  your  God-given  First  Amend- 
ment obligation  to  the  Truth,  to  hang-glide 
1,000  feet  above  an  icy  slope  peppered  with 
deadly  spikes  of  rock.  If  your  demise  is  required 
to  bring  home  to  the  readers  what  hang-gliding 
off  Corviglia  entails,  then  so  be  it.  Truth  is  a  war  zone. 

The  little  angel  won — for  now.  To  the  burgeoning  terror  that 
came  with  his  victory,  I  framed  the  question  I  always  frame  when 
confronted  with  life-ending  possibilities:  What  would  Heming- 
way have  done? 

Answer:  Have  several  large  drinks  and  forget  the  whole  thing. 
This  I  did.  It  worked.  Except  that  now  behind  all  the  glorious 
winter  games  there  lurked  in  the  living  room  of  my  lower  gut  a 
vast  rogue  elephant. . . . 

St.  Moritz  had  plenty  to  keep  it  tranquilized.  I  should  point 
out  here  that  there's  St.  Moritz  Bad — don't  you  love  German? — 
and  there's  St.  Moritz  Good.  The  Bad  (Bath)  part  is  where  the 
thermal  baths  are — the  original  reason  folks  come  all  the  way  up 


here,  which  they've  been  doing 
at  least  since  the  Middle  Ages. 
(Evidently  the  baths'  powers 
were  not  just  therapeutic;  in  1519 
Pope  Leo  X  promised  plenary 
absolution  to  every  Christian 
who  visited  the  spa).  The  St. 
Moritz  Good  is  where  everything 
else  is,  from  bobsled  runs  to  tall 
women  with  breathy  accents  in 
slinky  full-body  ski  armor.  The 
place  appears  to  be  full  of  Uma 
Thurmans. 

At  its  center  is  Badrutt's 
Palace  Hotel,  originally  built  by 
that  enterprising  old  hotelier 
Johannes  Badrutt  in  the  late  19th 
century  and  still  owned  by  the 
Badrutt  family.  Badrutt's  is  a 
complete  surprise.  You'd  think 
that  the  premier  hotel  in  St. 
Moritz  would  be  a  plutocratic 
pile,  infested  with  private-jet-set 
organisms,  dripping  with  actual 
and  cultural  bling-bling.  In  fact 
it's  a  friendly,  funky  old  place,  which  despite  its  vastness  appea 
to  be  built  largely  of  wood — the  Swiss  chalet  in  the  mind  of  Go| 
Its  nooks  and  corners  and  crannies  and  snugs  go  on  forever] 
maze  of  nonchalantly  elegant,  asymmetrical  spaces  that  a 
a  delight  to  explore.  I  wandered  around  for  hours  when  I  first  a 
there,  feeling  a  bit  like  a  balding  Eloise  at  The  Plaza.  Until  19a 
Badrutt's  didn't  even  have  its  own  automated  reservation  systen 
to  book  a  room  at  one  of  the  world's  finest  hotels  your  travel  age 
had  to  call  the  front  desk. 

Unusually  for  Europe,  the  suites  are  huge  and  spacious,  but  it 
not  just  Vegas-style  conspicuous  square-footageism.  Beautiful 
proportioned  and  sumptuously  caparisoned,  they  nonethele 
breathe  carefree  comfort.  All  have  astounding  views  of  the  lal) 
and  the  mountains  that  encircle  it.  The  paint  maybe  peeling 0 
the  creaky  old  balconies,  but  it's  just  part  of  the  place's  hom< 
charm.  And  if  you  want  to  be  chauffeured  somewhere,  Badrurj 
will  pull  round  its  runabout,  a  luxurious,  leathery',  delicious 
lived-in  '68  Rolls-Royce  Phantom. 

The  hotel  staff  is  immensely  friendly  and  approachable,  not 
all  the  mechanically  smiling  functionaries  you  get  at  most  "greaj 
hotels.  All  are  at  least  trilingual:  fluent  in  English,  German  anj 
Italian.  Some  also  add  French  and  the  local  lingo,  Romansh. 

Two  tiny  carping  criticisms  of  Badrutt's:  1)  It  may  be  cheesy  t 
have  brandy  snifters  with  etched  rings  around  their  bellies  readini 
2.5  cl. — or  it  may  be  merely  Swiss.  2)  My  first  shiatsu  massage  ( 
birthday  gift  from  my  ex-wife  on  the  eve  of  our  breakup)  involve 
a  chunky  Asian  woman  tromping  up  and  down  on  my  back  am 
inflicting  lasting  damage.  This  could  have  been  purposeful  on  tq 
soon-to-be-ex's  part.  Hoping  for  better  things,  I  tried  my  seconl 
shiatsu  at  Badrutt's.  Deep  in  its  bowels,  a  gent  of  uncertain  genda 
distractedly  poked  my  back  and  kneaded  my  right  buttock.  Fa 
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Moritzians  repeated  to  me  the  statistic  that  at  times  during  White 
Turf,  there  can  be  found  on  their  lake  500  cars,  12,000  people  and 
three  strings  of  ponies.  It  took  me  a  while  to  realize  that  they  were 
relishing  the  possibility  that  one  of  these  years  the  ice  might  give 
way.  If  it  did,  this  would  be  Swiss  humor. 

Personally  I  prefer  more  participatory  pursuits:  the  Cresta 
(toboggan)  run,  which,  alas,was  closed  by  the  time  I  arrived.  The 
bobsled  run — all  1.1  miles  of  it — looks  fabulous.  (FYI,  you  go 
headfirst  on  a  toboggan  and  feet  first  on  the  bobsled.)  Both  are 
extremely  convenient,  located  near  the  center  of  town. 

Best  of  all  is  dogsledding.  The  sensation  of  gliding  at  15  miles 
or  so  per  hour  over  a  frozen  lake — your  own  mini-Iditarod — is 
like  no  other.  The  only  surprise,  given  the  organic  nature  of  the 
locomotion,  is  the  exhaust.  The  12  huskies,  two  trains  of  six 
dogs,  while  beautiful  to  behold,  take  their  outing  as  an  oppor- 
tunity to  fart  continuously.  I  shudder  to  think  what  this  is  doing 
to  the  ozone  layer.  Also,  watch  out  for 
humps  in  the  trail:  Dogsleds  have 
cushions  but  no  suspension.  You'd  be 
astounded  what  a  wooden  sled  can  do 
to  your  coccyx  at  15  mph. 

Several  days  like  this  helped  keep 
the  elephant  from  stirring  too  much. 
But  with  my  last  day  growing  closer 


Left  and  below  left: 
Badrutf  s  Palace  Hotel 
is  the  Swiss  chalet  ideal 
writ  large — very  large. 
Center:  The  White 
Turf  celebration  in  St. 
Moritz  includes  skikjoring, 
in  which  a  skier 
is  towed  by  a  horse. 


ne  reason  he  paid  almost  no  attention  to  my  left  buttock.  Now, 
i  1  aware  that  my  left  buttock  is  not  up  to  the  demanding  standards 
by  my  right,  but  I'm  equally  fond  of  both,  the  way  you  are  of  first 
d  second  sons — the  elder  a  robust,  jock-y  kind  of  buttock, 
younger  a  more  withdrawn  and  sensitive  hemisphere.  I  soon 
e  testy  at  this  discriminatory  approach  and  left  in  a  huff, 
ce  again  this  could  have  been  cheesiness — or  merely  Swiss. 
Should  you  have  a  million  or  so  to  splurge,  the  full  St.  Moritz 
ter  season  lasts  four  months  and  is  packed  with  culture,  fash- 
and  sports,  as  well  as  social,  musical  and  gastronomic  events. 
Moritz  offers  an  updated  version  of  the  old-fashioned 
nter  resort  in  the  glory  days  of  the  Gilded  Age  or  entre  deux 
erres,  before  skiing  ate  everything  in  sight. 
The  primo  winter  attraction  is  a  three-week  frozen  fiesta  called 
Tiite  Turf.  Numerous  events  are  made  possible  by  the  miracle  of 
nter  real-estate:  all  the  little  lakes  that  daisy-chain  through  the 
(ley  freeze  to  granitelike  solidity,  creating  a  vast  area  of  tempo- 
ry  fun-space.  White  Turf  itself  takes  place  on  the  Lake  St. 
oritz  ice,  including  a  bizarre  race  called  skikjoring,  in  which 
iers  are  towed  crazily  across  the  ice  by  horses.  Several  St. 


came  the  realization  that  despite  these  revels  I  was  on  death  row. 
In  the  fastnesses  of  Thursday  night  my  coming  fate  returned  full- 
bore  to  haunt  me.  Someone,  maybe  Patton,  maybe  Hemingway, 
said  something  to  the  effect  that  heroes  are  cowards  with  no 
imagination,  or  perhaps  it's  that  cowards  are  heroes  with  imagi- 
nation. Or  perhaps  I  said  it.  Whatever.  The  fact  remains  that  I'm 
a  world-class,  top-seeded,  platinum-card  coward.  And  tomorrow 
I  would  have  to  hang-glide  off  Corviglia. 

As  if  to  rub  salt  in  the  wound,  the  hotel  authorities  had 
planned  a  helicopter  ride  as  the  first  event  of  my  final  day  on 
earth.  I  misunderstood  the  purpose  of  this,  thinking  it  was  mere 
transportation  taking  me  to  some  beauty  spot,  but  no.  It  was  a 
kamikaze  spin  around  the  Alpen  peaks.  Within  seconds  from 
takeoff,  we  were  skimming  along  a  plunging  glacier  face  inches 
from  100-foot- long  spikes  of  ice.  Yikes! 

Nonetheless,  it  was  from  here  that  1  saw  (albeit  from  an  up- 
chuck-making  angle  of  some  65  degrees  from  the  vertical)  the  most 
superb  vista  across  the  southern  Alps  to  Italy  I've  ever  seen.  Han- 
nibal, on  his  legendary  trek  from  Spain  over  the  Alps  to  conquer 
Rome  for  Carthage,  must  have  seen  pretty  much  the  same  view 
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2,200  years  ago.  (Unfortunately  I  can  no  longer  use  the  name  Han- 
nibal without  seeing  the  politely  demonic  features  of  Anthony 
1  lopkins.  That  'Third Man  Spoiler  Syndrome  at  work  again.) 

After  this  baptism  of  ice,  it  was  odd  that  within  the  hour  I  was 
allowing  myself  to  be  propelled  by  my  Badrutt's  host  up  the 
Corviglia  funicular  towards  the  ledge  of  death.  Why  do  we  do 
these  things?  More  to  the  point,  why  do  men  do  these  things?  It's 
a  mystery.  1  think  they  must  have  medicated  me  at  breakfast. 

Anyway,  here  we  are.  Here  is  the  little  cliff,  beyond  which  the 
mountain  plunges  thousands  of  feet  down  to  the  lake.  On  its  edge- 
are  perched  two  very  small,  very  rickety  hang-gliders.  They  look 
like  discarded  '70s  lawn  furniture  or  dead  kites.  A  figure  emerges 
from  a  murky  cavc-cum-shed.  He  has  wild  salt-and-pepper  hair 
and  his  eyes  are  too  bright  for  sanity.  I  Ie  doesn't  seem  to  be  wear- 
ing enough  clothes  for  winter.  All  in  all,  you'd  guess  he  got  his 
hang-gliding  start  doing  reconnaissance  for  the  Baader-Meinhof 
gang.  This  is  I  Icinz.  I  Ie  points  to  the  ricketier  of  the  two  vehicles. 
"  This  one  for  you,"  he  says,  "this  one  for  me." 

I  dimly  remember  (don't  I?)  that  this  insane  trip  was  sup- 
posed to  be  "accompanied  by  an  expert,"  and  thinking  that 
would  mean  a  very  large  two-man  hang-glider  with  backup 


who  crush  airplane  seats  with  my  bare  hands  at  the  slightest  hint 
turbulence,  never  felt  safer.  Between  my  dangling  feet  little  sti 
figures  twist  down  the  ski  slopes.  The  spiky  outcrops  of  rock  aj 
trees  are  harmless  toys.  We're  almost  1,000  feet  above  the  mou 
tainside,  but  it  looks  like  an  exquisite  miniature  a  few  feet  beloj 

The  hang-glide  down  Corviglia  is  from  8,3 
feet  above  sea  level  down  to  5,900  feet,  or  ab< 
2,470  feet  of  descent.  We  lose  height  rapid 
but  the  ride's  smooth  as  silk.  Every  so  ofij 
Heinz  lunges  to  the  right,  remotely  trigged 
a  camera  in  the  wing  for  us  to  pose  for.  I 
happy  to  pose.  I  even  take  my  arms  fro 
around  his  throat.  I'll  never  be  scared  of  flying  again. 

Not  until,  suddenly,  we're  over  St.  Moritz.  Now  the  buildin 
don't  look  anything  like  toys.  They  look  like  huge  jagged  piles 
steel  and  concrete.  Fall  on  those,  and  you're  stew  meat.  Pat 
shoots  up  my  gorge.  Heinz  chooses  this  moment  to  fling  himsi 
into  a  stomach-churning  360-degree  bank.  We're  starting  o) 
descent,  Heinz  yelling  as  we  spiral  crazily  down,  "As  a  pi 
makes  a  curve,  with  banking,  the  wing  has  less  meters  squarej 


A  winter  wonderland's 
worth  of  fun,  from 
left:  dogsledding. 
grand  prix  horse  racing 
and  bobsledding. 


turboprops  and  a  couple  of  chutes. 

"You  just  me  follow,^'*??  Is  easy!"  He 
and  the  Badrutt's  guy  glare  at  me  chal- 
lengingly.  The  moment  of  truth.  Is  this 
not  certain  death?  How  will  I  fly  the 
thing  by  following  orders  in  midair?  What  am  I  missing  here? 
What  are  they  missing?  Is  dying  better  than  losing  face? 

"I  lahahahahahahaha!"  screeches  Heinz.  More  Swiss  humor. 
The  Badrutt's  guy  guffaws  heartily  along.  "Is  joke!  You  come  with 
me,ja}"  He  slaps  a  large  helmet  on  my  head  and  urges  me  into  a 
frayed  webbing  truss.  Before  I  know  what's  happening,  he  hooks 
this  up  to  a  bar  inside  one  of  the  kites,  causing  extensive  damage- 
to  my  scrotum.  I  Ie  shoves  in  front  of  me  and  grabs  the  steering 
bar.  "You  ski.y'a?" 

"No,"  I  quaver. 

"Ach!"  he  says  in  disgust.  "Then  on  my  skis  you  stand,  okay?" 
No!  Not  okay!  Stand  on  what?  But  there's  no  time  to  protest, 
"joke"  has  made  this  option  look  less  lethal,  but  in  reality 
1c  !  ie  glides  towards  the  edge  of  the  ledge,  me  desper- 
ately trying  to  stand  on  the  back  of  his  damn  skis.  Now  we're 
falling  through  midair,  the  wind  catches  us,  we  flap  out  like  a 
drunk  cormorant  into  the  ice-blue  yonder  and. . . 

It's  great!  We're  soaring,  steady  and  silent  as  a  circling  hawk.  I, 


To  fly  stable,  it  is  compensated  by  taking  more  speed!  It  is  ; 
aerodynamic  low,  ja?"  I  interpret  this  to  mean:  To  avoid  fallin 
to  our  death,  we  have  to  appear  to  be  falling  to  our  death.  I'm  rigj 
with  fear.  The  giant  fangs  of  Badrutt's  roof  are  looming  close) 
I  Icinz,  of  course,  is  cackling  madly.  This  is  his  favorite  bit. 

I  can't  accurately  judge  my  subsequent  lunch  at  Le  Relaisi 
Badrutt's,  but  as  one  snatched  from  the  jaws  of  death,  no  lunC 
ever  tasted  so  good.  I  partook  of  roast  squab  breast  with  sautefl 
chestnuts  and  dried  'shrooms  washed  down  with  Aigle  dt 
Murailles,  an  ubiquitous  white  in  St.  Moritz  made  from  th 
delicate  grape  Chasselas.  Soon  thereafter  I  was  speeding  t 
Zurich  and  a  night  at  another  legendary  hotel,  the  Baur  au  Lai 
space  limits  details  of  the  sybaritic  luxuries  of  this  splendid  establ 
lishment  and  its  equally  splendid  and  gregarious  general  manage 
Michel  Rey.  When  you  book  your  wild  winter  weekend  in  Si 
Moritz,  a  night  at  Baur  au  Lac  is  thrown  in  as  a  bonus — a  kind  ( 
sumptuous  decompression  chamber  before  the  inevitable  retufi 
to  airports,  work  and  late-winter  slush.  • 

The  five-night/six-day  "Super  Swiss  Thrill  Weekend" costs  $6,6^ 
double  occupancy,  and  is  offered  between  December  15,  200A 
and  March  7,  2005.  Hotel  Baur  au  Lac,  Zurich;  41-1-220-502& 
reservation@bauraulac.ch. 
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Rise  to  the  occasibn  with  CIRRUS. 

By  delivering  the  best  in  aviation  technologies,  CIRRUS  continues  to  redefine  personal 
transportation.  It's  about  delivering  safety,  design  integrity,  leading  innovation  and  superb 
performance  every  time.  CIRRUS  —  you  expect  the  best  and  deserve  nothing  less. 

Contact  CIRRUS  at  866.759.0054  or  visit  us  online  at  cirrusdesign.com  and  schedule 
a  demonstration  flight  today. 

THE  MIND  OF  AN  ENGINEER.  THE  HEART  OF  A  PILOT. 


m 


<  If  it's  good  enough  for 
pro  riders  like  Jimi  Tomer 
and  Takashi  Nishida, 
it's  dam  well  good 
enough  for  you.  Lighter, 
stiffer  and  vibration 
free,  the  new  "Business" 
snowboard  should  make 
your  ollies  pop.  $650. 
www.  ridesnowboards.  com. 


)i  gned  with  BMW 
)f  gnworksUSA,  the 
U  Slack  Hawk  One 
gjie  first  integrated 
;c  ;le/he!met  built 
o  ;nowboarding  or 
ib  g.  Great  ventilation 
o  ninimal  fogging; 
x  es  in  black,  white, 
f  n  or  red.  $285 
f'325,  depending  on 
$  ice  of  lenses. 
&y. K2skis.com. 


v  Dana  Design's  new 
Endless  Road  gives  you 
6,800  cubic  inches 
of  packing  space 
in  case  you're  planning 
on  running  away  to 
become  a  ski  bum.  Or, 
rather,  rolling.  This 
duffle  rides  on  a  rugged 
set  of  wheels.  $266. 
www.danadesign.com. 


Your  debut  on  the  slopes  this  year 
vlill  depend  on  the  right  look. 


PHOTOGRAPHS  BY  RON  REEVES 


<  Tired  of  the  "spaghetti 
mess"  that  comes 
with  traditional  snowboard 
harness  laces?  The  K2 
Access  System  in  these 
Proof  boots  has  solved 
the  problem  with  a  new 
easy-on,  easy-off  system. 
Also,  a  side  knob  on 
the  boot  cinches  the 
heel  to  the  back  of  the 
boot  for  better  control 
and  comfort.  $330. 
www.  K2snowboarding.  com. 
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The  Islands 
Of  Vast  Resort 


»MMMlWinjiTuflfrM»iMin 

By  Gary  Walther 


fter  the  Maldives,  all  blues  look  pale.  In  this  vast 
archipelago  southwest  of  India,  the  colors  of  the 
sea  and  sky  infuse  everything.  The  ocean  itself 
is  ultramarine  and  window  clear:  In  the  Raa 
Atoll  I  watched  a  hawksbill  sea  turtle  descend 
languidly  down  the  reef  wall — 60,  70,  80  feet— 
before  finally  evaporating  into  the  lapis  deep. 

Color  experts  say  that  blue  is  balm  for  the 
spirit,  a  kind  of  visual  sedative.  I  am  a  believer. 
On  more  than  one  occasion  during  the  month 
I  spent  among  the  Maldives'  luxurious  private- 
island  resorts  I  lost  track  of  the  day  and  date  for 
extended  stretches  at  a  time. 

The  sheer  otherworldliness  of  the  Maldives 
may  have  something  to  do  with  that,  too.  They 
are  remote — 420  miles  from  the  tip  of  India  at 
the  closest  point — and  tropical  (the  southern- 
most parts  of  the  country  lie  on  the  equator). 
And  there  are  a  lot  of  them:  1,190  to  be  exact, 
grouped  in  26  atolls  (a  Maldivean  word,  by  the 
way).  Only  about  200  of  these  islands  are  inhab- 
ited, so  you  will  not  find  yourself  jostling  shoul- 
der to  shoulder.  Cheek  to  cheek  is  up  to  you. 

The  most  spectacular  of  these  uninhabited 
islands  are  like  empty  stages  waiting  for  the  right 
set-designer,  a  fact  not  lost  on  the  ultraluxury 
resort  developers  who  have  flocked  here  over  the 
past  few  years.  From  the  Soneva  Gili  to  the  Taj 
Exotica  Resort  8c  Spa  and  the  Four  Seasons 
Resort  Maldives  at  Kuda  Huraa  with  its  plush 
catamaran,  Four  Seasons  Explorer,  the  Maldives 
now  has  an  extraordinary  roster  of  high-end 
properties,  with  more  in  the  works,  including  a 
second  Four  Seasons  due  in  Spring  2006.  The 
pick  of  the  current  crop: 

Soneva  Gili,  North  Male  Atoll 

It's  telling  that  after  24  hours  here  I  still  don't 
know  where  reception  is — guests  are  checked 
right  into  their  villas — and  that  as  soon  as  I  come 
back  to  my  villa,  I  take  off  all  my  clothes.  The  two 
are  related,  for  Soneva  Gili  promises,  and  delivers, 
extreme  privacy.  All  44  villas  are  on  stilts  over  the 
water  and  seven  of  them  (the  Crusoe  Residences) 
are  out  in  the  lagoon,  accessible  only  by  boat.  The 
management  wants  you  to  hole  up — that's  why 
there's  no  room-service  delivery  charge. 

Soneva  Gili  is  the  creation  of  Sonu 
Shivdasani,  a  wealthy  Indian  and  Old  Etonian, 
and  his  Swedish  wife,  Eva,  a  former  fashion 
model  ("Soneva"  being  a  combination  of  their 
first  names).  Their  Maldives  resorts  (they  also 
own  Soneva  Fushi)  are  a  conscious  attempt  to 
mint  a  new  luxury  resort  vocabulary.  They  want 


to  shift  the  emphasis  from  the  material  to  tlj 
sensual-spiritual:  open-air  bathrooms,  the  soui 
of  falling  water,  lots  of  personal  space  and  tl 
Holy  Grail  of  simplicity.  In  pursuit  of  that,  yi 
are  encouraged  to  hand  over  your  shoes  d 
the  boat  ride  over.  The  Soneva  motto  is  "N 
news,  no  shoes." 

It's  the  architecture  that  gets  you  at  Gib:  Th 
villas  are  designed  so  that  the  breeze  flowj 
through — -even  the  enormous  bathroom/dresd 
ing  room  is  partially  open-air  (but  screened  win 
louvered  panels).  The  shower,  a  semicylinder  d 
glass  blocks,  stands  at  the  end  of  a  gangplaru 
from  the  bathroom.  Upstairs  is  the  crow's  nest, 
sundeck  with  a  four-poster,  thatch-canop 
daybed.  Out  front  and  down  a  flight  of  step 
floats  a  pontoon  with  two  chaise  lounges  and 
ladder  into  the  water. 

The  materials  are  wood  and  thatch — the  onl 
shiny  object  is  the  chased  pewter  bowl  on  thi 
sink — and  everything  inside  has  been  made  a 
look  "natural."  The  towel  rack  is  a  bamboo  laddel 
the  banister  spindles  still  have  bark  on  them,  the: 
x  6  roof  beams  are  unpainted.  Even  the  ceiling  fat 
has  somehow  been  given  a  light  patina  of  rust. 

There  are  touches  of  civilization  in  the  room 
though,  and  they're  just  the  right  ones:  a  cave  witHI 
16  wines  from  six  countries;  four  types  of  waterJ 
with  seven  more  available,  including  "Purel 
Australian  Rain  Water;"  a  cappuccino  maker;  i\ 


This  page,  top  to  bottom:  At  Soneva  Gili,  every 
day  is  blue  Monday;  diving  the  wreck  of  the 
Skipjack  II;  the  penthouse  suite  of  the  Four 
Seasons  Explorer.  Opposite:  Who  are  the  marine 
creatures  in  your  neighborhood?  From  top,  a 
hawksbiii  sea  turtle,  lemon  butterfly  fish,  green- 
faced  parrotfish,  manta  ray  and  spotfin  lionfish. 


1  and  DVD  player;  bicycles  for  getting  around 
fch  cloth-covered  pedals  so  you  don't  scrape 
|r  soles).  The  resort  bar  offers  15  malt  whiskies 
1  six  dessert  wines  by  the  glass,  the  restaurant 
juices  squeezed  "a  la  minute"  and  a  long  wine 
(that  then  included  a  1924  Chateau  Monbrison 
ry  reasonable  at  $355).  This  is  barefoot  luxury. 
And  splendid  isolation.  It  only  takes  a  day  to 
\  with  the  program  and  start  ordering  in. 
jonel,  the  resort  chef,  is  on  speed-dial — and  he 
ks  up.)  Between  meals  the  first  day  I  kayaked 
I  to  the  coral  reef,  which  bristles  with  fish,  and 
jd  out  the  over-water  hammock,  50  yards  off 
I  beach.  But  after  that  I  subsided  into  a  routine 
[reading,  napping,  walking  out  toward  the 
liging  reef  in  the  afternoon,  gazing  at  the  star- 
angled  sky  at  night  and  counting  rays  on  the 
l^on  bottom  in  the  morning.  No  news,  indeed. 

ie  Four  Seasons  Explorer, 
uising  the  Atolls 

ldhoo,  on  the  northern  edge  of  the  Baa  Atoll, 
n  island  of  some  1,000  people,  a  goodly  num- 
of  whom  turned  up  at  the  harbor  to  meet  us. 
oups  of  giggling  girls  peeked  out  from  behind 
one  wall;  elderly  men  in  traditional  garb  eyed 
warily;  boisterous  young  boys  ran  by,  trying 
their  English  on  the  fly.  It  didn't  take  long  to 
lize  that  this  visit  was  a  two-way  anthropo- 
;ical  street.  We  were  a  novelty  item,  too. 


Six  of  us  were  making  a  port  call  from  the  Four 
Seasons  Explorer,  the  129-foot  catamaran  owned 
by  the  Four  Seasons  Resort  Maldives  at  Kuda 
Huraa.  The  ship  offers  three-,  four-  and  seven- 
night  cruises  that  alternate  between  the  northern 
and  southern  atolls.  The  advantage  of  cruising  the 
northern  atolls  is  the  chance  to  mix  sightseeing 
with  diving  and  snorkeling.  (The  southern  route 
is  all  about  diving  and  has  the  top  sites.) 

The  men  of  Kendhoo  village  performed  a 
ceremonial  dance  for  us  called  the  Bile  Duffi. 
They  arrive  in  two  lines,  holding  tapered,  red- 
and-green-striped  batons  topped  with  paper 


A  subdivision  in  the  sea, 
above:  Taj  Exotica  puts 
a  new  spin  on  the  planned- 
community  idea.  Opposite: 
the  Taj's  Rehendhi  Suite. 


pom-poms.  There  are  some  intricate  half-time 
show  maneuvers — the  two  lines  become  four  at 
one  point,  batons  are  wielded  in  what  looks  like 
mock  combat — and  it  was  clear  that  some  of 
these  guys  needed  remedial  choreography.  Still, 
we  were  honored  by  the  effort,  though  baffled  by 
the  dance's  meaning.  The  best  explanation  we 
could  get  is  that  it's  about  a  feast  being  brought 
to  the  village.  Party  on,  Kendhoo. 

Later  in  the  voyage,  we  would  stop  in  the 
Baa  Atoll  to  visit  Thulhadhoo,  where  the  cottage 
industry  is  lacquerware.  On  tiny  Kaashidhoo, 
a  lone  speck  in  the  ocean  between  the  Lhaviyani 
and  North  Male  atolls,  we  visited  Buddhist  ruins, 
and  on  deserted  Vaavaru  we  dined  on  grilled  lob- 
ster by  candle-  and  moonlight. 

The  aquatic  highlight  was  snorkeling  the 
Shipyard,  where  a  scuttled  merchantman,  the 
Skipjack  II,  sits  stern-first  on  the  reef.  The  bow 
juts  20  feet  into  the  air  and  the  world  beneath  it 
is  an  eerie  grotto  of  sheltering  fish:  a  time-lapse, 
bright  yellow  swirl  of  blue-striped  snapper;  tiers 
of  collared  butterfly  fish;  and  two  blue  surgeon- 
fish  whirling  round  and  round,  nose  to  tail,  in 
some  arcane  courtship  ritual.  The  onboard 
marine  biologist,  Alex,  dove  into  the  inky  hold 
and  came  back  all  excited  about  encountering  a 


large  lionfish,  which  only  he  could  love,  as  I 
barbs  are  highly  poisonous. 

The  Explorers  ten  regular  staterooms  are  a  sp 
cious  215  square  feet,  enough  room  for  a  lovesei 
desk,  queen  bed,  walk-in  closet  and  bathtu 
(There  is  also  one  484-square-foot  "penthousej 
The  quarters  are  suavely  done-up:  John  Robshai 
fabrics,  Italian  bedside  lighting,  white  pleatfl 
blinds,  DVD  player.  Service  onboard  is  to  tlj 
same  high  standard.  Sit  down  and  you're  broug| 
a  glass  of  water;  come  back  from  snorkeling  aq 
you're  handed  a  cold,  scented  towel;  step  into  tl 
lounge  at  4:30  and  hors  d'oeuvres  are  out.  Tl 
cook  takes  requests,  as  long  as  the  ingredients  ai 
on  hand,  and  the  housekeeping  staff  somehow 
gets  the  rooms  made  up  by  the  end  of  breakfasi 
Oh,  yes,  and  through  Inmarsat  Fleet  77  and  th 
ship's  wi-fi,  you  can  actually  sit  on  a  New  Yorkei 
cartoon  desert  island  with  one  of  the  ship's  laptop 
and  answer  your  damned  e-mail. 

But  the  best  amenitv  is  easy  access  to  th 
bridge,  where  the  Maldives  come  into  nautics 
perspective.  The  captain,  a  deadpan  Aussi 
named  Chris  Ellis,  points  out  that  many  of  th| 
islands  have  an  east-west  orientation — "they! 
practically  compass  needles,"  he  says — because  a 
the  predominant  monsoon  winds,  south-soutra 
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1st  in  the  wet  season  (May-October)  and 
llrth-northeast  in  the  dry  season. 
iThe  atolls  themselves  are  studded  with  reefs 
Ijd  surrounded  by  strong  currents,  the  result  of 
Sep  ocean  being  sluiced  between  numerous  is- 
ILids  into  the  shallow  coastal  seabed.  Ellis 
■ends  a  good  deal  of  time  annotating  the  navi- 
jjfion  charts,  as  much  of  the  survey  data  on  these 
Rinds  dates  from  the  19th  century  and,  he  says, 
■asn't  very  accurate  in  the  first  place."  In  a 
Ifcrld  of  satellite-guided  ships  like  this  one,  it's 
lice  to  know  that  there  is  still  aqua  incognita.  At 
Ijie  point  I  look  at  the  chart  plotter  screen  and 
liong  a  vast  sprinkle  of  exotic  Maldivean  names 
lee,  in  plain  English:  "Inadequately  surveyed." 

ij  Exotica,  South  Male  Atoll 

\  the  Taj  I  was  back  in  a  world  of  marble  and 
e  fabric,  of  formal  lobbies  with  front  desks  and 
Dms  with  Architectural  Digest  interiors — and  it 
is  refreshing,  I  confess.  The  dress  code  in  the 
ening  is  smart  casual — two  words  that  I  hadn't 
:eded  since  arriving  in  the  Maldives. 
The  relaxed  formality  works.  This  was  the 
ily  property  I  visited  that  didn't  offer  a  buffet 
ooray  for  that)  because  the  Taj  feels  that  the 
lest  is  there  to  be  served  fresh  food  on  fresh 


plates — and  the  staff  does  that  very  well  indeed. 
Service  is  crisp,  and  at  times  even  verges  on  the 
heroic:  One  plucky  beach  waiter  came  by  my 
palapa  during  an  apocalyptic  rainstorm  to  ask 
if  I  wanted  a  drink. 

The  two  restaurants,  one  international,  one 
Mediterranean,  capture  the  Taj  ethos  of  solid 
luxury.  The  food  in  both  is  right  down  the  mid- 
dle— no  culinary  fireworks,  no  daring  fusion 
concoctions — but  delectable  and  consistent.  No 
one  says  you  have  to  push  the  envelope  to  excel. 

The  Taj  island  lies  in  the  midst  of  one  of  the 
largest  lagoons  in  the  Maldives — a  serene,  shal- 
low dipping  pool.  A  quarter-mile  off  the  beach 
it's  barely  knee  high  and  on  the  east  side,  where 
the  over-water  rooms,  the  Lagoon  Villas,  are 
arranged  in  a  cobra-hood  pattern,  the  level  is 
only  ankle  deep  at  low  tide.  But  beyond  the  reef, 
the  sea  floor  drops  away  to  hundreds  of  feet — it's 
the  slope  of  the  ancient  volcanoes  of  which  these 
atolls  are  remnants. 

The  lagoon  is  great  for  swimming,  but  as  the 
German  guy  at  the  dive  shop  told  me,  the 
snorkeling  is  "/angwei/ig"  and  boring  it  is.  But 
one  big  virtue  of  staying  here  is  that  just  to  the 
south  is  the  Kandooma  Channel,  one  of  the 
Maldives'  top  diving  sites.  On  my  last  day  I 
signed  up  for  the  excursion  there. 

It  was  butterfly  fish  day  off  Villivaru  Island, 
our  first  stop.  I  saw  the  blackback,  black  pyramid, 
chevron,  yellow,  pinstriped,  double-saddle,  head- 
band, long-nose,  phantom,  threadfin  and  trian- 
gular versions  in  the  space  of  some  30  minutes. 
There  were  also  confettis  of  yellow-tail  basslets 
and  tracer  rounds  of  some  little  striped  fish  I 
never  did  identify.  A  beefy  green-faced  parrot- 
fish  chewing  a  coral  head  ten  feet  away  sounded 
like  someone  cracking  a  Triscuit  in  my  ear. 

Then  we  headed  out  into  the  deep  water  to 
spot  manta  rays,  which  feed  on  the  plankton  here 
from  May  through  November.  We  saw  a  disco 
shimmer  of  cadmium  yellow  and  metallic  blue,  a 
20-foot-high  school  of  yellowback  fusiliers.  Then, 
abruptly,  the  mantas  were  there,  three  ghostly 
white  intake  scoops  with  muscular  wings,  nature's 
Stealth  technology.  Mantas  are  naturally  curious, 
and  these  came  in  so  close  that  twice  I  slid  my 
hand  along  a  chocolate-brown  leathery  back.  We 
treaded  water  and  let  the  mantas  circle.  Two 
passes  later  I  was  having  one  of  those  one-with- 
nature  moments  and  exclaiming  into  my  snorkel. 

Then,  abruptly,  they're  not  there,  gone  where 
everything  eventually  goes  in  the  Maldives— into 
the  blue.  • 


Getting  There 

Singapore  Airlines  now  has 
nonstop  service  from  Los 
Angeles  and  New  York  to 
Singapore,  and  offers  regular 
service  from  Southeast  Asia 
to  the  Maldives.  In  Raffles 
(business)  class  Singapore 
Airlines  also  offers  what  may 
be  the  best  sleeper  seat  in 
the  air,  the  new  SpaceBed — 
6'6"  long  fully  extended. 
FLIGHT  TIPS  International 
flights  often  arrive  in  the 
Maldives  in  the  evening,  so 
make  your  first  stop  a 
resort  in  North  or  South 
Male  Atoll,  near  the  airport. 

The  temperature 
hovers  around  80  degrees  all 
year.  It's  highest  during 
rainy  season  (May-October), 
lowest  December  through 
April  (the  high  season). 

The  Resorts 

Prices  are  high-season, 
double-occupancy  and 
do  not  include  speedboat 
or  seaplane  transfers. 

$995-$l,650.  (949)  640- 
1198,  joann@sixsenses.com. 
Information: 
www.sixsenses.com. 

$1,108,  stateroom;  $1,948, 
Explorer  Suite.  May  be  the 
best  deal  in  the  Maldives,  as 
it  includes  meals  and  diving. 
It's  cheaper  than  staying  at 
the  boat's  home  base,  the 
Four  Seasons  Resort  Maldives 
at  Kuda  Huraa.  (800) 
332-3442,  reservations.mal- 
dives@fourseasons.com. 
Information:  www.foursea- 
sons.com/maldives. 
TAJ  EXOTICA  RESORT  &  SPA 
$650-$l,500.  (800) 
44-UTELL,  roomrsvn@tajexoti- 
ca.com.mv.  Information: 
www.tajhotels.com. 
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s  approximate;  for  details, 
iage  116.  Alligator  cigar  case, 
)0,  and  white-gold  ring  with 
topaz,  $1,200,  by  Asprey. 
r  bowl  by  Christofle.  $160. 
>-gold  car  charm  by  Louis 
jn.  $2,660.  Prickle  toy 

Croce.  $5.  El  Bubble  cigar 
emon  gumballs  at  Dylan's 
y  Bar.  Opposite:  Enameled 
bag  by  Gucci.  $75.  Enameled 
and-diamond  rocking  horse, 
50,  clown,  $1,200,  and 
,  $2,800,  by  Aaron  Basha. 
oyster,  $400,  bag,  $300, 
$395,  and  silver  panties, 

by  Links  of  London.  Gold- 
garnet  heart  by  Louis  Vuitton. 
50.  Gold-and-coral  turtle 
:h  by  Carrier.  $13,000.  Gold 
with  blue  topaz  by  Verdura. 
00.  Gold-and-agate  star 
ng  by  Jean  Schlumberger 
tffany  &  Co.  $7,750.  Gold- 
citrine  ring  by  Garrard. 
00.  Gold-and-aquamarine 
!  brooch  by  Henry  Dunay. 
538.  Cracker  Jack  by  Frito-Lay. 
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le  Italy  tangerine  fragrance  by 
id  No.  9.  $105.  Leather  coin 
se  by  Hermes.  $960.  Platinum- 
l-diamond  bird  brooch  with 
az  by  Cartier.  $52,500.  Gold- 
l-diamond  Pomme  brooch  with 
rnelian  by  Jean  Schlumberger  for 
fany  &  Co.  $36,000.  Barba 
qpas  sponge  toy  at  Paul  Smith. 
0.  Opposite:  Macassar  wood 
tch  with  tigereye  cabochons 
1  sterling  silver  by  Bottega 
neta.  $4,500.  Compact  by 
3s  Saint  Laurent.  $45.  Vintage 
ianel  poured-glass  necklace 
JewelFever.  $1,250.  Gold 
g  with  cinnamon  moonstone 
Henry  Dunay.  $8,230.  Hand- 
crated  G  Collection  chocolates 
Godiva.  $40  for  15  pieces. 


if 
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Camper  &  Nicholsons  International  offers  Giant,  a  241-foot  exhibition  yacht  filled  with  luxurious  amenities  and  world-class  cruising  abilities. 


CAMPER  &  NICHOLSONS 
CHRISTENS  THE  SEAS  WITH  A 
CRUISING  MASTERPIECE 

If  Malcolm  Forbes  were  alive  today,  he 
would  most  likely  delight  in  the  evolution 
of  a  new  trend  in  luxury  yachting.  Called 
expedition,  this  chic  art  of  cruising  the 
oceans  in  massive  vessels  to  remote  parts 
of  the  world  while  offering  a  lavish  mega- 
yacnt  i'festyle  is  setting  charter  companies 
like  Camper  &  Nicholsons  International 
(CNI)  ablaze  with  clients  seeking  a  combi- 
nation of  adventure  and  luxury. 


Providing  a  passport  to  some  of  the  Feadship  Highlander  up  the  Amazon  a 

most  beautiful  and  remote  parts  of  "daunting  proposition."  For  Forbes,  thd 

the  world  while  partaking  of  exquisite  Amazon  had  "always  been  a  mystique, 

gourmet  cuisine,  exemplary  service  and  a   sublimely  forbidding   quality,"  andl 


world-class 
accommodations, 
the  superyacht 
and  expedition 
charter  experience 
is  a  five-star  event 


he  sought 


The  world  is  not  so  much  my 

.     to  blaze  a 

oyster  as  my  Everest.  It  ts,  simply,  .noJ 

J  J  trail  in  19871 

there  in  all  its  global  diversity.    for  17  d 

—  MALCOLM  FORBES  ON YACHTING    witn    13  Qf 

his  closest  friends.  There,  a  typical  day 
Forbes,  who  may  have  unknowingly   consisted  of  thrashing  through  the  thick 
assisted  in  the  birth  of  this  ambitious    brush  of  the  jungle,  machete  in  hand,  and 
pastime,  called  a  venture  in  his  151-foot   then  dining  in  the  evening  by  candlelight 
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lamb  chops  and  mashed  potato 

;ettes,  while  sharing  his  adventurous 

/  with  wide-eyed  guests. 

hamper  &  Nicholsons  International 

;nts  today  are  seeking  much  of  the 
e  —  trips  filled  with  enough  imagina- 
t  and  amenities  to  create  memories 
t   recall   a   best-selling  romance/ 

venture   novel.   Specializing  in 
easing  these  desires,  the  company 
sents  Giant,  a  fabulous  Dutch-built 
breaker  that  emulates  the  style  and 

sign  of  ocean  liners  of  the  '30s. 
opular  among  corporate  executives 

eking  unique  entertainment  options 
clientele  and  ultra-private  environ- 
nts  for  corporate  retreats,  Giant 

commodates  24  guests  in  12  cabins, 
luding  a  three-room  owner's  suite, 

d  another  11  suites,  all  with  private 
nging  areas. 


Boasting  a  crew  of  30,  the  Ice 
Classed  One  (the  highest  classification 
designated)  vessel  was  created  to 
present  a  charter  yacht  that  could  be 
used  anywhere  in  the  world  with 
a  high  level  of  comfort.  Formerly 
owned  and  operated  by  the  Soviet 
Union,  Giant  was  built  in  Holland  in 
1974  along  with  three  other  vessels. 
Her  high-strength  steel  hull  is  corro- 
sion-resistant, and  inside,  the  ship  was 
completely  gutted,  refitted  and  refined. 

Serving  both  the  corporate  entertain- 
ment industry  as  well  as  large  private 
charters,  she  has  created  a  monumental 
interest  among  an  avid  worldwide  char- 
ter audience.  As  a  grandstand  for  corpo- 
rate entertaining  for  larger  groups  of 
guests,  CNI  offers  a  fleet  of  yachts  to 
cruise  in  tandem  or  can  provide  a  single 
megayacht  with  accommodations  for  up 


to  36  guests  and  crew  numbers  to 
match.  Fabulous  yachts  like  Giant; 
Annaliesse  and  her  sister  ship,  Alysia; 
and  the  newly  launched  Sherakhan  are 
available  for  both  corporate  and  private 
charters. 

A  charter  through  CNI  offers  endless 
opportunities  for  indulgence.  If  a 
glamorous,  jet-set  social  life  is  more 
your  taste,  your  charter  may  be 
planned  to  tie  in  with  one  of  many 
world-famous  special  events,  such  as 
the  Monaco  Grand  Prix  or  the  Cannes 
Film  Festival. 


Giant  is  currently  planning  a  world  tour. 
Beginning  in  late  summer  2005  and  crossing 
to  Patagonia,  the  tour  will  finish  in  Valencia 
in  2007  in  time  for  the  America's  Cup.  For 
more  information  on  Giant,  go  to 
www.cnconnect.com/giant 


nt's  expansive  deck  offers  magnificent  views  and  ample  plush  seating,  allowing  for  the  ultimate  in  outdoor  entertaining. 


The  Savannah  riverfront  is  a  bustling  combination  of  nightlife,  boutiques 
and  restaurants,  as  well  as  home  to  Global  Ship  Systems. 


SAVANNAH'S  GLOBAL  SHIP  SYSTEMS 
OFFERS  REPAIR  AND  REFIT  FOR 
WORLD-CLASS  MEGAYACHTS 

One  of  the  premier  shipyards  in  the 
U.S.  —  Savannah,  Georgia's  Global  Ship 


structures  in  the  world. 
Led  by  a  team  of  highly 
respected  and  well- 
known  yachting  industry 
veterans,  the  Savannah 


Systems  (GSS)  —  is  attracting  some  of   facility  offers  a  535-foot  graving  dock 


the  world's  most  highly  acclaimed  mega- 
yachts  and  military  vessels,  following  an 
active  south  Florida  hurricane  season, 
according  to  CEO  Robert  S.  Creech  III. 

"Superyachts  damaged  in  the  recent 
Florida  storms  are  discovering  that 
our    facilities    offer  convenience, 


with  retractable  cover,  a  covered  boat- 
house  spanning  the  entire  wet  slip,  a 
covered  paint  booth  accommodating 
two  ships  up  to  200  feet  each  and  a 
160,000-square-foot  composite  materi- 
als fabrication  building,  making  it  one  of 
the  most  comprehensive  and  state-of- 


quality  craftsmanship  and  extraordinary  the-art  facilities  in  North  America, 

customer     service,"     he     says.  Recent  completions  include  work  on 

"Reservations  are  world-class  vessels  such  as  Katana,  a 

increasing,   and  244-foot  Blohm  and  Voss;  Ronin,  a  180- 


James  D.  Stribling 
EVP/Operations 


potential  service 
clients  are  encour- 
aged to  give  us 
a  call." 

Situated  approxi- 
mately halfway 
between  Miami 
and  New  York,  the 
Savannah  location  is 
proving  to  be  a  convenient  destination 
for  owners,  crew  and  captains  seeking 
convenient,  quality  service  in  a  desirable 
seaside  destination. 

Once  the  home  for  the  production  of 
mine  hunters  for  the  U.S.  Navy,  GSS 
is  well  positioned  for  megayachts, 
commercial  and  military  vessels, 
offering  one  of  the  largest  dry-dock 


foot  Luerssen;  and  Meduse,  a  205-foot 
Feadship.  Fall  bookings  include  Princess 
Mariana,  a  262-foot  Royal  Denship; 
Gallant  Lady,  a  176-foot  Feadship;  and 
Mi  Gaea,  a  152-foot  Feadship. 

Reflecting  Southern  hospitality,  the 
company  offers  visiting  yacht  owners, 
captains  and  crew  a  variety  of  appealing 
shipyard  amenities.  There  are  tasteful, 
semiprivate  onsite  office  facilities  that 
feature  landline  telephones,  high-speed 
Internet  access,  an  onsite  cafeteria, 
complimentary  daily  newspapers,  fresh 
doughnuts,  24-hour  security  and 
artisans  skilled  in  the  requisite  yacht 
repair  disciplines. 

Visitors  join  a  long  list  of  distinguished 
clients  who  have  sampled  the  city's 


Southern  flair  and  comfort.  SavannaH 
offers  fine  housing  options  (rangind 
from  private  beach  villas  and  securi 
rental  accommodations,  to  charminj 
historic  inns  and  lavish  hotels),  world 
famous  restaurants,  a  multitude  o 
shopping  areas  and  plenty  of  nightl\ 
entertainment  options. 

Recently  developed  Hutchinson  Island, 
located  across  the  river  from  the  GS3 
shipyard,  affords  clients  the  luxury  of  a 
five-star  resort  and  private  club,  as  well 
as  services  at  the  world-famous) 
Greenbrier  Spa  and  an  18-hole  Troon  goM 
course.  Tybee  Island  and  its  beaches  on 
the  Atlantic  Ocean  are  just  a  20-mmute| 
drive  from  the  shipyard,  and  Hilton  Head) 
Island,  S.C.,  with  its  world-famous  golf] 
courses,  is  a  30-minute  drive  away. 

Additionally,  access  to  the  yard  is 
convenient  to  the  private  jet  owner 
and  commercial  flier.  The  city  is  also 
headquarters  for  Gulfstream  Aerospace,| 
where  private  aircraft  are  welcome.  1H 

For  more  information  or  to  make  a 
reservation  for  service,  contact  Jim 
Stribling  at  912-239-1130,  Leslie  Lallande 
at  954-471-8721  or  visit  the  Web  site: 
www.globalshipsystems.com. 
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Savannah,  Georgia  USA. 

Situated  in  a  world-renowned 
city  filled  with  beaut)',  charm, 
vibrant  nightlife,  lush  golf  courses 
and  luxurious  accommodations, 
Global  bhip  Systems  is  your 
choice  today  for  the  refit  and 
servicing  of  the  world's  largest 
privately  owned  yachts. 


Global  Excellence* 

Southern  Splendor* 


Equipped  with  one  of  the  largest 
dry-dock  buildings  in  the  world, 
Global  Ship  Systems  offers 
a  535  foot  graving  dock  with  a 
retractable  cover;  a  covered  boat 
house  spanning  an  entire  wet  slip, 
and  21  acres  of  the  most  advanced 
technology  and  skilled  craftsmen  in 
the  yachting  industry. 


WORLDWIDE    MARINE  SERVICES 


301  N.Luhrop  Avenue  •  Savann.ih,  GA  31415  USA 
Contact:  James  D.  Scribling  •  912 . 239. 1 1 30 


MIXEDMEDIA 

Chowing  Down  with  Alan  Richman  Meditating  with  Digital  Gurus 1  John  Cassavetes  Collected  !  An  Embarrassment  of  Bluegras 


ON  TOUR  WITH  RENZO 
PIANO;  Phaidon;  $30 

In  this  small-scale  picture  book, 
Genoa-born  Pritzker  Prize- 
winning  architect  Renzo  Piano 
leads  a  guided  tour  of  22  of  his 
most  prominent  works,  from 
the  Centre  Pompidou  in  Paris 
to  the  recently  opened  Nasher  Sculpture 
Center  in  Dallas.  The  book  brings 


front  and  center  Piano's  unparalleled 
skill  in  not  just  incorporating  an  existing 
environment  into  a  new  design,  but 
giving  it  respectful  prominence  as  well — 
whether  it's  an  old  street  at  the  heart  of 
Berlin's  new  Potsdamer  Platz,  the  Kanak- 
inspired  huts  of  the  Jean-Marie  Tjibaou 
Cultural  Center  in  New  Caledonia 
or  the  old  warehouses  repurposed  in  the 
renovation  of  his  hometown's  harbor. 

—LORRAINE  CADEMARTORI 


FORK  IT  OVER,  by  Alan  Richman; 
HarperCollins;  $25 

Food  writer  Alan  Richman  brings  some- 
thing extra  to  the  table:  a  sense  of 
humor.  The  much-lauded  journalist — 
with  11  James  Beard  Awards,  among 
other  plaudits — has  been  the  food  critic 
at  large  for  GQ  for  many  years,  and  these 
pieces  represent  a  kind  of  greatest-hits 
collection.  Cantankerous,  intrepid  and 
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flappable,  Richman  reports  back  from 
;  far  corners  of  the  dining  experience, 
iinuating  his  wisecracking  Jewish  self 
o  Louis  Farrakhan's  Salaam  restaurant, 
instance,  wandering  the  nighttime 
eets  of  Naples  and  driving 
=  Carolina  boondocks  to  find 
perfect  barbecue  sandwich, 
chman  dwells  on  wine  spitting 
t  is  unfortunate  that  spitting 
such  a  spurned  science 
at  even  a  mother  cannot  take 
de  in  her  son's  accomplish- 
mts"),  on  that  endangered 
ecies  the  cranky  Jewish  waiter 
d  on  the  irritating  habits 
other  eaters  ("My  Beef  with 
gans").  He  is  likely  the  only 
3d  journalist  ever  to  weave  in 
extended  reminiscence  of  his  tour 
duty  during  the  Vietnam  War  while 
ing  on  baked  squab  with  rock  salt  in 
igon.  From  Shanghai  to  Havana  to 
e  Hamptons,  Richman  knows  whereof 
speaks,  and  he  says  it  so  well  you 
n  almost  taste  it.  —RICHARD  NALLEY 

IERICAN  WRITERS  AT  HOME, 
J.D.  McClatchy, 
lotographs  by  Erica  Lennard; 
brary  of  America;  $50 

was  a  failure  in  Boston. ..because  they 
ought  I  was  too  fashionable  to  be 


intelligent,  and  a  failure  in  New  York 
because  they  thought  I  was  too  intelligent 
to  be  fashionable,"  Edith  Wharton 
once  observed.  Yes,  but  at  The  Mount  in 
Lenox,  Mass.,  equidistant  from  those 

two  cities,  she  could  relish 
views  of  the  Berkshires 
and  visits  from  Henry 
James.  The  magnificent 
estate  on  113  acres  was  a 
sanctuary  for  Wharton — a 
function  also  served  by 
20  additional  writers' 
homes  described  in  this 
coffee-table  book.  J.D. 
McClatchy,  Yale  professor 
and  poet,  offers  enchanting 
stray  tidbits  in  short 
essays  and  delightful 
captions.  Consider  these:  Only  after  Edna 
St.  Vincent  Millay  wrote  a  plea  to  Gov. 
Thomas  Dewey  was  electricity  supplied 
to  her  Austerlitz,  New  York,  farm  in 
1947.  (She  and  her  husband  bought  the 
house  and  barn  on  435  acres  in  1925, 
for  $9,000.)  Not  only  did  Robinson 
Jeffers  personally  build  his  wife  a  40- 
foot  stone  tower  at  their  aerie  in  Carmel, 
California,  he  planted  2,000  trees 
about  the  property.  Eudora  Welty  had  the 
same  bedroom  for  more  than  75  years. 
Ernest  Hemingway,  for  all  his  carousing, 
"was  at  his  desk  at  8  every  day  and  wrote 
all  morning."  William  Faulkner  wouldn't 


allow  a  radio,  TV  or  air  conditioning  in 
his  house  in  Oxford,  Mississippi;  the 
old  air  conditioner  now  in  his  widow's 
bedroom  was  bought  two  days  after  the 
novelist  died.  This  book's  geography 
is  skewed,  with  19  homes  in  the  East 
and  the  South,  two  in  California  and 
none  elsewhere.  Yet  the  volume  promises 
to  be  a  fine  companion  in  any  region 
on  an  autumn  afternoon  with  crisp  light, 
the  better  to  enjoy  Erica  Lennard's 
exquisite  photographs.— KENNETH  PAUL 


THE  JOURNEY  TO  WILD  DIVINE:  The  Passage;  The  Wild  Divine  Project;  $160 


Back  in  the  day,  a  seeker  of  enlightenment  had  to  live 
like  a  pauper  and  walk  a  thousand  miles  shoeless  before 
he  could  hope  to  build  staircases  with  his  breath,  open 
doors  through  meditation  or  juggle  balls  with  laughter. 

S But  thanks  to  recent  technological  advances,  you  can  do 
all  that  and  more  comfortably  at  home.  The  Journey  to 
Wild  Divine  turns  your  computer  into  a  meditation  sta- 
tion, immersing  you  in  a  New  Age  paradise  of  lush  gar- 
dens, enchanted  forests  and  mysterious  temples  backed 
by  snowcapped  peaks.  Wander  through  it  and  encounter 
a  cast  of  gurus  who  teach  you  to  breathe  like  a  yogi,  con- 
trol your  "states  of  energy"  and  otherwise  unlock  your  full 
mental  and  physical  potential.  Your  success  rate  for  each  exercise 
is  monitored  by  a  nifty  piece  of  hardware  called  a  biofeedback 
sensor,  which  relays  heart  rate  variability  and  skin  conductance 
level  from  your  fingertips  to  the  computer's  hard  drive.  That  way, 
when  the  Lady  of  the  Woods  asks  you  to  light  a  fire  with  "the 
peaceful  breath" — i.e.,  to  relax  profoundly — the  program  will 
determine  when  you've  succeeded,  flames  will  burst  gaily  from  the 
screen  and  you'll  call  yourself  Bodhisattva.—  THOMAS  JACKSON 
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Quietly  Setting  A  Whole  New  Standard. 

Experience  the  unmatched  combination  of  noise  reduction  and  audio  performance 
of  our  QuietComfort"  2  Acoustic  Noise  Cancelling  headphones. 


Unwanted  noise  is  everywhere.  The  engine  roar  inside  an 
airplane  cabin.  The  blaring  sounds  of  city 
streets.  The  annoying  din  of  the  office 
Bose'  QuietComfort''  2  Acoustic 
Noise  Cancelling  headphones  help 
you  escape  them  all.  Put  them  on 
and  slip  into  a  safe  haven  -  J 
where  you  can  relax  and  enjoy  HjJ 
peace  and  solitude  or  listen  to  Jm 
your  favorite  music. 

Proven  Noise  Reduction 
Technology. 

Our  original  noise-reducing  head- 
phones were  designed  primarily  for 
airplane  travelers.  But  owners  soon  started  telling 
us  how  much  they  enjoyed  using  them  in  other  noisy 
places.  So  we  designed  our  QuietComfort1  2  headphones 
around  the  same  patented  technology  that  electronically 
identifies  and  dramatically  reduces  noise,  while  faithfully 
preserving  the  music,  movie  dialogue  or  tranquility  you  desire. 
The  Philadelphia  Daily  News  says  that  "Even  in  the  noisiest 
environment,  wearing  these  phones  creates  a  calming,  quiet 
zone  for  easy  listening  or  just  snoozing." 

Our  Best  Sound  Ever. 

QuietComfort*  2  headphones  deliver  the  best  audio 
performance  we've  ever  developed  for  headphones.  Highs  are 
impressively  crisp  and  clean.  Lows  are  deep  and  enveloping. 
Vocals  are  reproduced  with  lifelike  authenticity.  When 
audio  critic  Wayne  Thompson  heard  our  QuietComfort*  2 
headphones,  he  reported,  "Bose  engineers 
have  made  major  improvements."  Whether 
you're  looking  for  noise  reduction  or 
high-performance  headphones  for  music, 
we  think  you'll  agree  - 
QuietComfort* 2  headphones  capture  the  essence 
of  serenity  and  sound. 
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Enhanced  Comfort 
and  Portability. 

Respected  columnist  Rich  Warrel 
says,  "The  QuietComfort  2  lives  up  to  it 
name,  enveloping  you  in  blissful  sound  in  thll 
utmost  comfort.  It's  easy  to  forget  they're  on  your  head."  To  en  jo] 
peace  and  tranquility,  simply  turn  them  on.  To  add  Bose  qualitj 
sound,  attach  the  included  audio  cord  and  connect  them  to  a  homj 
stereo,  laptop  computer,  portable  CD/DVD/MP3  player  or  in-fligh 
audio  system.  When  you're  done,  their  convenient  fold-flat  design 
allows  for  easy  storage  in  the  slim  carrying  case. 

Experience  Them  for  Yourself. 

We  don't  expect  you  to  take  our  word  for  how  dramatically 
our  headphones  reduce  noise,  how  clean  and  full  they  sound  oi 
how  comfortably  they  fit.  So  we  invite  you  to  try  them  for  3(1 
days,  risk  free.  If  you  can 


FREE  Bose  CD  Player 
when  you  order  by 
Jan.  31,  2005. 


Name 

(Please  Print) 

Address 

City/State/Zip 

Day  I'hone 

Evening  Phone 

E-mail  (Optional) 

Mail  to:  Bose  Corporation,  Dept  DMG-Q3226,  The  Mountain,  Framingham.  MA  01701-9168 


live  without  them,  return 
them  for  a  full  refund. 
Order  now  to  receive  a 
free  portable  Bose  CD  Player  with  skip  protection  -  a  $50  valuei 
When  you  call,  be  sure  to  ask  about  our  financing  options. 

QuietComfort*  2  headphones  -  the  new  standard 
from  Bose,  the  most  respected  name  in  sound. 


CALL  1-800-720-2673 

ext.  Q3226 

For  information  on  all  our  products: 

www.bose.com/q3226 


Better  sound  through  research  - 


©2004  Bose  Corporator,  Patent  rights  issued  and/or  pending.  Financing  and  tree  CD  Player  offer  not  to  be  combined  with  other  offers  or  applied  to  previous  purchases,  and  subject  to  change  without  notice. 
If  QuietComfort*  2  headphones  are  returned,  CD  Player  must  be  returned  for  a  full  refund.  Risk  free  refers  to  30-day  trial  only.  Delivery  is  subiect  to  product  availability-  Quotes  are  reprinted  with  permission: 
Jonathan  Tak,ff  Philadebhia  Dattv  News  5/29/03  Wavne  Tnomoson  Oreoonian.  4/18/03:  Rich  Warren  News-Gaiette  5/19/03 
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JOHN  CASSAVETES: 
Five  Films;  Criterion;  $125 

In  1959,  John  Cassavetes 
(you  may  remember  him  as  the 
devil's  cuckold  in  Rosemary's 
Baby)  released  the  first  in  what 
became  a  series  of  low-budget, 
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ASSAVETES 


IVE  FILMS 


ily  personal  films  so  fresh  and 
sionate  and  so  un-Hollywood  that 
s  considered  by  many  the  father  of 
srican  independent  cinema.  This 
lirable  collection,  complete  with  lively 
imentary,  additional  footage  and 
excellent  short  monograph,  celebrates 
is  achievement  and  elaborates  on 
is  undeniable  influence.  In  a  way, 
assavetes  made  his  movies  backward: 
istead  of  plots  and  stories,  he  began 
rith  characters  and  situations.  Typically, 
is  protagonists  are  people  dissatisfied 
'ith  their  lives,  trying  to  hide  from  reality 
y  being  or  becoming  something  they 
re  not.  They  are  uncomfortable 
l  their  skins — literally  so  in 
'hadows,  in  which  blacks  try  to 
ass  for  white.  In  The  Killing 
fa  Chinese  Bookie  the  main 
haracter,  played  with  riveting 
harm  by  Ben  Gazzara,  calls 
imself  "Mr.  Lucky"  and  means 
:,  even  as  huge  gambling 
osses  ultimately  force  this 
nockabout,  good-natured  guy  to 
ill.  Shot  and  edited  to  feel 
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like  documentaries,  the  films  have  a 
patina  of  directness  and  realism.  But  the 
casual  framing  and  loose  editing  are 
pure  artistry.  The  results  are,  in  fact, 
so  boldly  stylized  as  to  be  almost  operatic 
at  times.  Just  watch  Gena  Rowlands 
and  Peter  Falk  in  A  Woman  Under  the 
Influence  as  she  slips  from  loopiness 
to  madness  while  he  lashes  out  at 
her,  at  once  loving,  helpless  and  angry. 
Universally  marked  by  brilliant  perfor- 
mances, these  are  truly  actors'  films.  In 
Faces,  John  Marley  moves  from  laughter 
to  demands  for  divorce  in  one  scene 
so  raw  that  it  seems  it  must  have  been 
improvised,  but  it  is  actually  a  carefully 
composed  aria  of  emotional  precision. 
For  all  their  power,  though,  these  movies 
are  not  easy  to  watch.  They  never 
were.  But  viewers  who  give  themselves 
over  to  Cassavetes'  idiosyncratic  style 
will  find  experiences  as  startlingly  fresh 
and  unexpectedly  human  as  they  were  a 
generation  ago.— TIMOTHY  FORBES 

THE  MARX  BROTHERS 
COLLECTION;  Universal;  $60 

Shenanigans  age  well,  it  turns  out.  As  do 
general  mayhem,  elaborate  puns  and 
harp  solos  by  mutes.  The  Marx  Brothers 
prove  it  five  times  over  in  the  new 
DVD  box  set  put  out  by  Universal. 
Hot  on  the  tail  feathers  of  the  Warner 
Brothers'  box,  released  earlier  this 
year,  the  Universal  set  delivers  all  the 
movies  the  vaudevillians  from  96th 
Street  made  for  Paramount  from  1929  to 
1933.  With  both  sets,  dyed-in-the-wool 
Marxists  can  have  all  their  feature  films 
except  United  Artists'  Love  Happy. 
Though  the  Universal  collection  is 
stingy  with  the  bonus  materials,  the 
films  themselves  (Duck  Soup,  Monkey 
Business,  Animal 
Crackers,  Horse 
Feathers  and  The 
Cocoanuts)  are  far 
more  madcap  than  any- 
thing that  came  later. 
You'll  need  to  keep 
your  thumb  on  the 
replay  button  to  catch 
it  all.  It's  like  reading 
Shakespeare  again — one 
encounters  countless 


MARX  MOTHERS 


classic  exchanges  that  are  now  standard 
cultural  fare:  "One  morning  I  shot  an 
elephant  in  my  pajamas;  how  he  got 
in  my  pajamas  I'll  never  know."  "Ever 
since  I  met  you  I've  swept  you  off 
my  feet."  If  you've  never  heard  the 
viaduct/why  a  duck  routine,  you'd  best 
get  ahold  of  these  DVDs  quick.  The 
antics  are  timeless,  but  the  premise  of 
Duck  Soup  may  never  have  been  more 
timely:  Groucho,  as  Rufus  T.  Firefly,  the 
newly  appointed  leader  of  Freedonia, 
declares  war  on  a  neighboring  country 
for  murky  reasons.  "I'm  willing  to  do 
anything  to  prevent  this  war,"  says  the 
opposing  leader.  "It's  too  late,"  answers 
Firefly,  "I've  already  paid  a  month's  rent 
on  the  battlefield."— MICHAEL  ABRAMS 


THE  WIRE:  The  Complete  First 
Season;  HBO;  $100 

David  Simon  has  gotten  a  lot  of  mileage 
from  his  years  as  a  crime  reporter  for  the 
Baltimore  Sun.  His  1991  bestseller, 
Homicide:  A  Year  on  the  Killing  Streets, 
inspired  the  much-revered  TV  show  by 
the  same  name.  His  next  book,  The 
Corner,  which  he  co-wrote  with  ex-cop 
Ed  Burns,  became  a  critically  acclaimed 
mini-series.  And  since  2002,  he  and 
Burns  have  turned  out  three  seasons 
of  The  Wire  for  HBO,  another  take  on 
the  hard-bitten  streets  of  "Ballmer." 
The  chief  difference  between  this  show 
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and  Homicide  (and  most  other  television 
cop  dramas)  is  that  it  presents  one 
continuous  narrative  instead  of  a  series 
of  self-contained  episodes.  Season 
one,  just  out  in  a  five-DVD  set, 
is  essentially  a  13-hour  movie  about  a 
detail  of  detectives'  attempt  to  topple 
a  drug  gang  gripping  the  city's  west  side 


projects.  In  the  spirit  of  other  HBO  pro- 
ductions, the  grit  factor  is  high,  profanity 
abundant  and  character  development 
deep.  The  action  plays  out  with  the  raw, 
cinema  verite  feel  of  Cops,  while  the 
writing  is  Tolstoyan  in  its  generosity  to 
every  character.  The  lowliest  drug- 
peddling  gang  member  is  considered  in 


the  same  human  terms  as  the  highest- 
ranking  cop.  Indeed,  traditional  ideas 
about  good  guys  and  bad  guys  are 
scrapped  in  The  Wire,  leaving  the  view^ 
with  the  impression  that  everyone  is  in 
the  same  boat,  struggling  to  survive  wit 
in  their  respective  organizations.  That's 
the  kind  of  story  we  can  all  relate  to.  — 1 


CAN'T  YOU  HEAR 
ME  CALLIN" 

Bluegrass:  80  Years 
of  American  Music; 
Columbia  Legacy; 
$50 


Combine  a  Celtic  fiddle,  an 
African-derived  banjo,  an 
Italian-derived  mandolin  and 
a  British-derived  guitar 
and  you've  got  a  peculiarly 
American  kind  of  string  band, 
one  that  soared  to  symphonic 
heights  of  complexity  in 
the  most  unlikely  location: 
the  rural  hills  and  hollows  of 
Appalachia.  "Mountain  music" 
had  always  carried  an  element  of  nostalgia  to  it,  but  in  the 
hands  of  masters  like  Bill  Monroe  and  His  Blue  Grass 
Boys — which  for  one  shining  period  in  the  1940s  included 
Monroe,  Lester  Flatt  and  Earl  Scruggs — the  old-time  music  was 
reinvented,  taken  up-tempo  and  set  afire.  But  if  Monroe  was 
the  founding  figure  of  the  new  "bluegrass"  music,  the  "Befores" 
and  "Afters"  also  comprise  a  dazzlingly  rich  musical  legacy. 
The  four  discs  of  Can't  You  Hear  Me  Callin'  reach  back 
to  the  '20s  for  songs  like  "Soldier's  Joy"  from  the  wonderfully 
named  Skillet  Lickers,  and  forward  to  such  current  virtuosi 
as  Ricky  Skaggs  and  Del  McCoury.  Along  the  way,  the 
collection  ropes  in  some  surprise  bystanders,  like  the  Louvin 
Brothers  and  the  Dixie  Chicks,  but  the  great  pleasure  of  this 
box  set  is  its  diversity;  it's  like  a  radio  station  with  a  genius 
playlist — you  don't  know  what's  going  to  pop  out  of  the  speakers 
next,  but  chances  are  good  you'll  be  tapping  your  feet.  — RN 

VULTURES  AWAIT,  Will  Johnson;  Misra  Records;  $15 


Will  Johnson  may  not  be 
America's  most  famous 
contemporary  singer/songwrit- 
er, but  he  is  certainly  among 
our  busiest.  At  the  age  of  31, 
he  has  more  than  200  songs 
under  his  belt.  He  plays  in 
two  bands — Centro-matic  and 
South  San  Gabriel — and  he 
has  just  come  out  with  this, 


his  second  solo  album,  cheerfully  titled  Vultures  Await.  Its  12 
ballads  don't  come  across  as  the  work  of  a  rapid-fire  composed 
each  is  hauntingly  melodic  in  its  own  way.  The  opener, 
"Catherine  Dupree,"  with  its  husky  vocals  and  understated 
piano,  is  pure  Tom  Waits,  while  the  title  track  has  the  vocal 
stylings  of  The  Band's  "I  Shall  Be  Released."  "Closing  Down  U 
House"  channels  the  driving  acoustic  guitars  and  plaintive 
harmonies  of  Wilco.  But  echoes  aside,  Johnson  has  a  big,  dust 
Texas  sound  all  his  own.  Discover  it  on  this  album,  or  wait 
for  the  next.  At  the  rate  he  writes,  it  wiil  be  out  shortly.  — TJ 

SMILE,  Brian  Wilson;  Nonesuch;  $20 

As  if  it  were  some  pop  Atlantis,  Brian  Wilson's  Sm/7e  has  lurke 
in  the  musical  mists  as  the  greatest  album  that  never  existed. 
It  was  supposed  to  be  the  Beach  Boys'  follow-up  to  the  gloriou 
Per  Sounds,  which  directly  inspired  the  Beatles  to  create 
Sgt.  Pepper's  Lonely  Hearts  Club  Band.  But  for  reasons  still 
unclear — likely  a  combination  of  band  conflict  and  Wilson's 
crippling  depression — this  "teenage  symphony  to  God"  (as 
Wilson  famously  called  it)  was  scrapped  midway  through,  with 
lesser  versions  of  its  songs  released  pell-mell  on  increasingly 

frown-worthy  Beach 


Brian  Wflson 

presents , 


Boys  records.  But 
last  year,  after 
almost  40  years, 
Wilson  and  his 
lyricist,  Van  Dyke 
Parks,  surprised 
everyone  when  they 
announced  that, 
hey,  Smile's  done, 
folks.  After  a  tour 
with  a  new  band, 
they  settled  at 
Hollywood's  Sunset 
Sound,  where  Wilson  used  Studio  One's  original  echo  chamber 
and  "tube"  console  to  record  the  instruments  and  harmonies. 
Of  course,  this  back  story  is  formidable,  and  indeed,  Smile  may 
confuse  fans  expecting  instant  rock  classics  like  its  hit  finale, 
"Good  Vibrations."  Instead,  they'll  find  three  suites  comprising 
17  songs,  each  filled  with  trombones,  strings,  organs  and  whistles 
Add  Parks'  verbal  collage  of  Americana — Plymouth  Rock,  "iron 
horse"  railroads,  Mrs.  O'Leary's  cow — and  Smile  is  as  bizarre 
as  it  is  beautiful.  But  the  open-minded  listener  will  be  rewardec 
by  this  feverish  fantasia  of  sound,  its  inchoate  joy  and  longing 
bursting  through  every  note.— MATTHEW  REED  BAKER 
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pparel 

anella  LTD. 

anella  is  the  leader  in  the  market  in  men's  high  quality  pants, 
anella  also  offers  sport  and  dress  shirts,  outerwear  and  sport 
ckets.  Zanella  has  a  complete  ladies  collection  as  well, 
all  800-323-7862  or  visit  www.zanella.com 

utomotive 

ston  Martin 

ston  Martin  is  the  world's  most  exclusive  sports  car  company, 
ince  1914  it  has  created  motoring  legends  culminating  in 
day's  DB7  Vantage  and  VI 2  Vanquish, 
all  866-NA-  Aston  or  visit  www.astonmartin.com 

rummer 

isit  www.hummer.com 

Consumer  Electronics 

VC 

VC  markets  a  complete  line  of  consumer  electronic  products, 
icluding  high  definition  displays,  home  theater  systems, 
amcorders,  DVD  player  recorders,  portable  audio  equiptment, 
lobile  entertainment  products  and  recording  media, 
all  800-526-5308  or  visit  www.jvc.com 

inancial 

lenworth  Financial 

Visit  www.genworth.com 

llewelry /Watches 

bailey  Banks  &  Hid  die 

Vail  800-651-4222  or  visit  baileybanksandbiddle.com 
toger  Dubuis 

"all  1-570-970-8888  orvisitwww.rogerdubuis.com 


Restaurants 

Fleming's  Prime  Steakhouse  &  Wine  Bar 

Fleming's  Prime  Steakhouse  &  Wine  Bar  offers  the  best  in 
steakhouse  dining  -  prime  steaks,  chops,  fresh  grilled  fish  and 
chicken  -  with  a  unique  and  notable  wine  list  featuring  100  fine 
wines  by  the  glass.  Visit  flemingssteakhouse.com 


Consumer  Products 

Gladiator  GarageWorks  by  Whirlpool  Corporation 

Gladiator  GarageWorks  by  Whirlpool  Corporation  is  a  fully 
modular  solution,  designed  for  the  tough  garage  environment, 
which  will  make  your  garage  look  as  impressive  as  the  rest  of 
your  home.  Call  866-342-4089  or  www.GladiatorGW.com 


Hotels 

The  Peninsula  Hotels 

At  The  Peninsula  Hotels,  guests  are  assured  the  highest  standard 
of  excellence  that  has  been  synonymous  with  The  Peninsula 
name  for  over  75  years.  Visit  www.peninsula.com 


Insurance/Financial 

The  Vanguard  Group 

Call  800-523-8398  or  visit  www.vanguard.com 


Travel 

Nemacolin  Woodlands  Resort 

Situated  on  2,400  lush  acres  and  nestled  in  the  beautiful 
mountains  of  Southwestern  Pennsylvania,  Nemacolin 
Woodlands  features  one  of  the  most  comprehensive  full-service 
resorts  in  America.  Call  1-800-422-2736 
or  visit  www.nemacolin.com 


Oavid  Birnbaum 

Call  212-575-0266  or  visit  www.DavidBirnbaum.com 
Rare  1  Incorporated 

tall  212-575-0266  or  visit  www.DavidBirnbaum.com 

Retail 

General  Cigar 

Vlacanudo  and  Partagas  Cigars. 
Visit  www.cigarworld.com 


The  Spirit  of  Yachting 

Camper  &  Nicholsons  International 

Visit  www.cnconnect.com 

Global  Ship  Systems 

Visit  www.globalshipsystems.com 
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westin.com 


no  one 
returns 
luxury. 


The  Westin  Gift  Card  makes 
the  perfect  gift.  In  amounts 
from  $25  to  $1000,  it's 
the  perfect  way  to  share 
the  modern  luxury  experience: 
an  overnight  stay,  a 
wonderful  dinner,  Westin 
Heavenly  Bath"  products, 

even  a  Heavenly  Bed". 
A  gift  that's  easy  to  give. 
Yet  impossible  to  return. 


Westin 
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AARON  BASHA:  Aaron  Basha,  New  York, 
(212)  935-1960,  www.aaronbasha.com 

ASPREY:  Asprey,  New  York  and  Beverly 
Hills,  (800)  883-2777,  www.asprey.com 

BOND  NO.  9:  Bond  No.  9,  New  York, 
(877)  273-3369 

BOTTEGAVENETA:  Bottega  Veneta, 
(877)  362-1715,  www.bottegaveneta.com 

BOUCHERON  PARFUMS:  Bergdorf 
Goodman,  New  York;  and  select 
Neiman  Marcus,  Saks  Fifth  Avenue, 
Nordstrom  and  Bloomingdale's  stores 

BULGARI:  Bulgari,  (800)  BULGARI 

CARTIER:  C artier  boutiques, 

(800)  CARTIER,  www.cartier.com 

CHANEL:  select  Chanel  boutiques,  (800) 
550-0005 

CHRISTOFLE:  Pavilion  Christofle  stores, 
(877)  PA  VILLON,  www.christofle.com 

DE  VERA:  De  Vera,  New  York, 

(212)  625-0838,  www.deveraobjects.com 

DUNHILL:  Dunhill,  New  York, 
(212)  753-9292,  www.dunhill.com 

DYLAN'S  CANDY  BAR:  Dylan's 

Candy  Bar,  New  York,  (646)  735-0078, 

www.dylanscandybar.com 

FAO  SCHWARZ:  FAO  Schwarz,  New  York 
and  Las  Vegas,  (800)  426-8697, 
www.fao.com 

FRITO-LAY:  Frito-Lay,  (800)  352-4477, 
www.  fritolay .  com 

GARRARD:  Garrard,  New  York,  (888)  699- 
8811,  and  Bergdort  Goodman,  New  York 

GODIVA:  Godiva,  (800)  9-GODIVA, 
www.godiva.com;  and  select  Neiman 
Marcus  and  Saks  Fifth  Avenue  stores 


GUCCI:  select  Gucci  stores, 
(800)  234-8224,  www.gucci.com 

HENRY  DUNAY:  Precious  Jewels  Salon 
at  Neiman  Marcus,  (800)  937-9146;  and 
Bergdorf  Goodman,  New  York 

HERMES:  Hermes  stores  nationwide, 
(800)  441-4488,  www.hermes.com 

JEWELFEVER:  JewelFever,  Bellport,  NY,| 
(631)  286-8134,  www.jewelfever.com 

JUDITH  LEIBER:  Judith  Leiber, 

(866)  542-7167,  www.judithleiber.com 

LINKS  OF  LONDON:  Links  of  London 
Charm  Bar,  New  York,  (212)  343-8024, 
www.linksoflondon.com 

LOUIS  VUITTON:  select  Louis  Vuitton 
stores,  (866)  VUITTON, 
www.vuitton.com 

NJ  CROCE:  Toon's  Station,  Inc.,  (877) 
988-6900,  www.patchcollectibles.com; 
Cracker  Barrel,  www.crackerbarrel.com; 
and  K-B  Toys,  www.kbtoys.com 

OMAS:  Omas,  www.omas.com 

PAUL  SMITH:  Paul  Smith,  New  York, 
(212)  627-9770 

ROBERT  TALBOTT:  Robert  Talbott, 
(800)  747-8778,  www.roberttalbott.com; 
Khaki's,  Carmel,  CA;  and  Mitchells 
of  Westport,  Westport,  CT 

TIFFANY  &  CO.:Tiffany  &  Co., 
(800) 526-0649 

VAN  CLEEF  &  ARPELS:  Van  Cleef  & 
Arpels,  (800)  VCA-5797 

VERDURA:  Verdura,  New  York, 
(212)  758-3388,  www.verdura.com 

YVES  SAINT  LAURENT:  select  Saks  Fifth 
Avenue,  Neiman  Marcus,  Barneys 
New  York  and  Bloomingdale's  stores 
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This  holiday  season,  join  Forbes  FYI  as  we  celebrate  the  afrl^kixurious  gift  giving. 
Browse  through  the  following  pages  for  elegant  and  unique  holiday  grradeas  that  will  please 
those  with  the  most  sophisticated  tastes  and  capture  the  essence  of  superior  gift  giving. 


Happy  Shopping  ...  And  Warmest  Holiday  Wishes  From  Forbes  FYI. 
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©ptio 

The  Official  Digital  Camera  of  the  Internet. 


t  \ 


PENTAX  brings  its  advances  in 
traditional  photography  to  the 
digital  world  with  innovative  digital 
cameras  at  competitive  prices  for 
the  earliest  beginner  to  the  most  advanced 
enthusiast.  And  with  the  control  of  a  manual  camera  and  the 
benefits  of  digital  photos,  the  *ist  DS  is  the  perfect  blend  of 
technology  and  tradition.  Its  lightweight  body  boasts  6.1 
megapixels  and  features  that  will  keep  even  the  most  advanced 
photographer  satisfied  this  holiday  season. 
Visit  pentaximaging.com  or  call  1-800-729-1419. 


CALYX  8  CQROLLA 

the  Jlower  lover's  flower  company® 


Take  their  breath  away  with  the  most  gorgeous 
blooms  sent  fresh  from  growers  around  the  world. 
Magnificent  plants  and  floral  designs  make  a  stunning 
statement  as  does  our  fabulous  Year  of  Flowers 
gift  program.  (Shown:  Jolly  St.  Nick  Bouquet) 

1-800-800-7788 
www.CalyxandCorolla.com 


How  many  or  your  employees  deserve  a  diamond? 

Antwerp  Diamonds  Incentives  (USA)  jewelry  is  one  corporate  gift 
that  will  increase  in  value  over  time.  Eveiy  diamond  is  certified  to 
be  from  DeBeers  Mining  Company  and  was  "Cut  to  perfection 
in  Antwerp,  the  diamond  capital  of  the  world"  by  our  master 
craftsmen. 

Large  corporate  orders  are  our  specialty.  Choose  from  hundreds 

of  earrings,  necklaces,  bracelets  and  ring  designs.  Or  transform  your 

corporate  logo  with  one  or  several  diamonds 

into  a  necklace  or  lapel  pin  for  a  truly  unique 

gift.  Our  wholesale  pricing  starts  under  $200. 

Now  isn't  that  nice! 

1225  Franklin  Avenue,  Suite  325.  Garden  City.  NY  11530  Tel.:  516-992-3499  /  Fox  51 6-767-1 904 
E-mail:  info@incentivesforever.com  Website:  onrwerpdiomondsmcennves.com 


ANTWERP 
DIAMONDS 
INCENTIVES 
(USA) 
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The  Sn<±s 


Group 


For  the  ultimate  water  experience,  call  The  Sacks  Group. 
We  represent  the  world's  finest  charter  yachts  and  offer  five-star 
service  in  premiere  destinations!  Put  your  next  vacation  or 
corporate  getaway  in  the  hands  of  our  Charter  Professionals.  Call  for 
your  copy  of  The  Sacks  Group's  "200S  Charter  Fleet  Directory". 

AROUND  THE  WORLD  IN  80  WAYS® 

From  intimate  sailing  vessels  to  world-class  megayachts 

1600  SE  17th  Street -Suite  418-  Fort  Lauderdale,  FL  333 1 6 
954.764.7742  •  fax  954.523.3769  •  info@sacksyachts.com 
www.sacksyachts.com 
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Fully 
restored 
historic 
Victorian 

inn 
by  the  sea. 
Located  on 
Officers'  Row 
Tybee  Island 
Georgia 


SAVANNAH  BEACH 

:'INN 


Romantic. 
Private. 

The 
perfect 
winter 
getaway. 

Holiday  gift 
certificates 
available! 


Kitchen  Aid 

FOR  THE  WAY  IT'S  MADE: 

The  KitchenAid®  Stand  Mixer  has  been  an  essential 
culinary  tool  for  generations  of  professional  and  home  cooks. 
This  ultimate  food  preparation  machine  not  only  mixes, 
whips  and  kneads,  but  also  grinds,  slices,  juices,  rolls  pasta 
and  even  makes  ice  cream.  For  information  on  the  newest  models 
and  the  many  attachments  that  make 
this  a  must  for  any 
well-equipped  kitchen,  visit 
www.KitchenAid.com  or  call 
1.800.541.6390. 


(800)  844-1398 
www.  savannahbeachinn .  com 
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Antwerp  Diamonds  (USA)™ 

hone:  516-992-3499 

eb  address:  antwerpdiamondsincentives.com 
1225  Franklin  Avenue,  Suite  325 
Garden  City,  NY  11530 

Calyx  &  Corolla 

Phone: 1-800-800-7788 

iWeb  address:  www.CalyxandCorolla.com 

KitchenAid 

Phone: 1-800-541-6390 

Web  address:  www.KitchenAid.com 


Pentax  Optio 

Phone:  1-800-729-1419 

Web  address:  www.pentaximaging.com 

Savannah  Beach  Inn 
Phone: 1-800-844-1398 

Web  address:  www.savannahbeachinn.com 
Tybee  Island,  Georgia 

The  Sacks  Group  Yachting  Professionals.  Inc. 

Phone:  954-764-7742 

Web  address:  www.sacksyachts.com 
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I   d    or  the  past  14  years,  Henke  Kelner  has  been  Davidoff 
of  Geneva's  chief  cigar  maker,  also  overseeing  the 
production  of  Avo,  The  Griffin's  and  Paul  Garmirian 
cigars  from  seedbed  to  okoume  box.  We  recendy  visited  him 
at  his  office  near  Santiago,  Dominican  Republic. 

If  I  were  to  hand  you  any  cigar,  bow  would  you  determine  its 
quality? 

Combustion.  A  good  cigar  burns  uniformly  inside,  and 
gives  stimulation  in  all  the  areas  of  the  mouth:  not  too  much 
of  one  area  or  too  Utile  in  another. 

Why  is  consistency  in  a  cigar  so  important? 

Unlike  wine  drinkers,  who  expect  each  vintage  to  be  dif- 
ferent, smokers  don't  like  surprises.  They  want  the  same  cigar 
year  after  year. 

How  many  farmers  do  you  have  working  for  you  in  the  Dom- 
inican Republic? 

This  year  we  have  about  80  independent  farmers,  working 
a  total  of  about  865  acres. 

So  all  of  the  tobacco  for  Davidojfs,  Avos  and  The  Griffin's  will 
come  from  less  than  1,000  acres? 

Yes.  This  is  enough  filler  and  binder  for  20  to  22  million 
cigars  a  year — tobacco  plants  produce  a  lot  in  a  small  area. 
Most  of  the  wrapper,  however,  comes  from  Connecticut  seed 
grown  in  Ecuador. 

You  have  more  than  400  rollers.  How  many  cigars  can  your  best 
rollers  make  per  day? 

The  best  is  not  always  the  fastest,  but  the  average  is  225  in 
eight  hours.  Per  year  we  calculate  about  50,000  cigars  per  roller. 
This  year,  we  will  be  very  close  to  the  record  during  the  boom. 
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What  happens  if  Cuba  opens  up?  Would  you  like  to  go  there}1 
It's  an  interesting  question.  In  the  Dominican  Republic  vi 
select  and  plant  the  seeds,  we  direct  the  fermentation  procel 
and  make  the  cigars.  In  Cuba,  I  would  need  the  same  contra 
If  you  simply  buy  Cuban  tobacco  not  under  your  contra 
every  year  you'll  have  different  cigars. 

You  send  cigars  with  dark  wrappers  to  the  U.S.,  and  cigars  wii 
lighter  wrappers  to  Europe.  Why? 

Twenty  years  ago  in  the  States  they  preferred  light  cigai 
too.  The  change  in  American  taste  happened  in  the  last  decad 
and  it's  partly  due  to  the  cigar  critics.  They  started  giving  high 
er  ratings  to  darker,  stronger  cigars,  and  people  followed. 

How  many  cigars  do  you  smoke  per  day? 

Depends.  I  smoke  many,  many  cigars,  but  frequently 
only  smoke  2  inches,  because  I'm  tasting  different  blends  am 
different  tobaccos.  If  you  measure  in  inches,  maybe  it's  onli 
four  or  five  cigars. 

Do  you  inhale? 

Yes,  because  in  this  way  I  know  that  if  the  cigar  is  no 
rough  when  I  inhale  it,  I'm  sure  that  it's  not  rough  for  th 
people  who  don't  inhale. 

Will  there  ever  be  a  day  when  your  cigars  are  rolled  by  machines 
The  day  I  have  to  make  cigars  with  machines  I  prefer  t< 
retire.  • 
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